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of
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AFFILIATED FM INSURANCE COMPANY
APPALACHIAN INSURANCE COMPANY

Johnston, Rhode Island
as of
December 31, 2017

State of Rhode Island and Providence Plantations
Department of Business Regulation
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ADOPTION ORDER

The attached Report of Examination as of December 31, 2017, of the condition and affairs of
FACTORY MUTUAL INSURANCE COMPANY
AFFILIATED FM INSURANCE COMPANY
APPALACHIAN INSURANCE COMPANY
was recently completed by duly qualified examiners, pursuant to the provisions of the Rhode
Island General Laws.
Due consideration has been given to the comments of the examiners regarding the operation of
the Companies and their financial condition, as reflected in the report.
It is therefore ORDERED that said Report be, and it is hereby, adopted and filed and made an
official record of this Department as of this date.
Department of Business Regulation

Dated: November 8, 2018
Elizabeth Kelleher Dwyer
Superintendent of Insurance
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November 1, 2018

Ms. Elizabeth Kelleher Dwyer
Deputy Director and Superintendent of Financial Services
State of Rhode Island and Providence Plantations
Department of Business Regulation
1511 Pontiac Avenue, Bldg. 69-2
Cranston, Rhode Island 02920
Dear Superintendent Dwyer:
In accordance with your instructions and pursuant to Chapters 13.1 and 35 of Title 27 of the
General Laws of the State of Rhode Island, an examination has been made as of December
31, 2017, of the financial condition and affairs of

FACTORY MUTUAL INSURANCE COMPANY
AFFILIATED FM INSURANCE COMPANY
APPALACHIAN INSURANCE COMPANY

located at 270 Central Avenue, Johnston, Rhode Island. The report of such examination is
herewith submitted.

The above companies are referred to within this report collectively as the “Companies” or the
“FM Global Group.” The Companies were previously examined as of December 31, 2012,
and both the current and prior examinations were conducted by the Insurance Division of the
State of Rhode Island (“Insurance Division”) representing the Northeast Zone of the National
Association of Insurance Commissioners.
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SCOPE OF EXAMINATION
The last examination of the Companies covered the four-year period from January 1, 2009
through December 31, 2012. The current examination covered the five-year period from
January 1, 2013 through December 31, 2017 and was performed in compliance with the
above mentioned sections of the General Laws of the State of Rhode Island, as amended.
The current examination was conducted as a single-state full scope risk-focused examination
in accordance with the National Association of Insurance Commissioners (“NAIC”)
Financial Condition Examiners Handbook (“Handbook”).

The Handbook requires that we plan and perform the examination to evaluate the financial
condition, assess corporate governance, identify current and prospective risks of the
Companies and evaluate system controls and procedures used to mitigate those risks. 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 Companies were considered in accordance with the riskfocused examination process. This may include assessing significant estimates made by
management and evaluating management’s compliance with Statutory Accounting
Principles.

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.
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This examination report includes significant findings of fact, and general information about
the insurers 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 Companies.

COMPANY HISTORY
Factory Mutual Insurance Company
Factory Mutual Insurance Company (“FMIC”) derives its corporate existence and powers
from special Acts of the General Assembly of the State of Rhode Island, which are
collectively referred to as its charter.

At its January 1968 session, the General Assembly passed an Act which had the effect of
amending the charters of three Rhode Island insurance companies: Manufacturers Mutual
Fire Insurance Company incorporated in 1835, Firemen’s Mutual Insurance Company
incorporated in 1854, and Blackstone Mutual Insurance Company incorporated in 1868. All
three companies were members of a group of mutual insurance companies generally known
as the Factory Mutual System. The charter amendments provided for consolidation of the
three companies into a single corporation with the name “MFB Mutual Insurance Company,”
which retained the incorporation date 1835, being that of the oldest consolidating company.
Actual consolidation of the operations, books and records of the three companies took place
on July 1, 1968. Subsequently, the General Assembly amended the consolidated Company’s
charter to change its name to “Allendale Mutual Insurance Company” effective July 1, 1971,

3

and to change its corporate location to Johnston, Rhode Island.

Over the past century, and until mid-1999, the Factory Mutual System had consolidated from
an original forty companies down to three members, Allendale Mutual Insurance Company
(“Allendale Mutual”), Arkwright Mutual Insurance Company (“Arkwright Mutual”) and
Protection Mutual Insurance Company (“Protection Mutual”). Effective July 1, 1999, these
three remaining companies merged, with the surviving entity, Allendale Mutual, changing its
name to FMIC. The Group currently operates under the name “FM Global.” With the
merger, FMIC became the sole surviving Factory Mutual System member.

As a mutual company, FMIC is owned by its policyholders with the majority of those
policyholders being Fortune 1000 companies with significant amounts of industrial,
commercial, or institutional property to protect. Management of the Company is responsible
to the policyholders through its Board of Directors, which is comprised of executive officers
of some of the Company’s largest policyholders.

Affiliated FM Insurance Company
Affiliated FM Insurance Company (“Affiliated FM”) was chartered by an Act of the General
Assembly of the State of Rhode Island at its January 1949 session.

The Charter was

amended in 1969, 1975, 1980, 1988, and 1994.

Prior to July 1, 1971, Affiliated FM was owned by the Associated Factory Mutual Insurance
Companies, which consisted of Allendale Mutual (then named MFB Mutual Insurance

4

Company), Arkwright-Boston Manufacturers Mutual Insurance Company (“ArkwrightBoston”),

Philadelphia

Manufacturers

Mutual

Insurance

Company

(“Philadelphia

Manufacturers”) (which has since merged with Arkwright-Boston) and Protection Mutual.
On July 1, 1971, Allendale Associates, Inc. a wholly owned subsidiary of Allendale Mutual
acquired the capital stock of Affiliated FM that was owned by Allendale Mutual and
Arkwright-Boston.

Further acquisitions in 1974 and 1977 from Protection Mutual and

Philadelphia Manufacturers resulted in Allendale Associates, Inc. attaining 100% ownership
of the 30,000 shares of Affiliated FM’s outstanding common stock. Finally, on July 1, 1999,
Allendale Associates, Inc. changed its name to FMIC Holdings Inc. The name change was
the result of the three remaining Factory Mutual companies (Allendale Mutual, Arkwright
Mutual, and Protection Mutual) merging into Allendale Mutual, with Allendale Mutual
subsequently changing its name to FMIC.

In 1975 Affiliated FM issued $100 par value 7% cumulative preferred stock in accordance
with a charter amendment completed that same year. In 1978 and 1979 Affiliated FM issued
additional preferred stock, and in 1982 it accomplished a reorganization whereby one-half of
the total 7% cumulative preferred stock outstanding at that time, amounting to $7,250,000,
was exchanged by the holders thereof for surplus notes bearing interest at 7%. Affiliated
FM’s preferred stock has always been issued at par. The holders of preferred stock have no
voting rights and Affiliated FM may, at its discretion, redeem any such shares issued and
outstanding.

On October 11, 1995, Allendale Associates, Inc. purchased an additional 50,000 shares of
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Affiliated FM’s $50 par value common stock. This capital stock purchase received the
necessary approval from the Rhode Island Insurance Division, and Affiliated FM filed the
necessary amendments to its Articles of Incorporation.

To enable Affiliated FM to increase its capacity to write additional business, and to improve
its surplus position, from time to time it has issued interest-bearing surplus notes. Originally
issued for a one-year term, the notes contained a provision that they would be automatically
renewed from year to year unless Affiliated FM redeemed them. The redemption was only to
take place, once prior written approval of the Rhode Island Department of Business
Regulation was obtained. As of December 31, 2017, all surplus notes had been redeemed.

