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Harrisburg, Pennsylvania
January 9, 2017

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 15-03118-
11703-R1, 15-03118-11219-R1, and 15-03118-12274-R1, dated March 6, 2015, an examination
was made of

Lackawanna Casualty Company, NAIC Code:11703,
Lackawanna American Insurance Company, NAIC Code:11219, and

Lackawanna National Insurance Company, NAIC Code:12274

Pennsylvania domiciled single-state, property and casualty insurance companies, hereinafter
referred to collectively as “Lackawanna Insurance Group” or “Companies.” The examination
was conducted at the Companies’ home office, located at 46 Public Square, Suite 501, Wilkes-
Barre, Pennsylvania 18701.

A report of this group examination is hereby respectfully submitted.

SCOPE OF EXAMINATION

The Pennsylvania Insurance Department (“Department™) has performed a group
examination of the Companies, which were last examined as of Detember 31, 2010. This
examination covered the five-year period from January 1, 2011, through December 31, 2015.

Work programs employed in the performance of this examination were designed to
comply with the standards promulgated by the Department and the National Association of
Insurance Commissioners (“NAIC”) Financial Condition Examiners Handbook (*Handbook™).

The Handbook requires that the Department plan and perform the examination to
evaluate the financial condition, assess corporate governance, identify current and prospective
risks of the Companies, evaluate system controls and procedures used to mitigate those risks, and
review subsequent events. An examination also includes identifying and evaluating significant
risks that could cause an insurer’s surplus to be materially misstated both currently and
prospectively.

All accounts and activities of the Lackawanna [nsurance Group were considered in
accordance with the risk-focused examination process. This may include assessing significant
estimates made by management and evaluating management’s compliance with statutory
accounting principles.
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The examination does not attest to the fair presentation of the financial statements
included herein. If, during the course of the examination an adjustment is identified, the impact
of such adjustment will be documented separately following the Companies’ financial
statements.

This examination report includes significant findings of fact, in accordance with
40 P.S. § 323.5(a), and general information about the Companies and their financial condition.
There may be other items identified during the examination that, due to their nature (e.g.,
subjective conclusions, proprietary information, etc.), are not included within the examination
report but separately communicated to other regulators and/or the Lackawanna Insurance Group.

For each year during the period under examination, the certified public accounting firm
of Baker Tilly Virchow Krause, LLP (formerly ParenteBeard, LLC) (“CPA™) provided an
unmodified audit opinion on the Companies’ year-end consolidated financial statements based
on statutory accounting principles. Relevant work performed by the CPA, during its annual audit
of the Companies, was reviewed during the examination and incorporated into the examination
workpapers.

HISTORY

Lackawanna Casnalty Company (“LCC") was incorporated on July 6, 1942, licensed by
the Department October 6, 1942, and commenced business on or about November 1, 1942.

LCC is currently authorized to transact those classes of insurance described in 40 P.S. §
382(c)(1) Fidelity and Surety, (c)(4) Other Liability, and (c)(14) Workers’ Compensation.

Lackawanna American Insurance Company (“LAIC”)} was incorporated on July 8, 1999,
licensed by the Department on May 9, 2002, and commenced business on or about July 1, 2002.

LAIC is currently authorized to transact the class of insurance described in 40 P.S. §
382(c)(14) Workers’ Compensation.

Lackawanna National Insurance Company (“LNIC”} was incorporated on October 1,
2003, licensed by the Department on May 17, 2005, and commenced business on or about May
17, 2005.

LNIC is currently authorized to transact the class of insurance described in 40 P.S. §
382(c)(14) Workers’ Compensation.

MANAGEMENT AND CONTROL

CAPITALIZATION

As of the examination date, December 31, 2015, LCC’s total capital was $80,830,698,
consisting of 220,000 capital shares of issued and outstanding class A voting common stock with
a par value of $5.00 per share and 214,286 capital shares of issued and outstanding class B
voting common stock with no par value amounting to $1,100,001; $500,000 in paid in and
contributed surplus; and $79,230,697 in unassigned funds (surplus).
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LCC’s minimum capital and minimum surplus requirements for the types of business for
which it is licensed, pursuant to 40 P.S. § 386, is $1,000,000 in capital and $500,000 in surplus.
LCC has met the minimum capital and minimum surplus requirements throughout the
examination period.

As of the examination date, December 31, 2015, LAIC’s total capital was $39,148,769,
consisting of 7,000 capital shares of issued and outstanding class A voting common stock with
no par value and 3,000 capital shares of issued and outstanding class B voting common stock
with no par value amounting to $3,000,001; $7,136,783 in paid in and contributed surplus; and
$29,011,985 in unassigned funds (surplus).

LAIC’s minimum capital and minimum surplus requirements for the type of business for
which it is licensed, pursuant to 40 P.S. § 386, is $750,000 in capital and $375,000 in surplus.
LAIC has met the minimum capital and minimum surplus requirements throughout the
examination period.

As of the examination date, December 31, 2015, LNIC’s total capital was $14,043,183,
consisting of 7,000 capital shares of issued and outstanding class A voting common stock with
no par value and 3,000 capital shares of issued and outstanding class B voting common stock
with no par value amounting to $1,500,001; $3,500,000 in paid in and contributed surplus; and
$9,043,182 in unassigned funds (surplus).

LNIC’s minimum capital and minimum surplus requirements for the type of business for
which it is licensed, pursuant to 40 P.S. § 386, is $750,000 in capital and $375,000 in surplus.
LNIC has met the minimum capital and minimum surplus requirements throughout the
examination period.

STOCKHOLDERS

Pagnotti Enterprises, Inc. (“PEI™), a for-profit corporation organized under the laws of
the State of Delaware, directly owns all of the issued and outstanding class A voting common
stock of LCC representing 91.1% of the voting securities of LCC. LCC directly owns all of the
issued and outstanding class A voting common stock of LAIC and LNIC representing 95.9% of
the voting securities of each company.

Brynfan Associates, LP (“Brynfan”), a limited partnership organized under the laws of
the State of Florida, directly owns all of the issued and outstanding class B voting common stock
of LCC, LAIC, and LNIC representing 8.9%, 4.1%, and 4.1% of the voting securities of each
company, respectively.

During the examination period, LCC paid to stockholders the following total cash
dividends each year:

Year Ordinary Extraordinary
2011 $1,000,000 n/a

2012 $2,691,000 $50,000,000
2013 $7,000,000 n/a

2014 $8,700,000 nfa

2015 $1,900,000 $18,000,000
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LCC reported all dividends to the Department in compliance with 40 P.S. § 991.1404(e).
LCC obtained the Department’s prior approval of the extraordinary dividends in compliance with
40 P.S. § 991.1405(b)(1).

During the examination period, LAIC and LNIC did not pay any dividends to
stockholders.

INSURANCE HOLDING COMPANY SYSTEM

The Companies meet the requirements for filing an insurance holding company system
annual registration statement (“Annual Registration Statement™), in accordance with 40 P.S. §
991.1404. For each year of the examination period, the Companies filed the réquired Annual
Registration Statement by March 31.

The following organizational chart depicts the Companies’ holding company system as of
December 31, 2015:
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As of December 31, 2015, the ultimate controlling persons of the holding company
system that includes the Companies are:

Michelene M. Pagnotti Judith Haudenschield  Louis J. Pagnotti, Jr.
Robert H. Eggleston, Jr. * David H. Swisher Mark H. DeStefano
Charles E. and Mary Parente Brian J. Parente Charles L. Parente
Marla Parente John Parente Tedesco Corporation

As stated earlier, LCC directly controls 95.9% of the voting securities of LAIC and
LNIC. PEI directly controls 91.1% of LCC.

As depicted in the organizational chart, Louis Pagnotti, Inc., The Ithaka Company,
Tedesco Corporation, and Brynfan each own a greater than 10.0% share of PEI’s voting
securities.

