




























2009 Financial Summary & Commentary
To the policyholders of Grinnell Mutual 
Reinsurance Company:

Please take a look at the accompanying financial 
charts.  Notice that those valleys of adverse 
experience in 2008 were followed by 2009 results 
that were sufficient to move the Company back 
on the course of the favorable trend lines of the 
last five years.  While 2008 was a big bump in the 
road, 2009 put your company right back on its 
upward path.  This was an excellent outcome.  

Underwriting
The industry was still stuck in a soft market.  
Premium income growth was not easy to achieve.  
The Company’s continued growth in personal 
automobile business and in reinsurance assumed 
was sufficient to provide net growth in spite of the 
unfavorable rates and competition in commercial 
business.  

The Company continued to seek additional 
growth through geographic expansion in Ohio and 
Oklahoma, as well as product expansion from 
church business, additional coverage options, and 
new target markets.

The large losses of 2008 resulted in higher costs 
for ceded reinsurance in 2009, leaving less net 
premiums with which to operate.  

Grinnell Select 

Effective January 1, 2009, Grinnell Mutual 
Reinsurance Company assumed 100% of the 
business written by Grinnell Select Insurance 
Company.  As a result, the accompanying 2009 
statement of operations reflects comparatively 
greater operations than the 2008 statement, which 
did not include the Grinnell Select direct business.  

As in prior years, the accompanying financial 
charts continue to display the combined 
operations of our two insurance companies.  

Experience

The terrible storm experience of 2008 continued 
into 2009, with three of the 2009 occurrences 

aggregating 
$22.7 million, 
$17.7 million, 
and $26.6 
million.  The 
start of the 2009 
journey looked 
rough.  But, 
unlike 2008, 
the Company’s 
casualty 
business was 
more profitable, 
and also 
benefitted from 
exceptionally 

favorable development of prior-year claim 
estimates.  Ceded reinsurance programs again 
proved to work well.  The pure net loss ratio was 
held to 57.7%.

Expense increases came from salaries and benefits, 
which included incentives earned in 2009, larger 
retirement plan requirements, and obligations 
to retiring officers.  However, expense decreases 
came from the lesser need for loss adjusting 
expenses and from reductions in travel.  Continuing 
strategies to control expenses also contributed to 
the overall expense reduction of 3.0%. 

It was satisfying to arrive at the end of 2009 with 
an underwriting gain.

Investing
Everyone was still mired in a low-yield investment 
environment.  Fixed-return investments provided 
lesser rates of return.  Fortunately, investment 
management continued to minimize exposure 
to poorer credits and avoided significant write 
downs of securities as experienced by many in the 
insurance industry.  

Furthermore, the Company’s equity investments 
generally outperformed the planned targets and 
created both significant realized and unrealized 
gains.  Near-term expectations are proceeding 
on caution as no immediate signals for significant 
overall improvement in investment performance 
are in sight. 

Other items of significance
Last year, the financial crisis also reduced the 
value of assets in the company’s retirement plan.  
As a result, Company surplus was reduced by 
$4.1 million to reflect the shortfall of plan assets 
to accumulated plan benefits.  It is pleasing to 
report that those assets increased in value in 
2009 to eliminate the plan deficit.

Results
The preceding results increased surplus by 14.7% 
for the year.  The capacity ratio remains very 
strong.  Once again, Grinnell Mutual Reinsurance 
Company displayed that it had the financial power 
and appropriate steering to drive through this 
recent rocky and unmapped territory.

The accompanying financial information displays 
the 2009 results in further detail.  I would be 
happy to provide even greater detail and respond 
to any questions that you have.  You are greatly 
appreciated for your efforts in achieving 2009’s 
very good results.

