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 Los Angeles, California 
 November 9, 2012 

Honorable Dave Jones 
Insurance Commissioner 
California Department of Insurance 
Sacramento, California 

 

Dear Commissioner: 

Pursuant to your instructions, an examination was made of the 

COMMERCIAL CASUALTY INSURANCE COMPANY 

(hereinafter also referred to as the Company) at the primary location of its books and 

records, 100 First Stamford Place, Stamford, Connecticut 06902.  The Company’s 

statutory home office is located at 27200 Tourney Road, Suite 360, Valencia, California 

91355.  Its main administrative office is located at 3024 Harney Street, Omaha, 

Nebraska 68131. 

SCOPE OF EXAMINATION 

We have performed our multi-state examination of the Company.  The previous 

examination of the Company was made as of December 31, 2008.  This examination 

covers the period from January 1, 2009 through December 31, 2011.  The examination 

was conducted in accordance with the National Association of Insurance 

Commissioners’ Financial Condition Examiners’ Handbook.  The Handbook requires the 

planning and performance of the examination to evaluate the Company’s financial 

condition, to identify prospective risks, and to obtain information about the Company, 

including corporate governance, identification and assessment of inherent risks, and the 

evaluation of the system controls and procedures used to mitigate those risks.  The 

examination also included an assessment of the principles used and the significant 

estimates made by management, as well as an evaluation of the overall financial 
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statement presentation, and management’s compliance with Statutory Accounting 

Principles and Annual Statement instructions.  All accounts and activities of the 

Company were considered in accordance with the risk-focused examination process. 

 

In addition to those items specifically commented upon in this report, other phases of 

the Company’s operations were reviewed including the following areas that require no 

further comment: corporate records; fidelity bonds and other insurance; pensions, stock 

ownership and insurance plans; growth of company; accounts and records; statutory 

deposits; and sales and advertising. 

COMPANY HISTORY 

On October 30, 2008, the Company became a wholly-owned subsidiary of Railsplitter 

Holdings Corporation (Railsplitter), a wholly-owned subsidiary of White Mountains 

Insurance Group, Ltd. (White Mountains).  Effective October 31, 2008, the Company, 

Railsplitter, became indirect subsidiaries of Berkshire Hathaway Inc., (BHI) pursuant to 

an Exchange Agreement by and among BHI, White Mountains, and other entities.  All of 

the issued and outstanding shares of the Company’s common stock are owned by 

Railsplitter, which is wholly-owned by General Reinsurance Corporation (GRC), a 

Delaware insurance company.  GRC is a wholly-owned subsidiary of General Re 

Corporation, a Delaware corporation, which in turn is wholly-owned by BHI, a Delaware 

corporation. 

Dividends Paid to Parent 

On November 19, 2010, the Company paid an ordinary cash dividend to its parent, 

Railsplitter, totaling $26 million. 
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MANAGEMENT AND CONTROL 

Ultimate control of the Company is maintained by Berkshire Hathaway Inc.  The  

following abridged organization chart depicts the Company’s relationship within the 

holding company system (all ownership is 100%): 

 

Berkshire Hathaway Inc. 
(Delaware) 

OBH LLC 
(Delaware) 

 Resolute 
Management Inc. 

(Delaware) 

National Liability & 
Fire Insurance 

Company 
(Nebraska) 

National Indemnity 
Company 

(Nebraska) 

General Re 
Corporation 
(Delaware) 

General Reinsurance 
Corporation 
(Delaware) 

Railsplitter Holdings 
Corporation 
(Delaware) 

Commercial 
Casualty Insurance 

Company 
(California) 
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The five members of the board of directors, who are elected annually, manage the 

business and affairs of the Company. Following are members of the board and principal 

officers of the Company serving at December 31, 2011:  

 