Louis Pagnotti, Inc., a corporation organized under the laws of the State of Delaware,
directly owns 56.66% of the class A voting common stock of PEI, representing 45.33% of the
voting securities of PEL. Michelene M. Pagnotti, Judith Haudenschield, Louis J. Pagnotti, Jr.,
and Robert H. Eggleston, Jr. each individually own an 11.11%, 16.67%, 20.0%, and 16.67%
share, respectively, of the voting securities of Louis Pagnotti, Inc. Individuals that own a greater
than 10.0% share of the remaining voting securities of Louis Pagnotti, Inc. have disclaimers of
control accepted by the Department.

The Ithaka Company, a for-profit corporation organized under to the laws of the State of
Delaware, directly owns 21.67% of the issued and outstanding class A voting common stock of
PEI representing 17.34% of the voting securities of PEI. David H. Swisher and Mark H.
DiStefano each individually own a 15.56% and 33.55% share, respectively, of the voting
securities of The Ithaka Company. Individuals that own a greater than 10.0% share of the
remaining voting securities of The Ithaka Company have disclaimers of control accepted by the
Department.

Tedesco Corporation, a for-profit corporation organized under the laws of the
Commonwealth of Pennsylvania, directly owns 21.67% of the issued and outstanding class A
voting common stock of PEI representing 17.34% of the voting securities of PEIL. Individuals
that own a greater than 10.0% share of the voting securities of Tedesco Corporation have
disclaimers of control accepted by the Department.

Brynfan directly owns all of the issued and outstanding class C voting common stock of
PEI representing a 20.0% share of the voting securities of PEL

Sedgwick Co., LLC (“Sedgwick™), a limited liability company organized under the laws
of the State of Delaware, is the sole general partner of Brynfan. As of December 31, 2015,
Charles E. and Mary Parente together own a 60.0% interest of Sedgwick and Charles L. Parente,
Brian J. Parente, Marla Parente, and John Parente each individually own a 10.0% interest in
Sedgwick.

Other non-insurance affiliates in the Companies’ holding company system include Meya
Development Company; Freya Land Company; Marvine Properties, LLC; PSA Realty
Company; Lehigh Valley Coal Sales Company, Inc.; Cordelia Company; Jeddo Coal Company;
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Jeddo-Highland Coal Company; Morea Culm Services, Inc.; Black Coal Company; Morea Co-
Gen Inc.; North Coal Company; and Indian Head Coal Company.

As a result of the holding company procedures performed during the examination, the
following findings were made:

1.

Effective January 1, 2012, Brynfan (formerly known as Brynfan Associates)
converted from a general partnership to a limited partnership, and Sedgwick became
the sole general partner of Brynfan. Subsequently, effective January 1, 2013, the
ownership interests of the controlling individuals of Sedgwick changed to those
previously stated.

As relates the aforementioned transactions, no request for approval or request for
exemption were made to the Department under 40 P.S. § 991.1402. The Companies
did not file an amendment to the Annual Registration Statement as required by 31 Pa,
Code § 25.17(c). In addition, the Companies’ Annual Registration Statements for
years 2012 through 2015 did not reflect these transactions nor accurately and
completely present the identities and control of the affiliates.

It is recommended that the Companies establish a formal process to monitor
proposed transactions affecting the direct or indirect control of the Companies and
obtain prior approval or exemption of transactions, when applicable, pursuant to
the requirementis of 40 P.S. § 991.1402,

It is recommended that the Companies ensure the Annual Registration Statement
contains complete and accurate information on all affiliates in compliance with
the requirements of 40 P.S. § 991.1404 and 31 Pa. Code § 25.17.

The following individuals were determined to be additional ultimate controlling
persons of the Companies during the examination period and as of December 31,
2015: Robert H. Eggleston, Jr., Judith Haudencshield, Louis J. Pagnotti, Jr., David H.
Swisher, Mark H. DeStefano, Charles E. and Mary Parente, Charles L. Parente, Brian
J. Parente, Marla Parente, John Parente and Tedesco Corporation,

The Companies’ Annual Registration Statements for years 2012 through 2015 did not
identify the individuals as ultimate controlling persons.

It is recommended that the Companies ensure the Annual Registration Statement
completely and accurately identifies all ultimate controlling persons in compliance
with the requirements of 40 P.S. § 991.1404 and 31 Pa. Code § 25.17.

It is recommended that all ultimate controlling persons of the Companies comply
with the filing requirements of 40 P.S. § 991.1404.
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3. The Schedule Y filed within each of the Companies’ annual and quarterly statements
for years 2012 through 2015 did not contain complete or accurate information on
affiliates and ultimate controlling persons of the Companies.

1t is recommended that the Companies ensure that the Schedule Y filed within
their future annual and quarterly statements contain complete and accurate
information on all affiliates in compliance with NAIC Annual Statement
Instructions — Property and Casualty.

Subsequent to December 31, 2015, and on November 23, 2016, and December 20, 2016,
the Companies filed amendments to its 2015 Annual Registration Statement accurately
identifying all ultimate controlling persons identified during the examination,

BOARD OF DIRECTORS

Management of the Companies is vested in each company’s board of directors (“Board™).
The composition of the three Companies” Boards is identical and comprised of the following
members as of the examination date, December 31, 2015;

Name and Address Principal Occupation

Joseph J. Calabro President/Chief Executive Officer/Founder
Fairhaven, NJ Physicians’ Practice Enhancement, LLC
Mark H. DeStefano Vice President of Finance

Scranton, PA Latona Trucking, Inc.

Marguerite E. Dewees ’ Senior Executive Assistant

Dallas, PA Highmark

Mary Anne Eggleston Corporate Secretary

Scranton, PA Pagnotti Enterprises, Inc.

Michelene M. Pagnotti President _

Scranton, PA Pagnotti Enterprises, Inc.

John J. Parente, Jr. Retired

Springboro, OH

Kenneth M. Weaver President/Chief Financial Officer
Mountain Top, PA Lackawanna Casualty Company

Subsequent to December 31, 2015, and on June 30, 2016, David H. Swisher, Esquire, of
Clarks Summit, Pennsylvania, and John Parente of Tunkhannock, Pennsylvania, were appointed
to the Companies” Board by Unanimous Consent of the Shareholders and Directors.

Pursuant to the Companies’ by-laws, members of the Board are elected by the
shareholders at the annual shareholders meeting. All Board members are elected to serve a term
of one year or until their successors are chosen and qualified.
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The Companies have a conflict of interest policy in place that covers Board members,

officers, and key employees which is required to be signed annually.

COMMITTEES

As of the examination date, December 31, 2015, the following committees were

appointed by the Board and serving in accordance with the Companies’ by-laws:

Nominating Committee Audit Committee

Joseph J. Calabro Joseph J. Calabro

Marguerite E. Dewees Marguerite E. Dewees

Jobn J. Parente, Jr. John J. Parente, Jr.
OFFICERS

As of the examination date, December 31, 2015, the following officers were appointed

and serving in accordance with the Companies’ by-laws:

Executive O

Name Title

Charles E. Parente Chief Executive Officer

Kenneth M. Weaver President/Chief Financial Officer
David H. Swisher Treasurer/Assistant Secretary
Mary Anne Eggleston Vice President/Secretary
Michelene M. Pagnotti Chairwoman of the Board

Subsgguent to December 31, 2015, and on November 5, 2016, Charles E. Parente, Chief
1cer, passed away.

CORPORATE RECORDS

MINUTES

A compliance review of the Companies’ corporate minutes revealed the following:

Shareholders of LCC, LAIC, and LNIC hold meetings and elect directors in compliance
with their by-laws.

Officers of the Companies are appointed annually by each company’s Board in
compliance with their by-laws.

Quorums were present at all directors, committee, and shareholders’ meetings.
Directors attended Board meetings regularly.
The Companies’ investment transactions are approved quarterly by the Board.