Jerry D. Woods
Chief Financial Officer



Balance Sheets
Grinnell Mutual Reinsurance Company

	 December 31
	 	   2009	 	 2008
	 (000s)
Assets
	 Bonds		  $	 468,218	 $	 431,972	
	 Stocks			   56,760		  45,858	
	 Subsidiaries			   30,767		  28,626	
	 Other investments			   165		  271
	 Real estate (occupied by Company)			   4,924		  5,114	
	 Cash and short-term investments	 	 	    47,622	 	   41,326
			   Total investments	 	 608,456	 	 553,167
	 Accrued investment income 		  	 5,298		  5,012
	 Premiums and agents’ balances receivable			   64,635		  59,895	
	 Reinsurance balances			   42,519		  9,618	
	 Current and deferred income tax			   14,022		  21,420
	 Data processing equipment			   1,204		  2,066	
	 Other		  	   1,428	 	 1,405
			   Total assets	 $	 737,562	 $	 652,583

Liabilities

	 Unpaid losses and loss adjustment expenses		  $	 240,360	 $	 222,335
	 Unearned premiums			   118,781		  103,629
	 Accrued expenses and accounts payable			   39,194		  30,632
	 Current income tax			   524		  -	
	 Reinsurance balances			   9,524		  2,349	
	 Drafts outstanding			   601		  545
	 Additional liability for pension plan			   -		  6,358	
	 Statutory reserve		  	          1,222	 	         1,426	
			   Total liabilities		  410,206		  367,274
Surplus		  	 327,356	 	 285,309
			   Total liabilities and surplus	 $	 737,562	 $	 652,583
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Statements of Operations and Surplus 
Grinnell Mutual Reinsurance Company

	 Year Ended December 31
			    	 2009	     		 2008
	 (000s)
Underwriting
	 Premiums earned		  $	 353,914	 $	 306,822
	 Losses incurred			   (204,207)		  (205,142)
	 Loss adjustment expenses incurred			   (32,569)		  (35,075)
	 Underwriting and general expenses incurred		  	  (116,604)	 	    (101,357)
			   Underwriting gain (loss)		  534		  (34,752)
Investment
	 Net investment income			   23,534		  25,583
	 Net realized gains (losses)		  	         8,645	 	       (1,702)
			   Net investment gains		  32,179		  23,881
Other		  	      1,150	 	       1,589
			   Income (loss) before tax		  33,863		  (9,282)

Federal income tax expense (credit)		  	     8,833	 	       (7,289)
  			   Net income (loss)		  25,030		  (1,993)
Other surplus changes
	 Net unrealized investment gains (losses)			   5,333		  (15,142)
	 Change in nonadmitted assets			   6,086		  (11,564)
	 Change in deferred income tax		  	 1,261		  383
	 Change in additional liability for pension plan			   4,133		  (4,133)
	 Change in statutory reserve		  	          204	 	         (1,361)
			   Total surplus changes		  42,047		  (34,896)
Surplus at beginning of year		  	   285,309	 	 320,205
			   Surplus at end of year	 $	 327,356	 $	 285,309

Expenses by classification
	 Claim adjustment services		  $	 5,439	 $	 15,589
	 Commissions		  	 58,947		  51,782
	 Advertising			   2,586		  2,192
	 Boards, bureaus, and associations			   1,913		  1,890
	 Salaries and payroll taxes			   37,612		  31,491
	 Employee relations and welfare			   10,112		  4,829
	 Travel			   1,714		  1,906
	 Equipment and depreciation			   10,389		  9,248
	 Postage, telephone, and express			   2,067		  1,793
	 Taxes, licenses, and fees			   6,294		  3,971
	 Outside services			   4,653		  4,133
	 Other		  	    8,603	 	   8,652
			   Total expenses	 $	   150,329	 $	  137,476

Expenses by function
	 Loss adjustment		  $	 32,569	 $	 35,075
	 Underwriting and general			   116,604		  101,357
	 Investment		  	    1,156	 	      1,044
			   Total expenses	 $	 150,329	 $	   137,476
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The following discussion and analysis, by 
management of Grinnell Mutual Reinsurance 
Company (“GMRC” or “Company”), of GMRC’s 
financial condition and results of operations 
should be read in conjunction with its 2009 
Annual Statement.