Directors 

Name and Residence Principal Business Affiliation 

Erika B. Duffy 
Fairfield, Connecticut 

Vice President and Secretary 
Finial Reinsurance Company 

Dale D. Geistkemper 
Omaha, Nebraska 

Treasurer and Controller 
National Indemnity Company 

Forrest N. Krutter 
Greenwich, Connecticut 
 

Senior Vice President and Secretary 
National Indemnity Company 
 

Joseph R. Liuzzi 
Media, Pennsylvania 

Vice President 
Berkshire Hathaway Reinsurance Division 
 

Brian G. Snover 
Stamford, Connecticut 

Vice President and General Counsel 
Berkshire Hathaway Reinsurance Division 
 

Principal Officers 

Name Title 

Forrest N. Krutter President 
Joseph R. Liuzzi Vice President 
Brian G. Snover Vice President 
David R. Gold Vice President 
James R. May, Jr. Controller 
Dale D. Geistkemper Treasurer 
Erika B. Duffy Secretary 
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Management Agreements 

Intercompany Services Agreement:  The Company entered into an Intercompany 

Services Agreement with its affiliate, Resolute Management Inc., (RMI), effective 

November 1, 2008.  Under the terms of the agreement, RMI provides the Company with 

accounting, claims, and underwriting services.  Reimbursement for the services 

provided by RMI is based on actual costs incurred.  This agreement was approved by 

the California Department of Insurance (CDI) on February 3, 2009.  For the years 2009, 

2010, and 2011, the Company paid RMI $16,416, $34,226, and $51,231, respectively. 

Intercompany Services Agreement:  The Company entered into an Intercompany 

Services Agreement with its affiliates, National Liability & Fire Insurance Company 

(NL&F) and National Indemnity Company (NICO), effective November 1, 2008.  Under 

the terms of the agreement, NL&F and NICO provide the Company with accounting, 

claims, and underwriting services.  Reimbursement for the services provided by NL&F 

and NICO is based on actual costs incurred.  This agreement was approved by the CDI 

on December 18, 2008.  For the years 2009, 2010, and 2011, the Company paid NICO 

$383,633, $298,593, and $314,263, respectively, under the terms of this agreement.  

No fees were due to NL&F.  For the years 2009 through 2011, the Company stated that 

the primary charges associated with the Investments Services Agreement were 

allocated salaries.  These salaries were allocated and settled under the Intercompany 

Services Agreement.  This is not in accordance with the terms of its Intercompany 

Services Agreement.  The salary allocation attributable to investment related personnel 

was not considered material and therefore, no examination recommendation was made.  

If the investment salary allocation for investment related personnel becomes material 

the Company will take the necessary steps to comply with the terms of agreement or file 

an amended agreement. 

Investment Services Agreement:  The Company entered into an Investment Services 

Agreement with its affiliate NICO, effective November 1, 2008.  Under the terms of the 

agreement, NICO provides investment management services to the Company.   
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Reimbursement for services provided to the Company is based on the actual costs 

incurred.  This agreement was approved by the CDI on February 3, 2009.  For the years 

2009 through 2011, the Company stated that the primary charges associated with the 

investments services were allocated salaries.  These salaries were allocated and settled 

under the Intercompany Services Agreement.  This is not in accordance with the terms 

of its Investment Services Agreement.  The salary allocation attributable to investment 

related personnel was not considered material and therefore, no examination 

recommendation was made.  If the investment salary allocation for investment related 

personnel becomes material the Company will take the necessary steps to comply with 

the terms of agreement or file an amended agreement. 

 

Consolidated Tax Allocation Agreement:  The Company entered into a Consolidated 

Federal Income Tax Allocation Agreement with its ultimate parent, Berkshire Hathaway 

Inc., (BHI) and many other affiliates, effective November 1, 2008.  The consolidated tax 

liability is allocated among affiliates in the ratio that each affiliate’s separate tax return 

liability bears to the sum of the separate tax return liabilities of all affiliates that are 

members of the consolidated group.  In addition, a complementary method is used 

which results in reimbursement by profitable affiliates to loss affiliates for tax benefits 

generated by loss affiliates.  In the event any company incurs a net operating loss in a 

future year in which the group reports consolidated taxable income, such company will 

be entitled to reimbursement (from other profitable members of the group) for the 

income tax benefits attributable to the loss.  All federal income taxes allocated to each 

company for the current and preceding year may be recoverable in the event future net 

operating losses are reported for that company and on a consolidated basis for the 

group, dependent upon the magnitude of such losses.  This agreement was approved 

by the CDI on March 20, 2009.  In 2009, the Company had a tax refund of $2,930.  In 