Minutes of Board meetings reflected Board discussion and review of the Companies’
reinsurance treaty renewals.
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ARTICLES OF INCORPORATION

There have been no changes or amendments to the articles of incorporation of LCC,
LAIC, or LNIC during the period under examination.

BY-LAWS

LCC revised and restated its by-laws, which were adopted by LCC’s Board on March 30,
2011. The revised and restated by-laws effected changes to officer definitions, officer
responsibilities, and LCC’s registered office.

LAIC revised and restated its by-laws, which were adopted by LAIC's Board on March
30, 2011. The revised and restated by-laws effected changes to officer definitions and officer
responsibilities.

There have been no changes or amendments to LNIC’s by-laws during the period under
examination.

SERVICE AND OPERATING AGREEMENTS

The Companies are party to various service and operating agreements, including several
intercompany and related-party agreements. The following significant agreements were in place
during the period of examination:

1. An Administrative Services Cost-Sharing Agreement between LCC (provider) and PEIl
(recipient), dated January 1, 2011; the agreement sets forth administrative services to be
provided by LCC to PEI and sets forth the expenses to be shared and payments terms.
The agreement was approved by the LCC’s Board on March 30, 2011.

2. An Administrative Services Cost-Sharing Agreement between PEI (provider) and LCC
(recipient), dated January 1, 2011; the agreement sets forth administrative services to be
provided by PEI to LCC and provides for the payment of expenses by PEI on behalf of
LCC. The agreement sets forth the expenses to be shared and payments terms. The
agreement was approved by the LCC’s Board on March 30, 2011.

3. A Cost-Sharing Agreement between LCC and LAIC, dated January 1, 2011; the
agreement sets forth administrative services to be provided by LCC to LAIC and sets
forth the expenses to be shared and payment terms. The agreement was approved by the
Companies’ Board on March 30, 2011.

4. A Cost-Sharing Agreement between LCC and LNIC, dated January 1, 2011; the
agreement sets forth administrative services to be provided by LCC to LNIC and sets
forth the expenses to be shared and payments terms. The agreement was approved by the
Companies’ Board on March 30, 2011.
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5. An Executive Services Agreement (“ESA”) between Brynfan, Inc. and LCC dated May
1, 1996; effective September 15, 2003, the ESA was assigned from Brynfan, Inc. to
Sedgwick. Under the terms of the agreement, Sedgwick will provide executive services
of Charles E. Parente, who shall serve as the Companies’ Chief Financial Officer for an
annual fee. The ESA’s annual fee was revised through amendments dated December 31,
2004 and December 31, 2005.

During the examination period, the ESA was amended on December 15,2015, to revise
the annual fee. The Companies did not provide prior notice of the ESA’s 2015
amendment to the Department as required by 40 P.S. § 991.1405 (2)(2) and 31 Pa. Code §
25.21.

It is recommended that the Companies provide prior notice to the Department of
transactions subject to the prior notice filing requirements of 40 P.S. § 991.1405 and
31 Pa. Code § 25.21.

Subsequent to December 31, 2015, and on November 5, 2016, the ESA terminated upon
the death of Charles E. Parente.

6. A Tax Treaty Agreement between the LCC and PEI (formally PTV Group, Inc.), dated
August 31, 1992; the agreement was amended on August 8, 1996, to clarify payment
terms. The agreement sets forth the terms of calculation of the federal tax liabilities of
LCC to be paid to PEI and payment terms.

7. A Tax Treaty Agreement, dated January 1, 2011, between the Companies; the agreement
sets forth the terms of calculation of the federal tax liabilities of LAIC and LNIC to be
paid to LCC and payment terms. The agreement was approved by the Companies’ Board
on March 30; 2011.

8. Three lease agreements dated January 1, 2010, Agreement of Lease for 5th Floor,
Agreement of Lease for 6th Floor, and Agreement of Lease for 7th Floor, between LCC
and Frank M. Henry Associates (“FMH"} for the leasing of office space at 46 Public
Square, Wilkes-Barre, Pennsylvania (“Office Building™). Pursuant to a January 8, 2015,
Assignment and Assumption agreement between FMH and PSA Realty Company
(“PSA™), PSA is the landlord under the agreements. The agreements set forth the space
to be rented by LCC and payment terms.

9. A Promissory Note between and LCC and PSA; PSA, an affiliate, purchased the Office
Building from FMH, a former affiliate. The transaction was financed through a
$6,000,000 loan from LCC to PSA, as evidenced by the Promissory Note executed on
January 8, 2015, which stipulates repayment terms and interest.
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10. A Mortgage, Assignment of Leases, and Security Agreement between PSA and LCC;
PSA entered into this agreement with LCC effective January 8, 2015, to effectuate the
purchase of the Office Building. The agreement defines the property purchased,
responsibilities of the parties, and terms of the mortgage.

11. A Guarantee and Suretyship Agreement between Freya Land Company and LCC.
Effective January 8, 2015, Freya Land Company, parent to PSA, provided a guarantee for
the debt obligation of its subsidiary pursuant to the loan for the purchase of the Office
Building.

REINSURANCE

POOLING AGREEMENT

LCC entered into a Proportional Reinsurance Agreement with LAIC effective July 1,
2002 (“Pooling Agreement™). On January 7, 2005, the Pooling Agreement was revised to
include LNIC. For policies effective July 1, 2002 through September 30, 2005, the pooling
participation shares for LCC and LAIC are 70% and 30%, respectively. For policies effective
October 1, 2005 and forward, the pooling participation shares for LCC, LAIC, and LNIC are
70%, 20% and 10%, respectively. On April 3, 2009, the Pooling Agreement was amended to
clarify the cession and assumption of gross liabilities rather than net liabilities.

The Pooling Agreement provides for LAIC and LNIC to cede and for LCC to assume all
premium and gross liabilities for all workers’ compensation business. In return, LCC shall cede
and LAIC and LNIC shall assume their proportional share of premium collections and gross
liabilities.

CEDED

The Companies’ sole reinsurer during the period under examination is General
Reinsurance Corporation, which is licensed and domiciled in the United States with an AM Best
rating of A++ (Superior). The following is a summary of the Companies’ reinsurance program
as of December 31, 2015;

Reinsurer: General Reinsurance Corporation

Type of Contract: Excess of Loss

Business Covered Workers’ Compensation and Employer’s Liability

Effective Date: May 1, 2015

Term: One year

Company Retention First Layer:  $2,000,000 per occurrence

Reinsurance Limits: First Layer:  $3,000,000 excess $2,000,000 per occurrence

Second Layer: $5,000,000 excess $5,000,000 all occurrences
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Third Layer: $5,000,000 excess $10,000,000 all occurrences
Fourth Layer: $5,000,000 excess $15,000,000 all occurrences

The Companies’ reinsurance contracts appear to transfer risk and contained the
appropriate arbitration and insolvency clauses.

The Companies do not use a reinsurance intermediary.

ASSUMED

Other than reinsurance assumed pursuant to the Pooling Agreement, the Companies do
not assume any reinsurance from non-affiliates.

TERRITORY AND PLAN OF OPERATION

The Companies are licensed solely in Pennsylvania and predominantly write workers’
compensation coverage, which accounts for virtually 100% of premiums written at December 31,
2015. LCC writes a nominal amount of surety business.

The Companies’ marketing philosophy has not significantly changed during the
examination period. The Companies maintain a focus on small- to medium-sized businesses in
the low- to moderate-hazard classes of business in the following markets: manufacturing,
healthcare, auto dealers, restaurants, retail operations, wholesale operations, hospitality, artisan
contractors, colleges/universities, trucking, and other service-related companies.

The Companies currently market business through a force of independent producers.