At December 31, 2017, FMIC Holdings, Inc. owned all 80,000 shares of Affiliated FM’s $50
par value common stock for a total of $4,000,000; and it owned 47,500 shares, or 65.5%, of
the $100 par value 7% cumulative preferred stock for a total of $4,750,000. Appalachian
Insurance Company (“Appalachian”) owns 25,000 shares or 34.5% of Affiliated FM’s $100
par value 7% cumulative preferred stock for a total of $2,500,000.

Appalachian Insurance Company
Appalachian was chartered under the name “Appalachian Insurance Company of
Providence,” by an Act of the Rhode Island General Assembly at its April 1941 session, with
the Charter providing for an original paid-up capital of $25,000, and a maximum authorized
capital of $1,000,000 “divided into shares of $5 each.” The Charter also required an initial
paid-in surplus equal in amount to the initial paid-up capital.
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The Charter was amended by acts of the General Assembly in 1964 and 1975. The 1964
amendment authorized the Board of Directors to increase the capital stock of Appalachian to
an amount not exceeding $5,000,000, and the 1975 amendment deleted the words “of
Providence” from the corporate name.

Ownership of Appalachian’s capital stock rested with individuals from its inception until
1957. In that year the Freeway Realty Corporation, of Providence, Rhode Island, a wholly
owned subsidiary of the Firemen’s Mutual Insurance Company, also of Providence, Rhode
Island, acquired control of Appalachian through the purchase of a majority of its outstanding
stock. Through additional purchases made in 1958, Freeway Realty acquired the remaining
capital stock of Appalachian.

In 1968 the three Rhode Island-based Factory Mutual Insurance Companies, Blackstone
Mutual Insurance Company, Firemen’s Mutual Insurance Company and Manufacturers
Mutual Fire Insurance Company, consolidated to form MFB Mutual Insurance Company
(“MFB”). Ownership of the Freeway Realty Corporation then passed to the MFB. In 1971
MFB changed its name to Allendale Mutual, and Freeway Realty Corporation changed its
name to Allendale Associates, Inc. Finally, on July 1, 1999, Allendale Associates, Inc.
changed its name to FMIC Holdings Inc. The name change was the result of the merger of
the three remaining factory mutual companies (Allendale Mutual, Arkwright Mutual, and
Protection Mutual, with Allendale Mutual changing its name to FMIC. The group currently
operates under the name FM Global.
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At December 31, 2017, FMIC Holdings, Inc. owned 100% of Appalachian’s outstanding
common stock.

Stockholder Dividends and Capital Contributions
Stockholder Dividends
During the period covered by this examination, the following stockholder dividends and LLC
distributions were paid by the companies under examination:
Year

Amount

2013

$175,000
332,500
175,000
332,500
18,734,440
175,000
332,500
29,500,000
175,000
332,500
10,000,000
175,000
332,500
10,000,000

2014

2015

2016

2017

Payor

Payee

Affiliated FM Insurance Company
Affiliated FM Insurance Company
Affiliated FM Insurance Company
Affiliated FM Insurance Company
FM Approvals, LLC
Affiliated FM Insurance Company
Affiliated FM Insurance Company
FM Approvals, LLC
Affiliated FM Insurance Company
Affiliated FM Insurance Company
FM Approvals, LLC
Affiliated FM Insurance Company
Affiliated FM Insurance Company
FM Approvals, LLC

Appalachian Insurance Company
FMIC Holdings, Inc.
Appalachian Insurance Company
FMIC Holdings, Inc.
Factory Mutual Insurance Company
Appalachian Insurance Company
FMIC Holdings, Inc.
Factory Mutual Insurance Company
Appalachian Insurance Company
FMIC Holdings, Inc.
Factory Mutual Insurance Company
Appalachian Insurance Company
FMIC Holdings, Inc.
Factory Mutual Insurance Company

Capital Contributions
During the period covered by this examination, FMIC made the following capital
contributions (net of returns of capital) to its non-insurer affiliates:

Year

Amount

2013

$25,772,450
4,037,983
(343,382
(434,782)
128,838,380
121,828,306

2014

Payee
FMRE Holdings LLC
FMIC Holdings, Inc.
TSB Loss Control Consultants, Inc.
FMIC Escitorio de Representacao No Brasil LTDA
FMRE Holdings, LLC
FMIC Holdings, Inc.
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2015

2016

2017

48,220
(9,765,560)
62,321,505
482,456
(1,818,102)
73,144,811
10,000,000
1,150,952
748,996
491,000
256,242
32,175
294,133,390
20,329,936
1,292,847
866,567
90,819

TSB Loss Control Consultants, Inc.
FM Approvals LLC
FMRE Holdings LLC
TSB Loss Control Consultants, Inc.
FMIC Holdings, Inc.
FMRE Holdings LLC
FM Global de Mexico S.A. de C.V.
FMIC Holdings, Inc.
TSB Loss Control Consultants, Inc.
FMIC Escitorio de Representacao No Brasil LTDA
FM Global Services LLC
FM Insurance Europe S.A.
FM Insurance Europe S.A.
FMRE Holdings LLC
TSB Loss Control Consultants, Inc.
FMIC Holdings, Inc.
FM Global Services LLC

MANAGEMENT AND CONTROL
Members
FMIC’s Charter provides that each natural person, partnership, association, corporation or
legal entity insured on the mutual plan by FMIC shall be a Member of the Company during
the life of its policy, but no longer, and at all meetings of the Members shall be entitled to
one vote either in person or by proxy; provided, however, that where there is more than one
insured under any policy, such insured shall nevertheless be deemed to be a single Member
of FMIC for all purposes. FMIC may issue policies that do not entitle the insured to
membership in FMIC or to participate in its surplus.

The bylaws, as amended, provide that the annual meeting of the Company shall be held at the
principal offices of the Company, or at such other place as may be stated in the notice of the
meeting, at 9:00 a.m. on the second Thursday of April in each year. Special meetings shall
be called at any time by the Chairman of the Board, the Chairman of the Executive
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Committee, or the President, or by request in writing addressed to the Secretary by any five
Directors.

At all meetings of the Members, the presence, in person or by proxy, of one-fifth of the
Members shall be necessary to constitute a quorum. The vote of a smaller number of
Members may adjourn the meetings from time to time. When a quorum is present at any
meeting, all questions except amendments to the bylaws shall be decided by a majority vote
of those present in person or by proxy.

Board of Directors
The Charter provides that the management of the business and affairs of the Company shall
be vested in a Board of Directors, the number of which shall be fixed from time to time by
the bylaws. At the Annual Meeting of the Company, directors shall be elected by the
Members in the case of FMIC, and shareholders in the case of Affiliated FM and
Appalachian, each for a term of three years, to succeed that class of directors whose term
then expires. In case of any increase in the number of directors, one-third of the additional
number shall be elected for the then unexpired portion of the term of those directors whose
term expires in the year in which the increase is made; one-third for the unexpired portion of
the term of those directors whose term expires in the year following that in which such
increase is made, and one-third for the unexpired portion of the term of those directors whose
term expires in the second year next after that in which such increase is made. All directors
shall serve until their successors are elected and qualified.
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The bylaws provide that the number of directors shall be set at up to twenty-one unless and
until a different number shall be determined by action of the Board. If the Board of Directors
shall decrease the number of directors, such decrease shall not be effective with respect to
terms of directors then holding office until the expiration of each such directors term.

Directors shall be elected as prescribed by FMIC’s Charter.

For Affiliated FM and

Appalachian, directors shall be elected by the shareholders. The directors may fill any
vacancy in their own body occurring between annual meetings. For FMIC, the Members at
said meeting may fill any vacancy existing at the time of the annual meeting. For Affiliated
FM and Appalachian, any vacancy existing at the time of the annual meeting may be filled
by the shareholders at said meeting. The person chosen to fill any vacancy shall hold office
for the unexpired term of the class in which such vacancy exists.