2010 and 2011 the Company paid federal income taxes of $8,239,335 and $1,363,306 

respectively. 
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TERRITORY AND PLAN OF OPERATION 

 

As of December 31, 2011, the Company was licensed to write various property and 

casualty coverages in the District of Columbia and the following 34 states: 

 

Alabama Idaho Mississippi Pennsylvania 
Arizona Illinois Missouri South Dakota 
Arkansas Indiana Montana Tennessee 
California Iowa Nebraska Texas 
Colorado Kansas Nevada Utah 
Delaware Kentucky New Mexico Virginia 
Florida Maryland North Carolina Wisconsin 
Georgia Massachusetts Oklahoma  
Hawaii Michigan Oregon  

 

Prior to 2003, the Company only wrote workers’ compensation insurance, with the 

majority of its business written in the states of California and Nevada.  In November 

2003, the Company’s then ultimate parent, Sierra Health Services sold the Company to 

Folksamerica Holding Company, Inc., (Folksamerica).  Under the terms of the sales 

agreement, the Company voluntarily ceased writing business as of December 31, 2003 

in California, Colorado, Kansas, Missouri, Nebraska, New Mexico, Texas, Utah, and in 

Nevada in April of 2004.  Folksamerica placed the Company into run-off in 2004, and it 

continues to be in run-off. 

The current business plan is to continue the run-off of the Company, with no prospective 

plans to begin underwriting operations or write direct business in any of its licensed 

states.  As of December 31, 2011, the Company had 583 open workers’ compensation 

claims, with total loss and loss adjustment expense reserves of $66.8 million. 
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LOSS EXPERIENCE 

 
The following is a summary of the Company’s reported net operating results, net income 

and surplus as regards policyholders for the examination period and 2012: 

 
 

Year Net Operating Gain 
or (Loss) 

 
Net Income 

 

Surplus as 
Regards 

Policyholders 
2009       $   27,937,563        $ 26,836,389     $ 93,322,233 
2010       $      (612,256)        $   5,027,531     $ 72,440,054 
2011       $      (483,581)        $   2,723,586     $ 75,474,752 
2012(*)       $      (334,737)        $      777,522     $ 76,417,379  

                (*) Through June 30, 2012 

 

As indicated in the above table, the Company reported a net operating gain of $27.9 

million in 2009.  This amount is primarily attributable to the re-estimation of the 

Company’s ultimate losses and loss adjustment expense which resulted in a $28.6 

million favorable prior year development from December 31, 2008 to December 31, 

2009.   

 

The Company reported net operating losses in 2010, 2011, and the first half of 2012.  

The unfavorable operating results reported are directly related to the expenses 

associated with running off the business, along with the fact that the Company is not 

writing any new business.  

 

The Company reported net income during the examination period despite the 

unfavorable net operating losses in 2010, 2011, and the first half of 2012 due to 

favorable net investment gains during those periods.   

 

REINSURANCE 

Assumed 

With the exception of some immaterial amounts of assumed liabilities associated with 
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mandatory participation in workers’ compensation pools, the Company has no  

assumed reinsurance.  In conjunction with the mandatory pools, the Company reported 

assets held by or deposited with reinsured companies of $0.2 million as of year-end 

2011. 

Ceded 

Although there were no reinsurance treaties in force as of December 31, 2011, material 

reinsurance recoverables were due under the terms of the following agreements in run-

off: 

 

Effective January 1, 1989, the Company entered into an excess of loss reinsurance 

agreement with General Reinsurance Corporation to provide coverage for its workers’ 

compensation claims.  The Company’s retention levels varied by accident year from 

$100,000 to $500,000 and its maximum policy limits varied from $5 million to $10 

million.  As of December 31, 2011, reinsurance recoverables of $62.2 million were due 

the Company under the terms of this run-off agreement. 