The following charts illustrate the direct and assumed and ceded premium amounts by
lines of business for each of the Companies for the year ended December 31, 2015:

Lackawanna Casualty Company Direct

and Assumed Ceded Net Written Percentage
Line of Business Premium Pretmium Premium of Total
December 31, 2015
Workers' compensation . $ 114974924 &  36B,317523 $  78,657.401 100.0%
Surety 18,737 0 18,737 0.0%
Totals $ 114,993,661 $ 368317523 §$ 78676138 100.0%
Lackawanna American Insurance Company Direct

and Assumed Ceded Net Written Percentage
Line of Business Premium Premium Premium of Total
December 21, 2015
Workers' compensation $ 96598167 § 74115306 $ 22482861 100.0%
Totals $ 96598167 % 74115306 § 22482861 100.0%
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Lackawanna National Insitrance Company Direct
and Assumed Ceded Net Written Percentage
Line of Business Premium Premium Premium of Total
December 31, 2015
Workers' compensation $ 23203882 % 12,057,117 % 11,236,765 100.0%
Totals $ 23293882 $ 12057,117 § 11,236,765 100.0%

SIGNIFICANT OPERATING RATIOS AND TRENDS

The underwriting ratios summarized below are shown on an earned/incurred basis, and

encompass the five-year period covered by this examination.

Lackawanna Casualty Company Amount Percentage

Premiums eamed $ 326,729,321 100.0 %
Losses incurred $ 211,598,264 64.8 %
Loss expenses incumed 25,229,705 77 %
Other underwriting expenses incumed 64,354,292 187 %
Net underwriting gain or (loss) 25,547,060 7.8 %
Totals $ 326,729,321 100.0 %
Lackawanna American Insurance Company Amount Percentage

Premiums eamed $ 93,207,006 100.0 %
Losses incumed $ 60,866,649 65.3 %
Loss expenses incumred 7,327,896 79%
Other underwriting expenses incumred 17,276,105 18.5 %
Net underwriting gain or (loss) 7.736,356 83 %
Totals $ 93,207,006 100.C %
Lackawanna National Insurance Company Amount Percentage

Premiums eamed 3 46,625,134 1000 %
Losses incurmed 3 30,968,324 664 %
Loss expenses incumed 3,928,810 8.4%
Other underwriting expenses incumed 8,485,586 18.2 %
Net underwriting gain or (loss) 3,242,314 7.0%
Totals 5 46,625,134 100.0 %
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LCC reported the following net underwriting, investment, and other gains or losses

during the period under examination:

2015
Admitted assets $ 213.386.758
Uabilitias $ 132,556.060
Surplus as regards pollcyholders $ 80.830 698
Gross premfum written $ 114,893 661
Net premium written $ 78.676 138
Underwriting gain/(loss) $ 5,442 911
Invastment gatnf(loss) $ 4,035,639
Other gain/(loss) $ 1,487,367
Net income $ B8.286,819

€ BB H TP e

2014

217.118,785
127,371,655
89,747,130
103.635.256
70.971,062
4,807,855
4,503,404
67,025
7.238.668

Lo B BE - - BB

2013

208,883,589
110,848,379
89 235,210
100.562,636
68.880.773
6,362,722
2,971,028
57.908
6.869,339

2012

193,300,956
111 107,670
82,193,286
95,874,063
65,511,815
7.663,000
11.758.510
2,024 398
17.844,767

GO PPN

2011

226,976,774
109,367.220
117.608.554
83.072.787
56,555,622
1,.270.572
3.872.447
33.424
4,639,841

LAIC reported the following net underwriting, investment, and other gains or losses

during the period under examination:

2015
Admitted assets 3 84.910.434
Liabilities 3 45 761,665
Surplus as regands policyholders 1 39,148,769
Gross pramium written 3 ©6.598,167
Net premium written $ 22,482 661
Undenwriting gain/(loss) 3 1.781,790
Imestmant gain/{loss) $ 1.475,597
Other galn/{loss) $ 138,492
Net income $ 2,656,045

LRI I

2014

79.130.679
42,6599.057
36,431.622
89,279,750
20,267,456
1,486,292
1,598,300
19,464
2.458.464

AN AR AN

2013

74,592,750
40,517,033
34,075,717
85,227,412
19.627.696
1,897,349
1.490 480
16628
2698,229

R AR DA

2012

68.357.284
37.140.287
31,216,097
74,705,048
18,661,074
2.094,010
1,407 636
575,808
3,046,232

BB HAABALA

2011

62,391,780
34 393,209
27 998,571
60 139.520
16 131,833
476.915
1,258,797
9,517
1,406,684

LNIC reported the following net underwriting, investment, and other gains or losses

during the period under examination:

2015
Admitted assets 3 33.323.636
Llablitles 3 19 280,453
Surplus as regards policyholders 3 14,043,183
Gross premium written $ 23.293.0882
Net premium written $ 11 236.765
Underwtiting gairv(loss) 3 892,441
Investment gain/(loss) 3 630.264
Cther gain/(loss) § £0.246
Net income 3 1.280.938

PR AR RN AN

2014

29,087,825
16,341,328
12,745,496
16.234.330
10.133.728
752 6836
575 558
9733
1.057.943

& PR A DN DA

2m3

27,569,455
16,912,935
11,656.520
15.934.228
9.831,160
757.386
549,917
8,314
1.020,277

PENDING LITIGATION

The Companies are involved in litigation arising in and out of the normal course of
business. The Lackawanna Insurance Group is not party to any current or pending litigation that
might have a material, adverse impact on the financial position of the Companies through the

date of this examination report.

€0 R A A O OB AR

2012

24,237,659
13.629,202
10,608,457
14,633,219
9,339,623
£08.450
755,014
288,710
1.271.944

R AP DNAN

2011

21,664,622
12,431,791
9,232,838
12,337,895
8.065,918
231,401
619,307
4,758
702,760
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FINANCIAL STATEMENTS

The financial condition of the Companies, as of December 31, 2015, and the results of
operations for the five-year period under examination, are reflected in the following statements*:

Comparative Statement of Assets, Liabilities, Surplus and Other Funds;
Comparative Statement of Income;

Comparative Statement of Capital and Surplus; and

Comparative Statement of Cash Flow

*Note: Some financials shown in this report may contain immaterial differences to those
reported in the Company’s filed Annual Statements due to rounding errors.



Lackawanna Insurance Group

-16-

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

Lackawanna Gasualty Company

Bonds

Common stocks

Mortgage loans on reaf estate

Cash, cash equialents and short teme (mesimants
Other Imnestad assets

Subtotals. cash and Imested assets

inwestment incoms due and accrued

Pramiums and agents' balances dus

Amounts recoverable from ralnsurers

Curtent faderal and forelgn Incoma tax recovarabla and Interest theveon
Net deferred tax asset

Efectronic data processing equipment and software
Receivable from parent, subsicianies and affiltates
Aggregate write-Ins for other than Invested assels
Total

Losses

Loss adjustment expenses

Commissions payabte, cortingent commissiéns and other similar changes
Other gxpanses

Taxes. fcensas and fees

Current federal and foreigr income taxes

Ungamed premiums

Adwance premlurn

Ceded relnsurance promiums payable {net of ceding commissions)
Amounts withheld or retalned by company for account of others
Payabie for securities

Aggregate writens for fiabiiities

Tota! iabllitles

Apgregate write-ns for spacial surplus funds

Comrnor capitat stock

Gross paid In and contdbuted surplus

Unassigred funds (surplus)

Surpivs as regards policyhelders

Totals

Lackawanns American Insurance Company

Bonds

Cash cash equivalents and short temm Invegtments

Subtetais cash and Invested assets

Investment income due and sccrued

Pramiums and agents' balances due

Current federal and foreign Incoma tax recoverable and interast tharecn
Net deferred tax asset

Total

Losses

Loss adjustment axpenses

Commissions payable. contingent commisslons and other similar charges
QOther expenses

Taxes. licenses and fees

Current faderal and foreigr incoma taxes

Uneamad premiums

Adwence premium

Ceded reinsurance premiums payabla (net of cading cormmissions}
Amounts withhse!d or retained by company for sccount of othars
Payabia to parent, subsidiares and affiltates