FMIC’s bylaws stipulate that an organizational meeting of the Board of Directors shall be
held immediately following the Annual Meeting of the Company for the election of officers
and of committees, and for any other business that may come before said meeting.
Thereafter, the Board of Directors shall hold regular meetings during the year at such times
and places as it shall by vote prescribe.

A quorum of the Board of Directors shall consist of a majority, and a majority vote of the
directors in attendance at any meeting of the Board of Directors shall, in the presence of a
quorum, decide its action. Less than a quorum of the Board of Directors may adjourn the
meeting from time to time. When a meeting is adjourned to a specific time and place, notice

11

of the adjourned meeting need not be given.

At all times, the Chairman of the Board, the Vice Chairman of the Board, if any, and the
President shall be members of the Board. To be eligible for election as a director, all other
individuals must be a senior officer, director, trustee, partner, or official representative of an
entity that is a policyholder of FMIC. While the bylaws make no reference to a mandatory
retirement age for directors, at age 72 an individual director may serve until the following
annual meeting.

At December 31, 2017, the membership of the Board of Directors serving each of the
companies, together with the principal business or professional affiliation of each director is
as follows:
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Name

Business Affiliation

Term
Expires

Frank T. Connor

Executive Vice President and Chief Financial Officer,
Textron Inc.

2020

Colin R. Day

Retired Chief Executive Officer, Essentra, plc

2019

Michel Giannuzzi

Chairman and Chief Executive Officer, Verallia
Packaging S.A.S.

2019

Daniel L. Knotts

President and Chief Executive Officer, RR Donnelley
and Sons Company

2019

Glenn R. Landau

Senior Vice President and Chief Financial Officer,
International Paper Company

2018

Thomas A. Lawson

President and Chief Executive Officer, Factory Mutual
Insurance Company

2018

John A. Luke Jr.

Chairman, WestRock Company

2020

Gracia C. Martore

Retired President and Chief Executive Officer,
TEGNA Inc.

2020

Christine M. McCarthy

Senior Executive Vice President and Chief Financial
Officer, The Walt Disney Company

2019

Stuart B. Parker

Chief Executive Officer, USAA

2018

Edward J. Rapp

Retired Group President, Caterpillar, Inc.

2018

Israel Ruiz

Executive Vice President and Treasurer, Massachusetts
Institute of Technology

2020

Shivan S. Subtramaniam

Chairman of the Board, Factory Mutual Insurance
Company

2018

Committees
The bylaws, as amended, provide that the Board of Directors shall elect an Audit Committee,
an Executive Committee and a Finance Committee to which certain powers and
responsibilities may be delegated. The bylaws also provide that the Board may elect from
their own number, any other committees they deem advisable, and may delegate to such
committees authority to exercise the powers of the Board with respect to the duties of the
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committee. Committees elected by the Board of Directors consisted of the following at
December 31, 2017:

Executive Committee

Audit Committee

Shivan S. Subramaniam, Chair
Thomas A. Lawson
John A. Luke, Jr.
Gracia C. Martore
Christine M. McCarthy
Edward J. Rapp

Edward J. Rapp, Chair
Colin R. Day
Michel Giannuzzi
Daniel L. Knotts
Gracia C. Martore

Finance Committee

Compensation Committee

Christine M. McCarthy, Chair
Colin R. Day
Glenn R. Landau
Thomas A. Lawson
Stuart B. Parker
Israel Ruiz
Shivan S. Subramaniam

John A. Luke, Jr., Chair
Frank T. Connor
Gracia C. Martore
Edward J. Rapp

Officers
The bylaws provide that the Board of Directors shall elect the executive officers of the
Company. Executive officers consist of a Chairman of the Board, a President, a Secretary, a
Treasurer and, at the option of the Board of Directors, one or more Vice Chairmen of the
Board, a Chairman of the Executive Committee, one or more Executive Vice Presidents, and
one or more Senior Vice Presidents. The executive officers elected shall serve until the first
meeting of the directors following the succeeding annual meeting of the Company and until
their respective successors are elected and qualified, unless sooner removed by the vote of
the Board of Directors. In addition, the directors may from time to time elect officers to hold
office at the pleasure of the Board. Any person may hold more than one office, except that
the offices of President and Secretary may not be held by the same person.
14

The executive officers of the Company shall have all the powers and privileges and shall
perform all the duties incumbent upon them by law or prescribed by the bylaws or by the
Board of Directors of the Company. The executive officers of the Company shall also have
the authority to incur all necessary expenses for the proper conduct of the business of the
Company.

The officers serving the FM Global Group, and their respective titles at December 31, 2017,
are as follows:
Name
Thomas Lawson
Jonathan Hall
Bret Ahnell
Chris Johnson
Michael Turner
Gerardo Alonso
Kevin Bradshaw
Roberta Butler
Brion Callori
Rodney Fisher
James Galloway
Kevin Ingram
Derry Johnson
Paul LaFleche
Kenneth Lavigne
Michael Lebovitz
Jeanne Lieb
William Lonchar
William Mekrut
Jonathan Mishara
George Plesce
Enzo Rebula
Vincent Reyda
Malcom Roberts
Stefano Tranquillo

Title
President and Chief Executive Officer
Chief Operating Officer
Executive Vice President
Executive Vice President
Executive Vice President
Senior Vice President
Senior Vice President
Senior Vice President
Senior Vice President
Senior Vice President
Senior Vice President
Senior Vice President
Senior Vice President
Senior Vice President
Senior Vice President
Senior Vice President
Senior Vice President
Senior Vice President
Vice President and Treasurer
Senior Vice President and Secretary
Senior Vice President
Senior Vice President
Senior Vice President
Senior Vice President
Senior Vice President
15

Organizational Structure
The following represents an organizational chart, as of December 31, 2017, which reflects
the identities and interrelationships between FMIC, its affiliated insurers and other members
of the holding company system:

An organizational chart of the FM Global real estate structure follows:
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Intercompany Agreements
Following is a summary of the primary intercompany agreements in effect between FMIC
and the various members of the FM Global holding company system as of December 31,
2017:

Performance Guarantee
Effective January 1, 2004 FMIC, as the sole shareholder of FM Insurance Company Limited
(“FMI”), executed a Performance Guarantee, under which FMIC guarantees the full, prompt
and complete performance by FMI of its lawful obligations under its contracts of insurance
or reinsurance. FMIC further guarantees the unconditional payment when due of all losses,
unearned premium and other obligation of such insurance or reinsurance. The Performance
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Guarantee shall remain in full force and effect until such time, if ever, as FMIC sells FMI.

Effective January 1, 2014, FMIC, as owner of all the issued and outstanding common stock
of FMIC Holdings, Inc., the owner of all the issued and outstanding common stock of
Affiliated FM, entered into a Performance Guarantee agreement for the benefit of the
policyholders of Affiliated FM, under which FMIC guarantees the full performance by
Affiliated FM of its lawful obligations with respect to contracts of insurance and reinsurance
issued by Affiliated FM.

Intercompany Cash Management Agreement
Effective February 1, 2015, FMIC entered into a Cash Management Agreement
(“Agreement”) with several affiliates.