 

Effective July 1, 1998, the Company entered into a quota share reinsurance agreement 

with Travelers Indemnity Company of Illinois (Travelers).  The agreement expired on 

June 30, 2000, however, the Company elected to continue ceding premiums and losses 

under this agreement on a run-off basis for all policies in-force on June 30, 2000.  The 

agreement covers workers’ compensation claims below $500,000 per occurrence.  

Under the terms of the agreement, the Company ceded 30% of the first $10,000 of each 

and every loss occurrence, 75% of the next $40,000 and 100% of the next $450,000 of 

its losses and loss adjustment expenses.  As of December 31, 2011, reinsurance  

recoverables of $29.5 million were due the Company under the terms of this run-off 

agreement. 

 

The agreement with Travelers contains both retroactive and prospective reinsurance 

coverage.  The Company bifurcated this agreement to give effect to the different 
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accounting treatments.  The retroactive portion of the agreement was recorded in 

accordance with the Statements of Statutory Accounting Principles, No. 62R, Property 

and Casualty Reinsurance.  As of year-end 2011, the Company reported reinsurance 

recoverables on unpaid losses and loss adjustment expenses of $3.3 million as an 

aggregate write-in contra-liability for the retroactive portion of the agreement.  In 

addition, the Company maintained a special surplus account associated with the 

retroactive portion of the agreement of $3.3 million.  The Company can transfer special 

surplus to unassigned funds once the amount of ceded paid losses and loss adjustment 

expenses recovered exceeds the total consideration paid to the reinsurer. 

 

Effective January 1, 2000, the Company entered into a reinsurance contract with 

National Union Fire Insurance Company to provide unlimited coverage for workers’ 

compensation claims in excess of $500,000 per occurrence.  This contract expired on 

December 31, 2002, and the Company elected to extend coverage to policies in-force at 

December 31, 2002.  As of December 31, 2011, reinsurance recoverables of $49.6 

million were due the Company under the terms of this run-off agreement. 

 

Effective January 1, 2003, the Company entered into excess of loss reinsurance 

agreements (3 layers) that covered new and renewal policies effective on and after 

January 1, 2003.  Reinsurers covering the 2003 treaty included GE Reinsurance 

Corporation which was later sold and became Swiss Reinsurance America Corporation 

(Swiss), Aspen Reinsurance UK Limited (Aspen), and Hannover Ruck Verischterungs 

(Hannover).  These agreements have reduced coverage limits and exclusions for 

terrorist acts.  The Company retains the first $500,000 per occurrence with a 

$20,000,000 per occurrence maximum.  The agreements also include a provision that 

the Company must meet an annual aggregate deductible limit for each of the two layers 

that Aspen participates before it can begin to recover losses from Aspen.  As of 

December 31, 2011, the Company retained a total of $682,069 of incurred losses in 

excess of $500,000 to satisfy the aggregate deductibles.  The maximum aggregate 

deductible, which applies to Aspen’s 32.5% participation in all losses $500,000 excess 

of $500,000, is $682,069.  As of December 31, 2011, reinsurance recoverables of $3.3 
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million were due the Company under the terms of this run-off agreement. 

 

As of the examination date, and under the terms of the above ceded reinsurance 

agreements, the Company reported total reinsurance recoverables of $144.6 million or 

192% of surplus.  A review of the reinsurance recoverables balance disclosed that the 

overdue 90 days balance amount to only $47,000. 