Payatle for securities

Total labilltles

Aggregate write-Ins for special surplug funds

Commgon capital stock

Gress paid tn and contrbuted surplus

Unassigned funds {surplus)

Surplus a3 ragards policyholders

Totals

2015 2014 2013 2012 2011
80288304 § 74853121 §  76.430.668 G7BT7148  § 59675515
71,823,370 82,101 062 76.885 400 74 617,354 118,864,896

5,918,107 985 323 5262102 6776 702 €.985.037
14,490 666 24,871 332 5,946,763 8517 481 0.041 973
7.104,231 7,238,880 8,496,119 14 266,802 11 549 £63
176.622.678 180.045,818 177 053,050 166,055,467 207 018 404
*.122 488 1082,542 980,398 725,473 804,806
21 821 633 20,440,438 15,095,605 17 216 507 14,922 369
19 021 18,760 5758 2,056 12,078

0 0 0 428 326 0

3.341 826 2,295,544 3.690.663 3.471 977 514,678
56,988 20,268 23,440 26943 12,232
7.897 111 3,514,165 8,012 510 5,362,215 3,793 011
5,033 262 13,081 9,093 0

715366 758 § 217 16785 § 20 883,689 163,300,056 & 226676714

81270114 § 78975912 § 74887689 67.679.700 § 68327853
0.602 822 9,674,732 8.843 052 9356257 0101 318
2.093 963 1903.407 1745263 1 577 433 1369 814
2,878 363 2,595,085 2,667 164 1 948,077 2162 542

745 260 1 880,018 1525370 1093.579 2,928 301
850 905 1602.660 1585347 0 303.669

33.456.773 30657 458 29,446,590 26,888, 148 22 918,130

1138787 1091748 1 105,956 1152.062 1052811
253,801 203,671 478,381 g5 544 224,963
149,160 2 062 103,485 20.769 65,341

0 741 918 517 725 915,363 828,640

50,913 62675 71.476 82,748 92,840
132,656,060 127 371 665 116 648 379 171 107 670 08 367 220
] T 0 0 €37 174

1 190,001 1100 001 1100 0O 1106 001 1 100,001
500,000 500,000 500 00C 500.000 £00.000

79,230,697 88,147 120 87638208 80,583,285 115,371 379

80 830,608 8B, 747 130 89,235,290 82,193,268 147 608,554

213,386,768 § 217118785 § 208,693,589 193,300,958 § 226075774
2018 2014 2013 2012 2011
65403860 § 59194008 § 60.620.943 65114160 § 50335403
10 545 £22 12,480,763 6,191 430 6,642,603 8,317,175
76.340 351 71 374,750 67121373 61 756.753 56,652,578

854 da4 714 768 881913 458,030 490,531
6 234,753 5750.438 5.452 008 4918 809 4.234.951
147 895 0 ¢ o 0
+,323,851 1,203,714 1 337,456 1,188,692 1,012,710

54810434 § 70130678 § 74692760 88,367,284 §  623061,7680

21925744 § 20385812 § 18622450 16030880 §  18.372,3%9
2910568 2823013 2.574.319 2,695 202 2 542 008

§98.273 543,831 408 647 450695 391.376
24,000 18,000 12 000 8000 0
204,319 484,575 424 226 313.628 847 715
0 272.454 41823 298,689 £8,017

0.523 172 8,700 543 8354 022 7 619,066 6.503 980
224 796 311827 315 988 320,418 300.803
137 08C 117 539 109,802 115,918 125.261
3,450 483 £33 718 an
5900.839 8433 600 9,103 757 7 542.094 6437 789
1.190,114 598 161 462 968 024,891 812,891
45,761 665 42,600,057 40517033 37,140,287 34,303,209
] [ [ [} 218,755
3.000,001 3.000.001 3.000,001 3,000.001 3.000,001
7 136,763 7136 783 7 138,783 7136 783 7 136,763

20014 §85 26,294 838 23,838,933 21.080,213 17,642,032

39,148,769 36,43° 622 34,075,717 31216997 77 958 571

84010434 § 75130679 &  74.6592,750 8357284 3 2391700
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Comparative Statement of Assets, Liabilities, Surplus and Other Funds
As of December 31,

Lackawanna Natlonat Insurance Company

Bongds

Cash, cash squivalents, and short term investments

Subtotals, cash and Imested assets

Imestmernt incoma due and accrued

Premiums and egents’ balances due

Current federal end foreign Incoma tax recowerable and Interest theneon
Net daficred tax asset

Receivable fom parent, subsidiades and affilates

Total

Losses

Loss adjustment expenses
Commigsions payable, contingent ct
Cther expenses

Texes. licenses and foes

Cutrent federal and foreign income taxes
Uneamed premiums

Adwance premium

Ceded reinsurance premiums payable (net of ceding commisstons)
Amounts withheid or retainad by comparry for account of cthers
Payehla to parent. subsidiadses and affliates

Payahie for securities

Total (abilltles

Aggregate write-ns for special surpiua funds

Cemmar cepltal stock

Gross pald in and contributed sumplus

Unassigned funds {surplus)

Surplua as regards palicyhaliders

Totels

s end cther similar charges

2015 2014 2013 2012 2014
21785722 § 19114892 § 21642498 § 18601884 5 15705535
7,391 926 4 535,486 2,370,258 851,322 2,033,158
208177 647 23650.378 24012754 19,343,308 18.728,663
311188 247 335 218,228 ‘87,124 200,966
3117375 2875.217 2,728.003 2,450,404 2,117 481
60.501 9 17.303 Q 0
656 925 531844 £85,187 573.248 468,178
[i] 1 683,251 0 1 664,677 140,311
33,323,686 § 20087826 § Q75060465 § 24237650 § 21 GB4.620
0e128657  § 0825618 § 8022083 § 7620523 0§ 7 213,688
1.364,910 1,315,223 1.187 011 1138,620 810.916
286135 271,915 249223 225,347 195,688
12,000 8.000 8.000 3,000 0
76.021 212,008 187 831 136.530 404,318
0 137,068 Q 162,584 B1.180
4,761 585 4,354,772 4,177 01 3,800,533 3,251,990
162,388 185,864 167 994 184,700 150.402
68,960 58,760 54,001 57,658 62,630
388 o7 a7 o7 87
1.921 520 0 57 040 Q 0
0 0 912,764 [V 180,885
19,280,453 18,341,328 15,812,835 13,620,202 12,4311
0 4] 0 [ 83,720
1 500.001 1.500.001 1 500,001 1.500.001 1 500,001
3.500,000 3.500.000 3.500,000 3.500.000 3.50C.000
0,043 182 7745495 6,660,610 8,608,458 4,139,107
14,043,183 12,746,498 11,656,520 10,608,457 9,232,838
33023636 § 20087625 § 270569455 8 24237660 & 21064629
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Comparative Statement of Income
For the Year Ended December 31,

Lackawanna Casualty Company

Underwriting income
Premiums eamed

Doductions:

Loases Incimed

Loss expenses incurred

Cther undlerwiiting exponsos incurmed
Total underwiing deduclions
Net underwriting gain or (Joss)

Investent Income
Net investment income earmed
Net realized capiial galns or (losses}
Net inveatmant gain or (loas)
Other Incoma

Net gain of (loas} bom agents’ or premium batancea charged off
Finance and service charges not Inctuded in premiums
Aggregate writte-ins for miscellaneots Income

Total other Income
Net Income bafore dividends to policyholders and

tofore foderal and foreign income taxes
Foderal and forelgn income taxes incumed
Net Income

Lackawanna American insurance Company

Underwriting income
Premiums eamed

Decucions:

Loases Incusred

Loss expenses Incurmod

Cthar underwritling expenses Incumed
Total underwniting deductions
Not unconwriting gain or {loss)