Under the terms of the Agreement, any party

(“Lender”) may from time to time loan to another (“Borrower”) such amounts as shall be
determined and mutually agreed upon by and between the Lender and Borrower, provided
that Lender at all times shall maintain sufficient cash amounts for normal working
requirements. All loans made under the Agreement are made on an unsecured basis and as of
the end of any quarter the indebted amount due from any company shall not exceed
$400,000,000. Indebtedness amounts in excess of the limit are required to be settled within
30 days. Under the terms of the Agreement, interest on any loaned money shall be payable at
an annual rate equal to the simple average of the weekly ninety-day U.S. Treasury Bill rates
appearing in the Federal Reserve Data section of the Wall Street Journal. The settlement
terms require that outstanding balances of principal and accrued interest shall be due and
payable no later than sixty (60) days following the last day of each calendar quarter. Lender
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may demand any part, or all funds loaned under the Agreement by giving three (3) business
days’ notice to the Borrower.

Intercompany Tax Sharing Agreement
Effective January 4, 2002 and revised effective July 1, 2010, FMIC and certain subsidiaries
entered into a tax sharing agreement whereby FMIC collects from or refunds to the
subsidiaries the amount of taxes or benefits determined as if FMIC and the subsidiaries filed
separate returns, with current credit for net losses incurred to the extent those losses are
included in the consolidated return. Amounts are settled within ninety (90) days of filing of
the consolidated federal income tax return.

Management and Service Agreements
Effective July 1, 2001, FMIC entered into two separate Management and Service
Agreements with Affiliated FM and Appalachian. Under the terms of each agreement, FMIC
provides Affiliated FM and Appalachian with the personnel, space, equipment and facilities
necessary to conduct business. The agreements stipulate that FMIC shall be paid a monthly
fee to be paid within fifty-five (55) days after the end of the month to which it applies. The
monthly fee shall be an amount determined by product line cost analysis.

Effective September 1, 2017, FMIC entered into a Mutual Services Agreement with FM
Insurance Europe S.A. (“FMIE”) for the provision of core business services, general
management including executive management, operational support, and supportive services.
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Effective January 1, 2017, FMIC entered into a Mutual Services Agreement with FMI for the
provision of core business services, general management including executive management,
operational support, and supportive services.

TERRITORY AND PLAN OF OPERATION
Insurance coverage provided by FMIC includes all-risk policies and policies providing fire
and extended coverage, boiler and machinery, difference in conditions, ocean cargo, or any
combination of these lines of coverage. Business interruption insurance is also offered as a
supplement to these lines of coverage. With the implementation of the U.S. government
reinsurance of terrorism exposures in November 2002, FM Global is also required to offer
terrorism coverage to all its insureds with full limits.

Affiliated FM specializes in

underwriting small and mid-sized highly protected risks (“HPR”) as well as better quality
non-HPR accounts of all sizes.

In addition, Affiliated FM writes associated coverage,

including boiler and machinery and ocean cargo. Appalachian writes coverage on a surplus
lines basis.

FM Global is afforded a distinct competitive advantage over most insurers by virtue of its
professional property engineering expertise, inspection and loss prevention services, training
and research. These bundled professional services assist in the identification, assessment and
management of property risks.

A majority of FM Global’s policyholders maintain

worldwide operating facilities and are typically large industrial companies in varied
manufacturing and servicing industries. Business is produced on a direct basis and through
brokers.
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FMIC is licensed to transact business in all states, the District of Columbia, Guam, The
Commonwealth of the Northern Mariana Islands, Puerto Rico, the Virgin Islands, and in all
provinces of Canada, including the Northwest Territories.

FMIC owns subsidiary companies with local insurance licenses, such as FM Insurance
Company Ltd. (“FMI”), a United Kingdom insurer, FM Global de Mexico S.A. de C.V., a
Mexican insurer and FM Insurance Europe S.A. (FMIE), a Luxembourg insurer.

The

Company arranges local insurance in foreign countries on behalf of clients through a network
of local insurers, called WorldReach Partners. FMIC reinsures the WorldReach Partners.
FMIC also has branches in five Asia Pacific jurisdictions; Australia, Hong Kong, Japan,
Singapore, and New Zealand.

FMI provides coverage for U.K and Switzerland locations from its U.K.-based headquarters.
FMIE provides coverage for EU locations utilizing branch offices in France, Belgium, Italy,
Germany, Spain and Sweden. Effective January 1, 2017, FMI retains 47% of its premium
volume, net of third-party reinsurance and FMIE retains 51% of its premium volume, net of
third party reinsurance. Nearly half of FMI’s coverage is related to the foreign operations of
U.S. insureds.

Risk Engineering Insurance Company Limited (“REICL”) is incorporated in Bermuda and its
ultimate parent is FMIC. REICL is registered in Bermuda as a Class 3A insurer under the
Bermuda Insurance Act of 1978, as amended. REICL provides facultative reinsurance to its
parent and affiliates.

21

REINSURANCE
Ceded Reinsurance
FMIC and its subsidiaries, Affiliated FM, Appalachian, FMI, FM Global de Mexico, S.A. de
C.V. (“FM Mexico”), FMIE and such other companies as may be controlled by these
companies, if any, and their Quota Share Reinsurers (collectively referred to as the
“Company” for purposes of this section) are named reinsureds on the following reinsurance
treaties in force at December 31, 2017:

•

Core Reinsurance Treaty (“CRT”)

Effective July 1, 2017, the Company entered into a reinsurance treaty covering risks
classified as property, boiler and machinery, and non-physical damage per the Company’s
original policies. The limit of coverage is $200,000,000 in respect to each risk declared, each
loss. The maximum recovery in any one loss occurrence shall not exceed $750,000,000. As
respects to earth movement losses in the Pacific Northwest Region (the states of Washington,
Oregon and the Canadian Province of British Columbia), the maximum recovery per
occurrence is increased by $100,000,000 to $850,000,000. The CRT can be used on a pro
rata or excess of loss basis.

•

Property Excess of Loss Reinsurance Contract

Effective July 1, 2017, the Company entered into a joint protection program which provides
per risk and catastrophe reinsurance on business classified as property, boiler and machinery,
and non-physical damage. The limit and retention for each layer as of December 31, 2017 is
as follows:
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PER RISK

CATASTROPHE
$100M excess of $1,800M
(Pacific Northwest Earthquake Only)
$50M excess of $1,750M
(Pacific Northwest Earthquake Only)
$150M excess of $1,600M
(Pacific Northwest Earthquake Only)
$200M excess of $1,400M
(North America Earthquake Only)
$100M excess of $1,300M
(North America Earthquake and flood, and
Northeast wind only)

$80M excess of $1,400M

•

$500M excess of $900M

$100M excess of $1,200M
(Worldwide)

$400M excess of $500M

$350M excess of $850M
(Worldwide)

$200M excess of $300M

$300M excess of $550M
(Worldwide)

$300M Per Risk Retention

$550M Catastrophe Retention

Maximum Capacity Treaty (“MCT’)

Effective April 1, 2017, the Company entered into a reinsurance treaty whereby business
classified as property, boiler and machinery, and non-physical damage per the Company’s
original policies, is used on an excess of loss basis. This treaty is used on the Company’s
“best of class” business and the risk limit is $400,000,000 each risk, each loss. This treaty
excludes flood and earth movement but includes fire following.
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•

Woodworking Automatic Facility (“WWF”)

Effective April 1, 2017, the Company entered into a reinsurance treaty whereby business
classified as property, boiler and machinery, and non-physical damage per the Company’s
original policies, is used on an excess of loss basis. This treaty is used only for woodworking
business and the risk limit is $70,000,000 in excess of $30,000,000.

•

Marine Cargo Excess of Loss Reinsurance Contract

Effective April 1, 2017, the Company entered into an excess of loss reinsurance treaty which
protects the net writings of its ocean cargo book of business. The treaty includes two layers
which provide coverage up to a maximum of $30,000,000 in excess of $7,500,000.