 

FINANCIAL STATEMENTS 

The financial statements prepared for this examination report include: 

     Statement of Financial Condition as of December 31, 2011 

     Underwriting and Investment Exhibit for the Year Ended December 31, 2011 

     Reconciliation of Surplus as Regards Policyholders from December 31, 2008 
         through December 31, 2011 
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Statement of Financial Condition 
as of December 31, 2011 

 Ledger and 
  Nonledger Assets Not   Net Admitted 
Assets      Assets    Admitted          Assets  Notes 
        
Bonds $   105,532,622 $  $   105,532,622  
Cash and short-term investments  29,492,793    29,492,793  
Investment income due and accrued  619,871    619,871  
Amounts recoverable from reinsurers  1,447,628    1,447,628  
Funds held by or deposited with reinsurance companies  209,779    209,779  
Current federal and foreign income tax recoverable and  
     interest thereon  187,644    187,644  
Net deferred tax asset  3,584,542  3,242,938  341,604  
Aggregate write-ins for other than invested assets  2,494,029  592,000  1,902,029  

Total assets $ 143,568,908 $3,834,938   $ 139,733,970  

Liabilities, Surplus and Other Funds 

Losses and loss adjustment expenses     $ 66,843,931 (1) 
Other expenses      561,443  
Taxes, licenses and fees      150,000  
Provision for reinsurance      9,364  
Payable to parent, subsidiaries and affiliates      57,740  
Aggregate write-ins for liabilities      (3,363,260)  

Total liabilities   64,259,218  

Aggregate write-ins for special surplus funds     $ 3,363,260 
Common capital stock  3,000,000 
Gross paid-in and contributed surplus  53,253,594 
Unassigned funds (surplus)      15,857,898 
     Surplus as regards policyholders      75,474,752  

 Total liabilities, surplus and other funds                              $   139,733,970  



 

13 

Underwriting and Investment Exhibit 
for the Year Ended December 31, 2011 

Statement of Income 

Underwriting Income 

Premiums earned    $ (1,336) 

Deductions: 

    Losses and loss expenses incurred $ 62,014 
    Other underwriting expenses incurred   420,231 
         Total underwriting deductions    482,245 

Net underwriting loss  (483,581) 

Investment Income 

Net investment income earned $ 4,052,740 
Net realized capital gain  10,457 

Net investment gain  4,063,197 

Other Income 

Aggregate write-ins for miscellaneous income      $ 18,801 

Total other income   18,801 

Net income before federal and foreign income taxes  3,598,417 
Federal and foreign income taxes incurred   874,831 

Net income  $ 2,723,586 

 Capital and Surplus Account 

Surplus as regards policyholders, 
    December 31, 2010   $ 72,440,054 

Net income $ 2,723,586 
Change in net unrealized capital gains 366,493 
Change in net deferred income tax (514,492) 
Change in nonadmitted assets 442,384 
Change in provision for reinsurance  16,727 

Change in surplus as regards policyholders for the year   3,034,698 

Surplus as regards policyholders, 
     December 31, 2011  $   75,474,752 
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Reconciliation of Surplus as Regards Policyholders 
from December 31, 2008 through December 31, 2011 

Surplus as regards policyholders, 
    December 31, 2008 per Examination  $ 66,590,054 

      Gain in    Loss in 
      Surplus     Surplus  

Net income $   34,587,506     $ 
Change in net unrealized capital gains 695,456 
Change in net deferred income tax  6,122,334 
Change in nonadmitted assets 5,643,995 
Change in provision for reinsurance 80,075 
Dividends to stockholders    26,000,000 

Total gains and losses $    41,007,032 $ 32,122,334 

Net increase in surplus as regards policyholders   8,884,698 

Surplus as regards policyholders, 
    December 31, 2011, per Examination  $ 75,474,752 
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COMMENTS ON FINANCIAL STATEMENT ITEMS 

(1) Losses and Loss Adjustment Expenses 

The December 31, 2011 loss and loss adjustment expense reserves were evaluated by 

a Casualty Actuary from the California Department of Insurance.  Based on the analysis 

performed, the Company’s reserves for losses and loss adjustment expenses were 

deemed reasonable. 

 
SUMMARY OF COMMENTS AND RECOMMENDATIONS 

 

Current Report of Examination 

 

None. 

 

Previous Report of Examination 

 

None. 
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Respectfully submitted, 
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