Investment Income
Kot Invastmant Incomo eamed
Net reallzed capital gains or (losses)
Net Investment gain or (loss)
Other income

Net galn of (foss) from agents' of premium balances charged off
Finance and setvica charges not included In premiums
Aggregate wiite-ins for miscellaneous income
Total other income
Net Incoma before dividands to poficyholders and

before federal and foreign incoms taxes
Federal and forelgn income taxes incured
Net incormne

2015 2014 2013 2012 2011

$ TEOIITI7  § 69814381 0§ 6643763 §  GITIETIGE 0§ 52,728704
50538.934 46 050,497 42817.493 35.518,52¢ 36,674 816
5.402.840 5760964 4260955 4.718.547 5.059.969
14,627,092 13,205,035 12,670,463 13,828,205 8,723 407
70,565,666 65,006,526 60,074,511 54,063,766 51,468,192
5442 911 4,807 855 6,362 722 7,663,000 1270572
2707,0%6 2,585,523 1272550 1,808,438 3,152,812
1,328,613 1,917,881 1,498 478 .651,072 719,635
4,035,639 4,503,404 2071,028 11 766,510 3,672 447
(85,564} (30.794) (43,826} (15127 (58.807)

117491 107,917 101728 78,211 92,115
1,455,440 {1,008) 108 1,961,254 118
1,467,367 67,025 57,908 2,024,398 BAA
10,065,917 $.378.284 391,658 21,446,908 5,176.443
2,679,008 2129618 2,522,319 3,602,141 536,502

$ _Boseatg $ 7238665 3 6860339 0§ 17844767 § 4639941

2015 2014 2003 22 2m4

$ 21707503 3 19527416 3 18925687 § 17508522 2§ 15047878
14.439.695 12,157,206 12329286 10,461,864 10.478.519
1.572.239 1,643 141 1230211 1,428.262 1454043
ap1arm 3,640,697 3,460,842 3,614,386 2,638,401
16,025,713 18,441,124 17,028,335 15,508,512 14,570,063
1,781,750 1,486 292 1,897,340 2,094,010 478 915
1,146,445 402,197 842,763 709,286 762,681
220,162 196,103 647,697 699,350 495916
1,475,507 1,698,300 1,490,460 1,407,636 1258797
(24,447) {41.270) {42,548) (4.322) (18.502)

32,569 20,834 28176 21,599 2318

129,370 0 0 558,631 o

138,492 19,461 16,628 575,908 [Y3H
3.395,670 3.104.056 3404437 4,077.554 1745229
730,834 445,502 706,208 1,031,322 238,545
$ 2656048 § 2458460 § 2608229 § 3046230 | § 1406684

——— e
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Comparative Statement of Income
For the Year Ended December 31,

Lack National Insurence Company
Underwriting come

Premiuma eamed
Deductiona;

Losses incusred

Loss expenses incurred

Othar undenwriting expenses Incurmed
Tolal underwiting deduclions
Net underwriting gain of (loss)

vestment income
Neot imvestment Income eamed
Mot reallzed capital gains or (losses)
Net irvestmont galn or (loss)
Other income

Net gain of (loas) from agents’ or premium batances charged off
Financa and sarvice charpes not inchuded in premiums

Agpregats write.ns for miscetlanaous Income
Total othef Incama

Net | before dividends to policyholders and
before faderal and foreign Incoms taxes

Dhvidands to policyholders
Fodoral and forsign incoma taxes incurmed

Net incoma

2018 2014 2013 2012 2011
10840006 $ 0963706 3 9,480,155 8,808,247 7.523.938
7219847 6.578.643 6,299,642 5,630,932 £,230.260
786,118 821,574 725.471 £62.184 733,563
1,950,600 1,810,655 1,697 656 1,706,681 1,319.714
0.956,645 9211,012 8.722,769 8,190,797 7,282,637
892,441 752,636 757,386 608,450 231,401
402,391 §17.076 432327 370,358 425659
27,673 58,482 117,650 384,656 193,848
630,264 575558 340917 753,014 619,307
223 (5.685) 8.274) (2.161) (8.401)
16,784 15418 14,588 10,814 13,189
64,685 0 0 200,057 0
69,245 9,733 8314 288,710 4758
1.591,851 133797 1315617 1,652,174 855,466
15,258 28,569 45,108 64522 49284
295,755 251,415 250,232 315708 103422
1280938 $ 1057043 $ 1020277 1,271,944 702,760
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Comparative Statement of Capital and Surplus
For the Year Ended December 31,

Agiregale wite-ins foc gains and losses in surphs
Change in surplus as regards policyholder for the year
Surplys s rogands policy halders,

December 31, curtenl year

Lackawanna Arerican Insurance Company

Surpitis as regards policy holders,
Docember 31, provices year

Net income

Net unrealized capital gains or {losses)

Change in net defemed income tax

Change In nonadmitted assets

Aggregale wite-ins for gains and losses in surphs

Change In surplus as regards policy holder o the year

Sweplus a3 regards policy holders,
Decamber 31, cument year

Lackowanna National Insurance Company

Surplus a3 regards poficyhokders.,
Deacember 31, presious year
Met income
Change in net deferred lncome tax
Changa In nonadmitied assets
Aggregate wriite-ins for gains and losses in surpius
Change in surplus as regards policy holder for the year
Surplus as regards policy holders,
December 31, current year

2015 2014 2013 212 M1
89,747,130 89,235.210 82,193 288 117,008, 554 100,484 687
8,286,819 7,238,666 6,060,330 17,844,767 4,630,541
2,425 441 3,200,926 5,679,308 {1,305,809) 3,774,349
190,906 (1,478,577 1,131,821 (62,214 315,850)
80,312 160,905 361,458 818,688 388.053
(19.900,000) {8,700,000) {7.000.000) (52.881.000) {1,000.000)
4 0 0 0 637,174
(8,016,432) 511,820 7,041,024 (35,415,268) 8,123,867
80,830,608 89,747,130 89,235,210 82,103,286 117,608,554

2015 2014 2013 M2 2011
36,431,622 34,075,117 31,218,907 27,998,571 20,428,638
2,658,045 2,458,484 2,608,229 3.046,232 1,406,684
X458 (3R2.456) 0 0 (630}
3.208 (136,426) 167,200 85.72 153,772
25250 066323 (36.700) 86472 42,561
0 0 0 0 £30,304)
2 717 147 2,355,905 2,858,720 3218,80 1,571,833
30,148,760 38,431 622 34,075,717 31,216,097 27,908,571

2015 2014 2013 2012 201
12,746,458 11,656,520 10,808,457 0,232,838 8,443,448
1,780,638 1,057,643 1,020,277 1,271,814 702,760
12,802 21,748 2183 78.490 78.387
2.947 10317 8,154 25178 17.388
0 0 [ 0 (9,145)
1,200,667 1080 076 1.048 063 1,375 610 729,300
14,043,183 12,748 496 11,656 520 10,608,457 9,232,838
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Comparative Statement of Cash Flow
For the Year Ended December 31,

Lackawanna Casualty Company

Cash from Operations
P flectod net of red
Net imestment Income
Misceflanoous kcome
Total incomo
Benaft and loss retated paymests
Commiasions, expenses pald and agoregate wite-ina foc deductions
Fodoral and foreign income taxes paid (recovered)
Totat decuctions
Not cash from operations

Cash fom Investments
Proceeds kom Iveatments sold, matured or repaid:

Other imested assels
Net gain or (losa) on cash and short-term imvestments
Miscellaneous proceads
Tota) irveatment proceeds
Cost of Irvestments acquived (Jong-tesm onlyy
Bonds
Slocks
Morigage loans
Other nested assets
Miscolanecus applcations
Total vestments acquired
Net cash from imestments

Cash fiom Finzncing and Miscellaneous Setvices
Other ¢cash provided (zpplled):
Dhidends to stockhotders (paid)
Other cash provided or (applied)
Net cash from financing and miscellaneous scurces