•

Figure 5 Facility

Effective December 1, 2017, the Company entered into a reinsurance treaty whereby
business written and classified as “Figure 5” business or its equivalent, property, boiler and
machinery and non-physical damage per the Company’s original policies, is used on an
excess of loss basis. Under the terms of the Figure 5 Facility, the reinsurance limit is
$50,000,000 each and every risk, each and every loss in excess of no less than $75,000,000.
This treaty excludes flood and earth movement but includes fire following.

Intercompany Reinsurance
The following is a summary of the primary reinsurance agreements in force at December 31,
2017 that have been entered into between affiliated companies within the FM Global
insurance holding company system:
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•

Tripartite Quota Share Pooling Agreement

FMIC participates in a Tripartite Quota Share Pooling Agreement (“Pooling Agreement”)
with Affiliated FM and Appalachian. Under the terms of the Pooling Agreement which
became effective on January 1, 1982, the parties agreed to pool all earned premiums,
incurred losses, loss adjustment expenses and underwriting expenses.

The pooling

percentages, amended as of January 1, 2005, are FMIC - 86%, Affiliated FM - 12% and
Appalachian - 2%. The percentages approximate the policyholders’ surplus of each company
to the combined surplus for the three companies.

•

Property Per Risk Excess of Loss Treaty

Effective January 1, 1982, FMIC entered into a Property Per Risk Excess of Loss Treaty with
Affiliated FM whereby FMIC reinsures all business written directly or assumed by Affiliated
FM from other companies. Effective January 1, 2017, the treaty was amended to include an
annual premium of $4,400,000.

•

Property Per Risk Excess of Loss Treaty

Effective January 1, 1982, FMIC entered into a Property Per Risk Excess of Loss Treaty with
Appalachian whereby FMIC reinsures all business written directly or assumed by
Appalachian from other companies. Effective January 1, 2013, the treaty was amended to
provide for 100% reinsurance coverage of the excess of the amount of any and each incurred
risk, to the extent exceeding 10% of the total amount of capital and surplus as of the most
recent calendar year.
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•

Quota Share Reinsurance Agreement (“FMGM-1”)

Effective June 1, 2008, FMIC and FM Mexico entered into a quota share reinsurance
agreement whereby FMIC will indemnify FM Mexico for 99.94% of the ultimate net loss of
the per risk occurrence or the catastrophe occurrence in excess of each policies’ local base
deductibles up to the ultimate net loss to FM Mexico. It also covers 100% of the ultimate net
loss of the per risk occurrence or of the catastrophe occurrence in excess of each policies’
local base deductibles up to the ultimate net loss to FM Mexico for shared-and-layered
programs.

•

Quota Share Reinsurance Agreement (“FM-2”)

Effective January 1, 2008, FMIC entered into a quota share reinsurance agreement (“FM-2”
agreement) with FMI and its subsidiaries whereby FMIC reinsures all business classified as
property and boiler and machinery. Pursuant to the most recent amendment effective January
1, 2017, FMIC reinsures 75% of the ultimate net loss in excess of £650,000 up to and
including an ultimate net loss of the sterling equivalent of the per risk attachment point for a
single location occurrence or the catastrophe attachment point for a multiple location
occurrence of the Property Excess of Loss Reinsurance Contract. FMIC also reinsures 100%
of the ultimate net loss in excess of the per risk attachment point for a single location
occurrence or of the catastrophe attachment point for a multiple location occurrence for
which FMI is not reinsured under the Property Excess of Loss Reinsurance Contract. If the
FMI combined ratio exceeds 125% FMIC agrees to pay FMI such amount as would reduce
the FMI combined ratio to 125%. The FM-2 reinsurance agreement supersedes a previous
agreement entered into between the parties that became effective January 1, 2004.
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•

Excess of Loss Reinsurance Agreement – ‘Category C’ Business (“FMLTD-3”)

Effective June 1, 1963, the legacy companies of FMIC entered into an excess of loss
reinsurance agreement with FMI covering all of FMI’s policies, contracts, binders and other
obligations of insurance and reinsurance designated by FMI as “Category C.” “Category C”
relates to direct policies written by FMI in the United Kingdom between 1963 and 1967 for
discontinued casualty coverage and casualty policies assumed by FMI in the United
Kingdom between 1963 and 1967. The treaty terms, as amended, stipulates that the legacy
companies will reinsure losses in excess of £5,000 up to a maximum of £50,000 each and
every loss occurrence.

As a result of the merger of the legacy companies in 1999, FMIC became the successor-ininterest to the FMLTD-3 agreement.
•

Stop Loss Reinsurance Agreement – ‘Category C’ Business (“FMLTD-5”)

Effective October 1, 1972, the legacy companies of FMIC entered into a stop loss
reinsurance agreement with FMI covering all of FMI’s policies, contracts, binders and other
obligations of insurance and reinsurance designated by FMI as “Category C” (See FMLTD-3
treaty above for description). The treaty terms, as amended, stipulates that FMIC will
reinsure 100% of all losses not covered by the FMLTD-3 treaty, up to an overall limit of
£15,000,000 subject to an aggregate deductible of £900,000.

As a result of the merger of the legacy companies in 1999, FMIC became the successor-ininterest to the FMLTD-5 agreement.
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•

Intercompany Reinsurance Treaty with REICL

Effective January 1, 2013 FMIC and its affiliates entered into a reinsurance agreement with
REICL. FMIC may cede, in whole or in part, on a pro-rata or an excess basis, new or
renewal business classified as property and/or boiler and machinery and/or non-physical
damage, pursuant to FMIC’s policies. REICL provides reinsurance at 100% of the ultimate
net loss.

•

Stop Loss Reinsurance Agreement – Singapore (“SI-1”)

Effective January 1, 2014, the FMIC Singapore branch entered into a stop loss reinsurance
agreement with Affiliated FM, stating that if as a result of net incurred losses, FMIC
Singapore experiences a combined ratio of over 125%, then Affiliated FM agrees to pay
FMIC Singapore such amount as would reduce the combined ratio to 125%.

•

Stop Loss Reinsurance Agreement – Hong Kong (“HK-1”)

Effective March 1, 2014, the FMIC Hong Kong branch entered into a stop loss reinsurance
agreement with Affiliated FM, stating that if as a result of net incurred losses, FMIC Hong
Kong experiences a combined ratio of over 125%, then Affiliated FM agrees to pay FMIC
Hong Kong such amount as would reduce the combined ratio to 125%.

•

Stop Loss Reinsurance Agreement – Labuan (“LB-1”)

Effective March 1, 2014, the FMIC Labuan branch entered into a stop loss reinsurance
agreement with Affiliated FM, stating that if as a result of net incurred losses, FMIC Labuan
experiences a combined ratio of over 125%, then Affiliated FM agrees to pay FMIC Labuan
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such amount as would reduce the combined ratio to 125%.

•

Stop Loss Reinsurance Agreement – Australia (“AUS-1”)

Effective October 1, 2014, the FMIC Australia branch entered into a stop loss reinsurance
agreement with Affiliated FM, stating that if as a result of net incurred losses, FMIC
Australia experiences a combined ratio of over 125%, then Affiliated FM agrees to pay
FMIC Australia such amount as would reduce the combined ratio to 125%.

•

Stop Loss Reinsurance Agreement – New Zealand (“NZ-1”)

Effective January 1, 2016, the FMIC New Zealand branch entered into a stop loss
reinsurance agreement with Affiliated FM, stating that if as a result of net incurred losses,
FMIC New Zealand experiences a combined ratio of over 125%, then Affiliated FM agrees
to pay FMIC New Zealand such amount as would reduce the combined ratio to 125%.