Company overview
GMRC commenced operations in 1909 for the 
purpose of reinsuring property risks of small 
mutual insurers (“farm mutual business”).  The 
Company reinsures in excess of 290 such insurers 
(“Member Mutuals”), with the related premiums 
comprising 31% of gross premiums.  

Other gross premiums primarily consist of directly 
insured property and liability risks (“direct 
business”) written through approximately 1,600 
independent agents, which are also agents of the 
reinsured companies.  GMRC operates in eleven 
Midwest states.  Commencing January 1, 2009, 
GMRC assumed 100% of the premiums and 
related losses and expenses of its wholly-owned 
subsidiary Grinnell Select Insurance Company 
(“GSIC”).   

Management plans for controlled, moderate 
growth of premiums written and assumed.  
Premiums increased 2.3% in 2009 and declined 
1.3% in 2008.  The increase in 2009 is attributed 
to the new assumption of GSIC business.  
Industry-wide information suggests that a more 
competitive environment with premium rate 
reductions began during 2004 and continued 
through 2009.  GMRC’s change in premium is 
consistent with the industry’s change.   

The Company reinsures more than half of the 
small mutuals in its writing territory.  This 
business can have volatile loss experience 
because the business is highly weather-related.  

From 2001 through 2007, the farm mutual 
business generally generated favorable 
experience.  Thus, GMRC has been able to 
maintain stable reinsurance rates during recent 
years.  Less favorable loss experience in 2008 
generated an increase in 2009 premiums due to 
rate increases.  Such premiums increased 4.8% in 
2009 and declined 1.9% in 2008.  

GMRC is a smaller competitor for direct business 
and is subject to considerable competition.  The 
industry has experienced many premium rate 
changes.  The Company desires to maintain stable 
premium rates, but must occasionally change 
rates based not only on its own experience, but 
the competitiveness of the industry.  Consistent 
growth rates for direct business are more difficult 
to maintain.  Premiums declined 4.2% in 2009 
and 2.0% in 2008.

As previously stated, GSIC direct premium was 
assumed 100% by GMRC in 2009.  GSIC direct 
premium written was $67.5 million in 2009 and 
$55.1 million in 2008.

The largest expense category for GMRC relates to 
the benefits paid under the reinsurance contracts 
and direct insurance policies issued.  The amount 
of losses and loss adjusting expenses incurred 
depends on, along with other factors, the volume 
of risks insured, the expertise of underwriters 
and claim adjusters, the weather, the legal 
environment, and how consistently future 
experience relates to past experience and other 
factors that are used to establish premium rates.  
The ratio of losses and loss adjusting expenses to 
premiums earned was 66.9% in 2009 and 78.3% 
in 2008. 

GMRC’s farm mutual business had loss ratios of 
77.4% and 88.3% in 2009 and 2008, respectively.  
These results were primarily attributed to the 
adverse weather conditions in the Midwest—both 
in 2009 and in 2008.  The direct business loss 
ratios were 48.1% and 64.0% in 2009 and 2008, 
respectively.  These results were consistent with 
reports of Midwest region-wide experience.  Direct 
experience in 2008 was adversely affected not 
only by the weather, but by higher than expected 
casualty claim experience.  Casualty experience 
was improved in 2009.

Underwriting and general expenses incurred by 
GMRC include many of a variable nature that 
change as the premium volume changes, such as 
agent commissions and premium-based taxes.  
Other expenses are more fixed in nature, at least 
within a reasonable range of activity level, such 
as the cost of employees and facilities.  