Reconcliistion of cash and short-lerm Investments
Net change in cash and short-term [rveatments
Cash and shortLanm irnestments:
Boginning of the year
End of the year

2016 2014 2013 2012 2011

$ 77,157,030 69,960,792 67,093,470 $ 63,362918 § 53257752
3,755,248 3.381.733 2,084 844 2 759.445 3TTI7

1 457 36T 67,025 57,508 2,024,358 33,424
82.399.645 73.389.550 69,236,222 68.148.759 57.018.923
46,247,993 40972273 38,812,295 35,955,466 30 747 467
20.444,565 17 704,528 16,448,028 20,128,669 11,267,821
4.561 646 2,048.352 1413624 £.853.040 2,069,353

| T1.254204 60.725.158 56.674,044 65,936,275 44,004,641
14,145 441 12,664,302 12,562,175 2,210,404 12,934,282
35,934,459 37,619,796 76,325,301 48,504,424 38,402,662
17,203,688 5,637,644 §131,228 71 120,981 30,354,088
1.060.216 4,296,780 1,434,601 208,336 198.789
743170 940044 3.352.300 234033 1.052.449

0 504 (93) (364) 0

400,000 524,685 301,359 386,721 1,383 482
55.350,533 49,619,543 87 604,694 120,454,831 71,392 480
42,045,208 36,638,957 84,888 205 56,406,183 49,689,015
4,117,444 6,018,032 3611750 13,790,919 8,231 N7
6,000,000 1 0 1 o

0 0 300,000 0 1,083,258

1441916 600,495 £88.997 300,001 649,999
53.304.568 43.257.485 £9.475.052 70.577.104 77 634,189
2,045,965 6.362,058 (1.874,258) 49,877,827 {6.241,709)
19,800,000 8,700,000 7,000,000 52,601,000 1,000,000
2,672.072) 4,696,119 (2,256.618) (821.223) (4,724,366}
(22.672.072) (4.103.881) {8,256,618) (53,512,223) (5.724,366)
(10,300.666) 14,922,569 1.431,302 (1.423.912) 964,207
24,871,332 9,948,763 8.517.461 9,941,373 8,973,166

$ 14,490,666 24,871,332 9,949,763 $ 8517461 §  9.941373
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Comparative Statement of Cash Flow
For the Year Ended December 31,

Lackewanna Americen | c ¥

Cash from Operations

Premiuma collected net of relnsurance

Neot investment Income

Miscollancous incoma

Total income:

Boreafk and loss reisted payments

Commisslons, expenses paid and aggregate wiite-ins for deductions.
Federal and foreign kzome taxes pald {recovernd)

Total doductions

Net cash from operations

Cash from Investments
Proceeds fom investments sold, matured of repaid:
Bonds
Not gain or (loss} on cash and short-term Investments:
Miscelancotss procoeds
Total investment proceads
Cost of investments aceuind (long-tern oy
Bonds
Miscelaneots applications
Tota! Irvestments acquired
Not cash from investments

Cash from Fi Ing and Miacelk Sarvices

Cher cash provided (apotied):
Other cash provided or (applled)
Net cazh from financing and miscellaneous sources

Reconclilation of cash and shortierm investiments

Net change In cash and short-erm Investments
Cash and short-term Imestments

Beginning of the year

End of the year

25 2014 2013 2012 2091

2051062 $ 10079206 $ 10119626 $ (6046244 § 15192040
1,856,116 2,085,084 1,485,370 1 433,950 1,387.145
138,492 19,464 16,628 575,908 9.517
24,045,670 22,083,844 20,621,624 20,068,102 16,668,702
12,899,863 11.393.624 10,647,015 9,894,283 0.370.617
5,608,877 4,920,611 4,662,474 5,354,134 3,120.136
1.337.420 520,354 1,208,937 1,166,685 699,232
19.846.160 16,834,489 16,606,426 16.415,202 12,185,985
4,199.510 5,240,355 4,015,158 3,642,900 4,308,717
32,318922 29,460,134 62,001,812 38,306,102 7,367,830
0 262 (204) “n 0

591,034 135,216 0 11,900 604,336
32,010,856 29,604,712 62.901,510 38,318,075 38,052,176
38,824,613 25,194,637 69,567,443 42,739,700 43,495,513
0 0 361,225 0 o
38,824,613 28,194,537 69,929,358 42,739,700 43,405,513
(5,913,957) 1,410,175 (6,027,649) {4,421,625) {5,443,338)
479,216 (670.207) 1561 478 1104,153 1,826,318
470216 (670.207) 1,561 478 1,104,153 1,826,318
{1.235.231) 5.589.323 “51.173) 325,428 781697
12,180,753 6.191.430 6,642,603 6,317,175 5,535,478
1094552 § 12180753 §$ 6191430 $ 6642603 § 637175
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Comparative Statement of Cash Flow
For the Year Ended December 31,

Lackswanna National insurance Company

Cash from Oporations
Premiums collacted net of reinsurance

Commisalons, expenses pald and aggregate wiite-lns for deductions
Dhidends to poficyholdors

Faderal and feeign incoma faxes pald (recovered)

Total docuchions

Nel cash fom oporations

Cash from Investments

Proceads tom mestments sold, matured or repakt
Bonds
Miscollanoous procoods

Tolal ivestment proceads

Coat of Investmenta acquired (long-term only)
Bonds
Miscedaneous applcations

Total Imvestments acouired

Net cash fiom imvestments

Cash from Financing and Miscelk Sorvices
Other cash provided (applid);
Other cash provided or (applied)

Net cash from financing and miscellancous sokTes

Rocenclllation of cash and shorterm Imvestments
Net changa in cash and shortdem inveatments
Caah and short-term Irvestments.
Beginning of tha year
End of the year

25 2014 2013 2012 2011
$ 11,020,865 9980649 $ 9577425 $ 9032109 § 7596018
621,861 718,821 658,186 665.816 462,950
69,246 9733 8314 288710 4,758
1,711 972 10,718.203 10,243.625 9,066,635 8.063,727
6,431,968 5.675.988 5,306,202 4.915.097 4,151,282
2792974 2,454,450 2,207759 2,574,987 1,590,136
15258 28,569 45,108 8452 49,284
616922 127638 400693 421,428 257,211
9,867,002 8,286,645 8,139,762 7,076,034 6,047,883
1,854,950 2,431,550 2,103,863 1,810,601 2,015,844
6,321,374 11,254.126 8,351,377 8,392,275 7.671.366
o o 212,764 o 0
6.321,374 11.254.126 0.264,141 8,392,275 7.671.366
8,924,954 8,067,401 11.400.685 10.849.561 £,402,884
o o12,764 0 180,885 613,859
8,024,954 9,780,165 11,400,685 11,030,446 016,743
(2,603,550} 1.472.961 (2.136.544) (2633,171) {1,345,317)
3605069 {1.740.291) 1,751,617 {1,554,266) (429 583)
3.605.069 1,740 201) 1751617 {1,554,266) (429 583)
2,856,439 2,165,228 1.718.936 2.261.836) 240,884
4,535.406 2,370,258 651,222 2,933,158 2692274
$ 7391925 4535406 $ 2370258 $ 651322 § 2,933,158
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SUMMARY OF EXAMINATION CHANGES

There were no examination changes to the preceding financial statements as filed with
regulatory authorities over the review period.