•

FM Insurance Europe S.A. Reinsurance Agreement (“L1”)

Effective May 17, 2017, FMIC entered into a reinsurance agreement (“L1” agreement) with
FMIE whereby FMIC reinsures all business classified as property and boiler and machinery.
Under this agreement, FMIC reinsures 75% of the ultimate net loss in excess of Euro
1,000,000 up to and including an ultimate net loss of the Euro equivalent of the per risk
attachment point for a single location occurrence or the catastrophe attachment point for a
multiple location occurrence of the Property Excess of Loss Reinsurance Contract. FMIC
also reinsures 100% of the ultimate net loss in excess of the per risk attachment point for a
single location occurrence or of the catastrophe attachment point for a multiple location
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occurrence for which FMIE is not reinsured under the Property Excess of Loss Reinsurance
Contract. If the FMIE combined ratio exceeds 125% FMIC agrees to pay FMIE such amount
as would reduce the combined ratio to 125%.

Assumed Reinsurance
FM Global’s assumed reinsurance revenue for the year ending December 31, 2017 is
comprised of assumed business from the World Reach Partners network, Mutual Boiler Re
business, discontinued casualty business, mandatory and voluntary pools, and business
derived from where FM Global fronts for other insureds or takes a share of the program by
way of reinsurance. The World Reach Partners network is used by FM Global to cover
policyholder property in countries where the Company is not licensed.

30

FINANCIAL STATEMENTS
The following financial statements are based on the statutory financial statements filed by
FMIC, Affiliated FM and Appalachian, with the State of Rhode Island Department of
Business Regulation and present the financial condition of each company for the period
ending December 31, 2017. The accompanying comments on financial statements reflect
examination adjustments to the amounts reported in the annual statements and should be
considered an integral part of the financial statements:

Comparative Statement of Assets
December 31, 2017 and December 31, 2012
Comparative Statement of Liabilities and Capital and Surplus
December 31, 2017 and December 31, 2012
Statement of Income
Year Ended December 31, 2017
Reconciliation of Capital and Surplus
December 31, 2012 to December 31, 2017
Analysis of Examination Adjustments
December 31, 2017
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FACTORY MUTUAL INSURANCE COMPANY
Comparative Statement of Assets
December 31, 2017 and December 31, 2012

Bonds
Common stocks
Real estate: properties occupied by the
company
Cash, cash equivalents and short-term
investments
Other invested assets
Receivables for securities
Securities lending reinvested collateral
assets
Investment income due and accrued
Uncollected premiums and agents’
balances in the course of collection
Amounts recoverable from reinsurers
Funds held by or deposited with
reinsured companies
Current federal and foreign income tax
recoverable and interest thereon
Guaranty funds receivable or on deposit
Electronic data processing equipment
Net adjustment in assets and liabilities
due to foreign exchange rates
Receivable from parent, subsidiaries and
affiliates
Aggregate write-ins for other-thaninvested assets
Total Assets

December 31,
2017

December 31,
2012

Increase
(Decrease)

$4,522,442,521
10,220,077,668

$3,267,962,329
5,795,731,527

$1,254,480,192
4,424,346,141

0

11,926,749

(11,926,749)

1,030,053,090
1,903,317,568
1,705,619

500,096,704
1,403,318,902
18,363,894

529,956,386
499,998,666
(16,658,275)

44,119,498
54,078,664

56,124,653
43,186,467

(12,005,155)
10,892,197

527,414,381
164,316,329

430,400,201
222,710,857

97,014,180
(58,394,528)

13,653,457

42,124,343

(28,470,886)

488,828,432
161,009
4,636,604

49,588,234
493,559
2,363,661

439,240,198
(332,550)
2,272,943

0

2,147,388

(2,147,388)

0

238,442,956

(238,442,956)

180,660,055

154,951,476

25,708,579

$19,155,464,895

$12,239,933,900

$6,915,530,995
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FACTORY MUTUAL INSURANCE COMPANY
Comparative Statement of Liabilities and Capital and Surplus
December 31, 2017 and December 31, 2012

Losses
Reinsurance payable on paid losses and
loss adjustment expenses
Loss adjustment expenses
Other expenses
Taxes, licenses and fees
Net deferred tax liability
Unearned premiums
Advance premium
Ceded reinsurance premiums payable
Funds held by company under reinsurance
treaties
Amounts withheld or retained by
company for account of others
Remittance and items not allocated
Provision for reinsurance
Net adjustments in assets and liabilities
due to foreign exchange rates
Payable to parent, subsidiaries and
affiliates
Payable for securities
Payable for securities lending
Aggregate write-ins for liabilities
Total Liabilities
Guaranty funds
Unassigned funds (surplus)
Total Capital and Surplus
Total Liabilities, Surplus and
Other Funds

December 31,
2017

December 31,
2012

$3,326,000,928

$1,891,280,612

$1,434,720,316

29,520,143
210,946,724
514,970,773
17,125,138
562,454,668
1,260,073,503
6,574,803
225,695,866

339,573,060
186,832,025
283,021,107
25,479,271
323,408,000
1,261,721,638
26,260,646
156,284,027

(310,052,917)
24,114,699
231,949,666
(8,354,133)
239,046,668
(1,648,135)
(19,685,843)
69,411,839

7,852,457

11,326,143

(3,473,686)

9,261,763
6,599,890
141,920,647

3,657,917
3,120,828
20,223,952

5,603,846
3,479,062
121,696,695

138,613,653

0

138,613,653

63,531,926
12,340,459
44,119,498
76,085,052

0
62,175,111
56,124,653
64,322,844

63,531,926
(49,834,652)
(12,005,155)
11,762,208

6,653,687,891

4,714,811,834

1,938,876,057

1,250,000
12,500,527,004

1,250,000
7,523,872,066

0
4,976,654,938

12,501,777,004

7,525,122,066

4,976,654,938

$19,155,464,895

$12,239,933,900

$6,915,530,995
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Increase
(Decrease)

FACTORY MUTUAL INSURANCE COMPANY
Statement of Income
Year Ended December 31, 2017
UNDERWRITING INCOME
Premiums earned

$3,026,293,802

Losses incurred
Loss adjustment expenses incurred
Other underwriting expenses incurred

3,167,990,980
134,852,014
880,921,355

Total underwriting deductions

4,183,764,349

Net underwriting gain (loss)

(1,157,470,547)

INVESTMENT INCOME
Net investment income earned
Net realized capital gains (losses) less capital gains tax

260,452,588
173,303,902

Net investment gain (loss)

433,756,490

OTHER INCOME
Net gain (loss) from agents’ balances or premium balances charged off
Aggregate write-ins for miscellaneous income

(338,093)
(4,317,358)

Total other income

(4,655,451)

Net income after dividends to policyholders, after capital gains tax and
before all other federal and foreign income taxes

(728,369,508)

Federal and foreign income taxes incurred

(394,965,583)

Net income

$(333,403,925)
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FACTORY MUTUAL INSURANCE COMPANY
Reconciliation of Capital and Surplus
December 31, 2012 to December 31, 2017

Capital and Surplus, December 31, 2012

$7,525,122,066
Gains

Net income
Change in net unrealized capital gains of
(losses) less capital gains tax
Change in net unrealized foreign exchange
capital gains (loss)
Change in net deferred income tax
Change in nonadmitted assets
Change in provision for reinsurance
Cumulative effect of changes in accounting
principles
Aggregate write-ins for gains and losses in
surplus

$2,151,547,793

Total gains and losses

$5,484,404,819

Losses

3,193,489,817
121,709,045
46,036,925
182,289,416
121,696,695
36,017,800
139,367,209
$507,749,881

Net change in capital and surplus for the
period

4,976,654,938

Capital and Surplus, December 31, 2017

$12,501,777,004
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FACTORY MUTUAL INSURANCE COMPANY
Analysis of Examination Adjustments
December 31, 2017