Premium growth has not been sufficient during 
recent years to maintain a preferred percentage 
of such expenses to premiums of approximately 
30%.  The expense ratio increased in recent 
years to 31.6% in 2009 and 33.4% in 2008 due 
to decreased premium volume and increases in 
certain expenses.  It is anticipated that system 
automation costs ($6.4 million in 2009 and $5.3 
million in 2008) will continue to be significant as 
additional processes are automated.

As is consistent with the cycles prevalent in 
the property and liability insurance industry, 
investment gains become less critical to overall 
profit as the underwriting results become more 
profitable, and more critical as underwriting results 
deteriorate.  Net investment gains in 2009 were 
$32.2 million compared to $23.9 million in 2008.  
In 2009 and 2008, the deterioration of values in 
the investment markets required write downs of 
carrying values of certain investments in bonds of 
$0.2 million and $1.8 million, respectively, due to 
“other than temporary impairment.”   4
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In 2009, $14.6 million of net investment gains 
related to the sale of an equity ownership as part 
of an initial public offering.  This investment had 
been carried with an unrealized gain of $7.2 million.  
Excluding realized gains and losses, net investment 
income in 2009 was less than that of 2008 by 
8.0%.  Fixed-return investment income was limited 
the last two years by the lower yields available for 
reinvestment of maturing fixed-return investments.  
The relatively lower fixed-return yields are 
anticipated to continue in the coming year.  

Corporate structure and direction
As a mutual, GMRC is controlled by its 
policyholders, including the Member Mutuals.  
The policyholders elect a Board of Directors that 
is comprised of managers of Member Mutuals, 
some of whom are also agents for the Company.  
The Board of Directors, among its other duties, 
approves premium and commission rates for farm 
mutual business and direct business.

Subsidiaries of GMRC 
include GSIC, a specialty 
automobile insurer; an 
insurance agency to provide 
additional insurance markets 
to Company agents; and 
providers of services to 
assist Member Mutuals.

As part of the highly-
regulated and competitive 
insurance industry, the 
Company is subject to continuous monitoring 
by regulators and rating entities to ensure that 
policyholders and the public are adequately 
protected.  The protections include financial 
stability and fairness of rates. 

Critical accounting issues
The Company makes estimates and assumptions 
that have a significant effect on amounts and 
disclosures in the financial statements.  The 
estimates and assumptions can be complex and 
require subjective judgment by management.  
The most significant estimates and assumptions 
relate to investment valuation, losses and loss 
adjustment expenses, income tax, and retirement 
benefits.

Investments in fixed-return securities 
are generally reported at amortized cost.  
Investments in equities are reported at fair value, 
although value adjustments are reported as a 
change in surplus rather than as a component of 
net income.  

Each investment with a fair value less than 
cost (or amortized cost) must be evaluated 
to determine if the value impairment is other 

than temporary.  If the impairment is judged 
to be other than temporary, a realized loss 
must be recognized and reported.  In making 
this judgment, management considers factors 
such as historic operating trends, business 
prospects, industry status, analyst ratings, size 
of impairment, time period of impairment, and 
the Company’s intent and ability to hold the 
investment.

Losses and loss adjustment expenses represent 
the estimated ultimate cost of all reported and 
unreported claims incurred, net of salvage 
and subrogation recoveries.   The liabilities for 
unpaid losses and loss adjustment expenses are 
estimated using individual case valuations and 
statistical analyses.  

The estimates are based on assessments 
of known facts and circumstances, historic 
development patterns, estimated trends in claims 
frequency and severity, legal theories, and other 
factors.  Ultimate amounts can vary based on 

new information, changes 
in trends, and other 
events.  The estimates are 
continually reviewed and 
adjusted as necessary in 
current operations.

Deferred income tax assets 
are recognized to the extent 
that future taxable income 
is judged to be sufficient 
to realize those benefits.  

Judgments are made regarding the timing of 
the reversal of the separate components of the 
assets.  The actual timing of the reversals may 
vary from the estimates based on new information 
and changes in trends.  