NOTES TO FINANCIAL STATEMENTS

ASSETS
INVESTMENTS
As of December 31, 2015, LCC’s invested assets were distributed as follows:
Amount Percentage

Baonds 5 80,288,304 44.7 %
Common stocks 71,823,370 400%
Mortgage lcans on real estate 5,916,107 33%
Cash 1,189,022 06%
Short-term investments 13,301,644 74%
Other invested assets 7,104,231 4.0 %
Totals $ 179,622,678 100.0 %

As of December 31, 2015, LAIC’s invested assets were distributed as follows:

Amount Percentage
Bonds $ 65,403,869 85.7 %
Cash 896,024 12%
Cash equivalents 30,173 0.0%
Short-term imestments 10,019,325 13.1 %
Totals 3 76,349,391 100.0 %

As of December 31, 2015, LNIC’s invested assets were distributed as follows:

Amount Percentage
Bonds $ 21,786,722 74.7 %
Cash 460,793 1.6 %
Short-term investments | 6,931,132 23.7%

Totals $ 29,177,647 100.0 %
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LCC’s bond and short-term investment portfolio had the following quality and maturity

profiles:

NAIC Designation Amount Percentage

1 - highest quality $ 79,241,609 84.7 %
2 - high quality 14,348,339 153 %
Totals 3 03,589,948 1000 %
Years to Maturity Amount Percentage

1 year or less 3 22.504.692 24.0 %
2 to 5 years 16,997,499 182 %
6 to 10 years 54,087,757 57 8 %
Totals $ 93,589,948 100.0 %

LAIC’s bond and short-term investment portfolio had the following quality and maturity

profiles:

NAIC Designation Amount Percentage

1 - highest quality $ 64,801,284 B59 %
2 - high quality 10,652,083 14.1 %
Totals $ 75,453,367 100.0 %
Years to Maturity Amount Percentage

1 year or less $ 16,786,211 223 %
2 to 5 years 14,125,604 187 %
6 to 10 years 44,532,552 590 %
Totals $ 75,453,367 100.0 %

LNIC’s bond and short-term investment portfolio had the following quality and maturity

profiles:

NAIC Designation Amount Percentage

1 - highest quality $ 28,716,854 100.0 %
Totals $ 28,716,854 100.0 %
Years to Maturity Amount Percentage

1 year or less 3 B.924,779 311 %
210 5years 2,801,452 97 %
6 to 10 years 16,990,623 59 2 %
Totals $ 28,716,854 100.0 %

As depicted above, the Companies’ investment portfolio primarily consists of bonds,
common stocks, short-term investments, mortgage loans on real estate, and cash. The
Companies’ bond portfolio is comprised of high-quality municipal, Unites States government,

and corporate bonds.
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The Companies each entered into a custodial agreement with US Bank National
Association, a national banking association organized under the laws of the United States of
America, effective March 17, 2011, The custodial agreements comply with the standards for
custodial agreements pursuant to 31 Pa. Code § 148a.3.

The Companies have a written investment policy as required by 40 P.S. § 653b(b). The
investment policy is reviewed and approved on an annual basis by the Board. The Companies
were following their investment policies at December 31, 2015,

LIABILITIES

LOSS AND LOSS ADJUSTMENT EXPENSE RESERVES

The following chart depicts the Companies’ reserves for losses and loss adjustment
expenses (“LAE”) as reported on their December 31, 2015, Annual Statements. These amounts
represent each company’s share as defined in the Pooling Agreement.

Company Losses LAE

LCC $ 81,270,114 $ 9,902,822
LAIC $ 21,925,744 $ 2,919,968
LNIC $ 10,613,597 $ 1,364,810

Kay Kufera, FCAS, MAAA, of Kufera Consulting, Inc. (“Kufera”) has been the
Lackawanna Insurance Group appointed actuary for the entire examination period.

For each year under the examination period, Kufera issued a Statement of Actuarial
Opinion for each company concluding that the Companies’ reserves made a reasonable provision
for all unpaid loss and LAE expense obligations under the terms of its contacts and agreements.

In order for the examination team to gain an adequate comfort level with the Companies’
loss and LAE estimates, the examination team performed a risk-focused review of the
Companies’ reserving and pricing processes. Based on the procedures performed and results
obtained, the examination team obtained sufficient evidence to support the conclusion that the
Companies’ net loss and LAE reserves are reasonably stated as of December 31, 2015.

SUBSEQUENT EVENTS

The following events transpired subsequent to December 31, 2015.

On June 30, 2016, David H. Swisher, Esquire, and John Parente were appointed to the
Companies’ Board.

On November 6, 2016, the Companies’ CEGQ, Charles E. Parente, passed away.
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RECOMMENDATIONS

PRIOR EXAMINATION

There were no recommendations as a result of the prior examination.

CURRENT EXAMINATION

As a result of the current examination, the following recommendations are made:

1.

It is recommended that the Companies establish a formal process to monitor
proposed transactions affecting the direct or indirect control of the Companies and
obtain prior approval or exemption of transactions, when applicable, pursuant to
the requirements of 40 P.S. § 991.1402 (see “Insurance Holding Company
System,” Page 6).

It is recommended that the Companies ensure the Annual Registration Statement
contains complete and accurate information on all affiliates in compliance with
the requirements of 40 P.S. § 991.1404 and 31 Pa. Code § 25.17 (see “Insurance
Holding Company System,” Page 6).

It is recommended that the Companies ensure the Annual Registration Statement
completely and accurately identifies all ultimate controlling persons in
compliance with the requirements of 40 P.S. § 991.1404 and 31 Pa. Code § 25.17
(see “Insurance Holding Company System,” Page 6).

It is recommended that all ultimate controlling persons of the Companies comply
with the filing requirements of 40 P.S. § 991.1404 (see “Insurance Holding
Company System,” Page 6).

It is recommended that the Companies ensure that the Schedule Y filed within
their future annual and quarterly statements contain complete and accurate
information on all affiliates in compliance with NAIC Annual Statement
Instructions — Property and Casualty (see “Insurance Holding Company System,”
Page 7).

It is recommended that the Companies provide prior notice to the Department of
transactions subject to the prior notice filing requirements of 40 P.S. § 991.1405
and 31 Pa. Code § 25.21 (see “Service and Operating Agreements, Page 10).
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CONCLUSION

As a result of this examination, the financial condition of Lackawanna Casualty
Company, Lackawanna American Insurance Company, and Lackawanna National Insurance
Company as of December 31, 2015, was determined to be as follows:

Lackawanna Casualty Company Amount Percentage

Admitted assets $ 213,386,758 100.0 %
Liabilities 3 132,556,060 62.1%
Sumlus as regards policyholders 80,830,698 379%
Total liabilities and surplus $ 213,386,758 100.0 %

Since the previous examination, made as of December 31,2010, the LCC’s assets
increased by $6,204,921, its liabilities increased by $34,858,910, and its surplus decreased by
$28,653,989.

Lackawanna American [nsurance Company Amount Percentage

Admitted assets $ 84,910,434 100.0 %
Liabilities $ 45,761,665 53.9%
Sumlus as regards policyholders 39,148,769 46.1 %
Total liabilities and surplus $ 84,910,434 100 0 %

Since the previous examination, made as of December 31, 2010, the LAIC’s assets
increased by $30,670,675, its liabilities increased by $17,948,544, and its surplus increased by
$12,722,131.

Lackawanna National Insurance Company Amoutt Percentage

Admitted assets 3 33,323,636 100.0 %
Liabilities $ 19,280,453 57.9%
Sumlus as regards policyholders 14,043,183 42.1 %
Total liabilitles and surplus $ 33,323,636 100.0 %

Since the previous examination, made as of December 31, 2010, the LNIC’s assets
increased by $13,564,703, its liabilities increased by $7,964,968, and its surplus increased by
$5,599,735.
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This examination was conducted by David Hughes, Elizabeth McGarry and Stephanie
Ohnmacht, CFE, with the latter in charge.

Respectfully,

Melissh L. Greiner
Director
Bureau of Financial Examinations

W (—\‘C}oh 3
Shannon Hopkins, CFE ™
Examination Manager

. -4
Stephanie A. Ohnmacht, CFE
Examiner-in-Charge
The CFE designation has been conferred by an organization not affiliated with the federal or xy stats government., However the CFE designation is the only designation recognized by the NAIC

for the purposes of directing statutory Association Inatlons of