The examination of FMIC, performed as of December 31, 2017, did not disclose any material
misstatements to the financial statements contained in its 2017 Annual Statement filing.
Accordingly, the amounts reported by FMIC have been accepted for purposes of this report.
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AFFILIATED FM INSURANCE COMPANY
Comparative Statement of Assets
December 31, 2017 and December 31, 2012

Bonds
Common stocks
Cash, cash equivalents and short-term
investments
Receivable for securities
Securities lending reinvested collateral
assets
Investment income due and accrued
Uncollected premiums and agents’
balances in the course of collection
Amounts recoverable from reinsurers
Funds held by or deposited with reinsured
companies
Current federal and foreign income tax
recoverable and interest thereon
Net deferred tax asset
Guaranty funds receivable or on deposit
Receivables from parent, subsidiaries and
affiliates
Net adjustment in assets and liabilities
due to foreign exchange rates
Aggregate write-ins for other-thaninvested assets
Total Assets

December 31,
2017

December 31,
2012

Increase
(Decrease)

$1,368,166,033
1,357,295,441

$1,063,569,679
629,507,128

$304,596,354
727,788,313

194,672,989
0

58,204,867
3,646,923

136,468,122
(3,646,923)

42,880,694
12,364,108

59,021,560
11,294,555

(16,140,866)
1,069,553

143,778,093
11,363,640

127,686,692
336,668,406

16,091,401
(325,304,766)

13,398

29,845

(16,447)

20,444,583
0
42,864

0
3,583,000
119,737

20,444,583
(3,583,000)
(76,873)

19,455

0

19,455

0

575,096

(575,096)

11,982,750

8,255,188

3,727,562

$3,163,024,048

$2,302,162,676

$860,861,372
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AFFILIATED FM INSURANCE COMPANY
Comparative Statement of Liabilities and Capital and Surplus
December 31, 2017 and December 31, 2012

Losses
Reinsurance payable on paid losses and
loss adjustment expenses
Loss adjustment expenses
Other expenses
Taxes, licenses and fees
Current federal and foreign income taxes
Net deferred tax liability
Unearned premiums
Advance premium
Dividends declared and unpaid:
Policyholders
Ceded reinsurance premiums payable
Amounts withheld or retained by
company for account of others
Remittances and items not allocated
Provision for reinsurance
Payable to parent, subsidiaries and
affiliates
Net adjustments in assets and liabilities
due to foreign exchange rates
Payable for securities
Payable for securities lending
Aggregate write-ins for liabilities
Total Liabilities
Common capital stock
Preferred capital stock
Gross paid in and contributed surplus
Unassigned funds (surplus)
Total Capital and Surplus
Total Liabilities, Surplus and
Other Funds

December 31,
2017
$569,005,714

December 31,
2012
$562,923,744

Increase
(Decrease)
$6,081,970

41,350,363
64,197,922
438,445
6,606,128
0
92,708,000
383,839,642
524,622

1,653,961
48,386,482
60,751
6,703,004
40,356,448
0
354,687,242
0

39,696,402
15,811,440
377,694
(96,876)
(40,356,448)
92,708,000
29,152,400
524,622

240,451
107,309,496

188,889
98,172,853

51,562
9,136,643

501,075
4,179,184
3,640,341

483,125
14,464,791
9,721,287

17,950
(10,285,607)
(6,080,946)

0

54,988,648

(54,988,648)

47,352,088
0
42,880,694
18,377,417

0
6,144,320
59,021,560
10,107,364

47,352,088
(6,144,320)
(16,140,866)
8,270,053

1,383,151,582

1,268,064,469

115,087,113

4,000,000
7,250,000
270,210,661
1,498,411,805

4,000,000
7,250,000
272,939,180
749,909,027

0
0
(2,728,519)
748,502,778

1,779,872,466

1,034,098,207

745,774,259

$3,163,024,048

$2,302,162,676

$860,861,372
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AFFILIATED FM INSURANCE COMPANY
Statement of Income
Year Ended December 31, 2017
UNDERWRITING INCOME
Premiums earned

$442,216,791

Losses incurred
Loss adjustment expenses incurred
Other underwriting expenses incurred

437,906,500
18,816,559
122,940,362

Total underwriting deductions

579,663,421

Net underwriting gain (loss)

(137,446,630)

INVESTMENT INCOME
Net investment income earned
Net realized capital gains (losses) less capital gains tax

58,414,137
31,948,635

Net investment gain (loss)

90,362,772

OTHER INCOME
Net gain (loss) from agents’ balances or premium balances charged off
Aggregate write-ins for miscellaneous income

(43,279)
(564,595)

Total other income

(607,874)

Net income before dividends to policyholders, after capital gains tax
and before all other federal and foreign income taxes
Dividends to policyholders

(47,691,732)
483,059

Net income after dividends to policyholders, after capital gains tax and
before all other federal and foreign income taxes

(48,174,791)

Federal and foreign income taxes incurred

(31,224,155)

Net income

$(16,950,636)
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AFFILIATED FM INSURANCE COMPANY
Reconciliation of Capital and Surplus
December 31, 2012 to December 31, 2017

Capital and Surplus, December 31, 2012

$1,034,098,207
Gains

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

$431,572,754

Total gains and losses

$806,435,928

Losses

368,479,084
$39,202,521
14,933,000
1,260,129
6,080,946
2,728,519
2,537,500
303,144
$60,661,669

Net change in capital and surplus for the
period

745,774,259

Capital and Surplus, December 31, 2017

$1,779,872,466
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AFFILIATED FM INSURANCE COMPANY
Analysis of Examination Adjustments
December 31, 2017

The examination of Affiliated FM, performed as of December 31, 2017, did not disclose any
material misstatements to the financial statements contained in its 2017 Annual Statement
filing. Accordingly, the amounts reported by Affiliated FM have been accepted for purposes
of this report.
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APPALACHIAN INSURANCE COMPANY
Comparative Statement of Assets
December 31, 2017 and December 31, 2012

Bonds
Preferred stocks
Cash, cash equivalents and short-term
investments
Securities lending reinvested collateral
assets
Investment income due and accrued
Uncollected premiums and agents’
balances in the course of collection
Amounts recoverable from reinsurers
Current federal and foreign income tax
recoverable and interest thereon
Net deferred tax asset
Aggregate write-ins for other than
invested assets
Total Assets

December 31,
2017

December 31,
2012

$218,261,238
2,500,000

$155,116,258
2,500,000

$63,144,980
0

78,037,376

44,934,813

33,102,563

1,166,402
1,302,251

10,784,358
1,383,225

(9,617,956)
(80,974)

16,982,930
458,108

16,833,853
1,816,552

149,077
(1,358,444)

7,177,826
86,000

0
223,000

7,177,826
(137,000)

0

30,890

(30,890)

$325,972,131

$233,622,949

$92,349,182
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Increase
(Decrease)

APPALACHIAN INSURANCE COMPANY
Comparative Statement of Liabilities and Capital and Surplus
December 31, 2017 and December 31, 2011

Losses
Reinsurance payable on paid losses and
loss adjustment expenses
Loss adjustment expenses
Taxes, licenses and fees
Current federal and foreign income taxes
Unearned premiums
Ceded reinsurance premiums payable
Remittances and items not allocated
Provision for reinsurance
Payable to parent, subsidiaries and
affiliates
Payable for securities lending
Aggregate write-ins for liabilities
Total Liabilities
Common capital stock
Gross paid in and contributed surplus
Unassigned funds (surplus)
Total Capital and Surplus
Total Liabilities, Surplus and
Other Funds