Statutory accounting practices also limit the 
recognition of deferred income tax assets.  Such 
assets deemed to not be recoverable under the 
accounting practices are “nonadmitted” and not 
included as part of policyholder surplus.

A defined benefit retirement plan is provided for 
Company employees.  The retirement plan benefit 
obligations are estimated by a consulting actuarial 
firm.  Because the benefits are ultimately settled 
in the future, the determination of current annual 
expense and liabilities is subject to estimates and 
assumptions.  

Management and the consulting actuarial firm 
review the assumptions annually and modify them 
as necessary based on historic experience and 
expected future trends.  Key assumptions include 
the discount rate and the expected long-term rate 
of return.  Changes in the Company’s pension ob-
ligations may occur in the future due to variances 
in actual results from the key assumptions made. 5
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Management plans for controlled, 
moderate growth of premiums written 
and assumed.  Premiums increased 
2.3% in 2009 and declined 1.3% 
in 2008.  The increase in 2009 is 
attributed to the new assumption of 
GSIC business.  GMRC’s change in 

premium is consistent with the industry.



Results of operations summary
 

2009 2008 2007

($ in 000s)

Premiums earned $353,914 $306,822 $310,171

Losses and loss adjustment  
expenses incurred

(236,776) (240,217) (195,682)

Underwriting gain (loss) 534 (34,752) 13,591

Net investment gain 32,179 23,881 26,158

Net income (loss) 25,030 (1,993) 31,514

Surplus change 42,047 (34,896) 32,991

Combined ratio 0.99 1.12 0.96

Surplus growth percentage 14.7 (10.9) 11.5

Capacity ratio 1.13 1.06 0.97

The preceding information summarizes certain key operations results for the most recent 
three years.

Comparison of 2009 to 2008
Premiums earned increased by 15.3%.  Excluding 
the premiums assumed from GSIC, premiums 
earned declined by 5.6%.  Growth was more 
difficult due to increased competition in the 
industry.  Gross premiums written and assumed 
increased by 18.4% (declined 1.2% before the 
GSIC assumption).  Premiums ceded to reinsurers 
reduced net premiums by $52.0 million due to 
increased rates and the required accrual of $7.0 
million for recognition of the proportional share of 
premiums under a multi-year ceded agreement 
with large first-year losses.

Losses and loss adjustment expenses incurred 
decreased from 78.3% to 66.9% of premiums 
earned.  This improvement was the result of addi-
tional reinsurance recoveries on property business 
and much improved results on casualty business 
from the above-average experience in 2008.  

An underwriting gain resulted in 2009 of $0.5 
million compared to a loss of $34.8 million in 
2008.  Most of the improvement in results came 
from the loss experience previously discussed.  
There was also an improvement in expenses 
in 2009.  A class action law suit against the 
Company was evaluated to have expense 
exposure of $1.5 million and was accrued for in 
2008 (with no change in status reflected in 2009).  
The combined ratio (losses and expenses divided 
by premiums) improved to 0.99 from 1.12. 

Net investment gain increased by 34.7%.  One 
reason for the improvement was the sale of zero-
basis stock in an initial public offering that created 
$9.2 million of after-tax realized gains.  Another 
reason was the $1.8 million realized loss related 
to other than temporary impairment of certain 
bonds in 2008.  Net investment income earned 
declined by 8.0%.  Rates of return on new in-
vestments available in the market were less than 
those of investments maturing from the portfolio.  
In addition, a smaller base of earning assets from 
2008 year losses was a significant factor.

Net operating results improved by $27.0 million 
due to the improved underwriting results and net 
investment gain.