December 31,
2017
$60,904,656

December 31,
2012
$27,714,979

Increase
(Decrease)
$33,189,677

27,105,763
9,299,330
2,497
0
738
2,127
0
896,842

11,345,005
3,639,056
8,039
7,523,262
658
0
113,758
1,585,153

15,760,758
5,660,274
(5,542)
(7,523,262)
80
2,127
(113,758)
(688,311)

22,159,798
1,166,402
131

1,149,219
10,784,358
11,919

21,010,579
(9,617,956)
(11,788)

121,538,284

63,875,406

57,662,878

3,525,000
7,577,528
193,331,319

3,525,000
7,577,528
158,645,015

0
0
34,686,304

204,433,847

169,747,543

34,686,304

$325,972,131

$233,622,949

$92,349,182
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APPALACHIAN INSURANCE COMPANY
Statement of Income
Year Ended December 31, 2017
UNDERWRITING INCOME
Premiums earned

$70,765,868

Losses incurred
Loss adjustment expenses incurred
Other underwriting expenses incurred

73,589,745
3,136,094
20,486,543

Total underwriting deductions

97,212,382

Net underwriting gain (loss)

(26,446,514)

INVESTMENT INCOME
Net investment income earned
Net realized capital gains (losses) less capital gains tax

5,918,928
145,945

Net investment gain (loss)

6,064,873

OTHER INCOME
Net gain (loss) from agents’ balances or premium balances charged off
Aggregate write-ins for miscellaneous income

0
0

Total other income

0

Net income before dividends to policyholders, after capital gains tax and
before all other federal and foreign income taxes
Dividends to policyholders

(20,381,641)
0

Net income after dividends to policyholders, after capital gains tax and
before all other federal and foreign income taxes
Federal and foreign income taxes incurred

(20,381,641)
(7,243,375)

Net income

$(13,138,266)
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APPALACHIAN INSURANCE COMPANY
Reconciliation of Capital and Surplus
December 31, 2012 to December 31, 2017

Capital and Surplus, December 31, 2012

$169,747,543
Gains

Net income
Change in net unrealized capital gains or
(losses) less capital gains tax
Change in net deferred income tax
Change in nonadmitted assets
Change in provision for reinsurance
Total gains and losses

Losses

$34,150,109
$9,116
58,000
201,000
688,311
34,896,420

210,116

Net change in capital and surplus for the
period

34,686,304

Capital and Surplus, December 31, 2017

$204,433,847
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APPALACHIAN INSURANCE COMPANY
Analysis of Examination Adjustments
December 31, 2017

The examination of Appalachian, performed as of December 31, 2017, did not disclose any
material misstatements to the financial statements contained in its 2017 Annual Statement
filing. Accordingly, the amounts reported by Appalachian have been accepted for purposes
of this report.
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COMMENTS ON FINANCIAL STATEMENTS
ASSETS
Bonds

$6,108,869,792

The above amount is the net admitted value of bonds owned by the FM Global Group and
reflects the combined amount reported in the 2017 Annual Statements.

All of the bonds owned at year-end 2017 are held in accordance with custodial agreements
with third parties. Approximately 0.27% of the combined bond portfolio, which amounts to
$16,575,532 is held in the form of special deposits with various states.

Approximately ninety-five percent (95%) of all bonds in the combined portfolio at December
31, 2017, were rated as Class 1 and Class 2 based upon evaluation methods established by
the National Association of Insurance Commissioners, Securities Valuation Office. Class 1
and Class 2 securities are considered the “highest quality” and “high quality,” respectively.

The aggregate book/adjusted carrying value of bonds owned by the FM Global Group at
December 31, 2017, represents 30.3% of their combined total admitted assets. The book
value, fair value, actual cost and par value of each insurer’s bond portfolio at December 31,
2017, are as follows:

Insurer
Factory Mutual Insurance
Company
Affiliated FM Insurance
Company
Appalachian Insurance Company
Total

Book/Adjusted
Carrying Value
$4,522,442,521

Fair Value
$4,571,493,855

$4,647,061,213

$4,302,414,873

1,368,166,033

1,377,765,326

1,380,693,338

1,332,596,550

218,261,238
$6,108,869,792

218,204,020
$6,167,463,201

219,112,624
$6,246,867,175

217,245,738
$5,852,257,161
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Actual Cost

Par Value

LIABILITIES
Losses and Loss Adjustment Expenses

$4,240,355,274

Losses
Loss Adjustment Expenses

$3,955,911,298
284,443,976

Total

$4,240,355,274

The reserves for losses and loss adjustment expenses reflected above are the same as that
reported by the FM Global Group in the 2017 Combined Annual Statement. The FM Global
Group’s recorded reserves were reviewed for reasonableness by INS Regulatory Insurance
Services, Inc. (“INS”), consulting actuaries for the Rhode Island Insurance Division. INS
relied upon the underlying data reported by the Company, which was tested by the examiners
without exception.

INS’ analyses included a review of the actuarial assumptions and

methods utilized in determining the reserves, and such tests of actuarial calculations as
deemed necessary.

Based upon the review performed by INS, the FM Global Group’s recorded reserves were
found to be calculated in accordance with commonly accepted reserving methods and are
based on appropriate actuarial factors given the risk exposures under the policy provisions.
INS also concluded that the reported reserves make reasonable provision for all unpaid loss
and loss adjustment expense obligations of the FM Global Group, in the aggregate, under the
terms of its policies and agreements.

INS’ review was performed in accordance with the NAIC’s Risk-Focused Surveillance
Framework and was focused on those areas which generate the most risk to the FM Global
Group.
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SUBSEQUENT EVENTS
A review of the minutes to the Board of Directors’ meetings for the period subsequent to the
examination period was performed to ascertain whether any subsequent events have occurred
which would have a material impact on the Companies’ operations or financial statements.
In addition, an inquiry was made of FM Global’s management regarding subsequent events.
Based upon our review, the following significant events occurred subsequent to December
31, 2017.

Changes in Senior Management
•

Rodney Fisher, Chief Underwriting Officer, retired on March 31, 2018. Randall
Hodge was promoted to Chief Underwriting Officer, effective December 1, 2017.

•

Paul LaFleche, Chief Investment Officer, retired on March 31, 2018. Sanjay Chawla
became Chief Investment Officer, effective March 31, 2018.

•

Jonathan Hall, Chief Operating Officer, retired on July 1, 2018. Upon Mr. Hall’s
retirement, Malcolm C. Roberts was promoted to Executive Vice President, effective
May 1, 2018, and Mr. Hall’s responsibilities were reallocated between Bret Ahnell,
Executive Vice President and Malcolm C. Roberts.

•

William Lonchar, Senior Vice President, Central Division Manager, retired on
October 1, 2018. James P. O’Brien, was promoted to Senior Vice President, Central
Division Manager, effective July 1, 2018.
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CONCLUSION
We have applied verification procedures to the data and information contained in this report
using sampling techniques and other examination procedures as deemed appropriate. While
sampling and other examination procedures do not give complete assurance that all errors
and irregularities will be detected, had any been detected during the course of this
examination, such errors and/or irregularities would have been disclosed in this report. Other
than what has been noted in the body of this report, we were not informed of, and did not
become aware of any errors or irregularities that could have a material effect on the financial
condition of the Companies as presented in this report.

Participating in the examination with the undersigned were various staff insurance examiners
from the Rhode Island Insurance Division. In addition, acknowledgment is made of INS
Regulatory Insurance Services, Inc. and its related companies, INS Consultants, Inc. and INS
Services, Inc., for the services rendered to assist with the examination by providing
consulting financial examiners, actuaries and information technology specialists.

Respectfully submitted,

John Tudino Jr., CFE, CIE, CFSA
Insurance Examiner-In-Charge
Rhode Island Insurance Division
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