Surplus for the protection of policyholders 
increased 14.7%.  Improvement in the 
investment markets provided net unrealized gains 
of $5.3 million and contributed to a reduction 
in nonadmitted deferred income tax.  Also, the 
additional liability for pension plan was eliminated 
as the pension plan assets recovered in value, 
which provided additional surplus of $4.1 million.  
This surplus improvement was offset by the 
assumption of premiums from GSIC, such that 
the capacity ratio (net premiums written divided 
by surplus) declined from 1.06 to 1.13.  However, 
the capacity ratio improved on a combined (with 
GSIC) basis.6

Management’s Discussion & Analysis of Financial 
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Comparison of 2008 to 2007
Premiums earned decreased by 1.1%.  Growth 
was more difficult due to increased competition 
in the industry.  Gross premiums written and 
assumed diminished by 1.3%.  Premiums 
ceded to reinsurers reduced net premiums by 
$1.0 million due to the required payment of 
reinstatement premiums on casualty agreements 
for which losses had been recovered.

Losses and loss adjustment expenses incurred 
increased from 63.1% to 78.3% of premiums 
earned.  This deterioration was the result of poor-
er performance of the member mutual business 
primarily due to unfavorable weather.  There were 
significant tornados, windstorms, and fire losses.  
The direct division also had less favorable results 
due to weather and from increased severity and 
frequency of casualty claims.  

An underwriting loss resulted in 2008 of $34.8 
million compared to a gain of $13.6 million in 
2007.  Most of the decline in results came from 
the loss experience previously discussed.  There 
was also an increase in expenses in 2008.  A 
class action law suit against the Company was 
evaluated to have expense exposure of $1.5 
million and was accrued for.  The combined ratio 
(losses and expenses divided by premiums) 
worsened to 1.12 from 0.96. 

Net investment gain declined by 8.7%.  One 
primary reason for the decline was the $1.8 mil-
lion realized loss related to other than temporary 
impairment of certain bonds in 2008.  Another 
reason was the 2007 $1.1 million pre-tax realized 
gain from sale of appreciated equity securities 
as part of the annual reallocation of the portfolio 
to intended proportions.  Net investment income 
earned grew by 4.5%.  Rates of return on new in-
vestments available in the market were less than 
those of investments maturing from the portfolio.  
However, a larger base of earning assets from 
recent year profits was an offsetting factor.

Net operating results declined by $33.5 million 
due to the reduced underwriting results and net 
investment gain.

Surplus for the protection of policyholders 
declined 10.9%.  This surplus decline combined 
with the moderate premium growth worsened the 
capacity ratio (net premiums written divided by 
surplus) from 0.97 to 1.06.

Liquidity and capital resources
Liquidity is a measure of an entity’s ability to 
secure enough cash to meet its obligations.  
Primary sources of cash are from collection of 
premiums, investment income, and investment 
maturities.   Primary uses of cash are for claim 
payments, agent commissions, general expenses, 

taxes, property and equipment additions, and 
investment purchases.   Ordinarily, premium 
collections and investment income are sufficient 
to cover claim payments and the various 
operating expenses, leaving funds available for 
investment.

The most unpredictable cash flow component 
is the payment of claims.  The timing of claim 
payments can vary significantly and large losses 
may occur.  Cash needs for claim payments are 
mitigated by scheduled maturities of investments, 
reinsurance programs, and lines of credit.  

Fixed-return investment maturities are scheduled 
to provide recurring cash flow should unexpected 
cash needs arise.  Under ordinary circumstances, 
the maturing investments are reinvested.  Should 
cash needs exceed the ordinary, the maturing 
investment proceeds can be used to satisfy 
operating needs.  The Company also maintains 
a portion of its investments in highly-liquid, 
relatively short-term investments to provide a 
secondary source of liquidity. 

GMRC has established reinsurance programs to 
cede catastrophic and larger-than-desired losses 
to other reinsurance companies.  When such 
losses occur, claims are made by the Company 
against the reinsurers, which reimburse the 
Company.  While there is a short delay as the 
cash reimbursement inflow trails the claim 
payment outflow, the reinsurance program does 
limit the volatility of the losses and provides for 
the timely recovery of negative cash flow.

GMRC also maintains lines of credit for operating 
funds.  One line is for $15 million with a 
commercial bank.  A second line is with the 
Federal Home Loan Bank of Des Moines with the 
amount based on the availability of mortgage-
based investments to provide collateral.  These 
lines are established to reduce the possibility of 
having to liquidate a portion of the Company’s 
investment portfolio to meet large cash flow 
needs should the investment market be in a 
low-value period.  The Company has made no 
borrowings under these credit arrangements.

During 2009, GMRC produced positive cash 
flow from operations of $28.4 million and made 
additional net investment purchases of $30.0 
million.  During 2008, the extensive volume 
of losses produced negative cash flow from 
operations of $8.5 million.  The availability of 
maturing investments and reinsurance recoveries 
were sufficient to not require any borrowing under 
the credit arrangements.  

Surplus grew 14.7% in 2009 and declined 10.9% 
in 2008.  The Company still has significant 
capacity and has no plans to seek additional 
capitalization from sources other than operations.

Management’s Discussion & Analysis of Financial 
Condition & Results of Operations, continued
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Factors that may impact future results
Inflation generally has an impact on operations 
through increased losses and expenses.  
Management considers inflation when establishing 
the liabilities for unpaid claims and loss 
adjustment expenses.  Premiums are also affected 
by inflation, but increases in premiums may be 
restricted or delayed by competition and the 
regulatory rate-setting environment.  

GMRC conducts business in the Midwest, which 
is exposed to damaging storms and the potential 
for earthquake near the New Madrid Fault.  
Thus, significant storm or quake experience 
could materially adversely affect the Company’s 
results of operations and surplus.  Catastrophic 
exposure is monitored by management and by 
the Company’s reinsurance broker.  The ceded 
reinsurance program is developed annually 
based on the exposure to such losses.  Additional 
property reinsurance protection has been added 
periodically to respond to increased exposure.

The recessionary economy and other factors 
influenced the significant deterioration in 
investment markets in 2008.  The return of 
values to previous levels is an unknown, although 
significant recovery did occur in 2009.  The 
Company’s relatively conservative investment 
policy is expected to limit investment portfolio 
deterioration.  The Company generally limits its 
investment portfolio to highly rated fixed-return 
securities and no more than 10% in equities. 

As a regulated company, GMRC is subject to 
changes that may be applied to the insurance 
industry in general.  The Company is responsible 
for complying with laws, rules, and regulations 
in each of the states in which it operates.  These 
states may also be influenced by regulation 
in other states through the operations of the 
National Association of Insurance Commissioners, 
the organization that, among other things, 
attempts to standardize insurance company 
regulation in the United States.  

Certain of the laws, rules, and regulations impact 
how insurance may be written, how claims are 
settled, how rates are established, and how 
information is to be reported.  Such impacts can 
affect the competitive environment, the cost of 
administration, interpretation of the underlying 
insurance contracts, and perceptions of the public.  
Certain factions favor Federal rather than state 
regulation and have attempted to further involve 

the United States government.  The effects of any 
future Federal regulation are unknown.

Terrorism 
The Federal Terrorism Risk Insurance Act 
established a program for commercial property 
and liability losses resulting from foreign acts of 
terrorism.  The Act required insurance companies 
to make terrorism coverage available and 
provided for limited Federal protection above 
individual company retention levels through 2005.  
GMRC implemented the Act’s requirements.  

Although the Company is exposed to terrorism 
losses, it provided for premium charges to 
insureds, obtained reinsurance coverage in 
addition to the Federal protection, and evaluated 
risks such that it expected to limit its losses in 
the event of insured losses from acts of terrorism.  
In December 2005, the Terrorism Risk Insurance 
Extension Act extended the expiration of the 
Federal program through 2007.  

The Terrorism Risk Insurance Program 
Reauthorization and Extension Act of 2007 
extended the program through 2014.  The 
Company continues to manage its terrorism risk 
under the program’s requirements.

Internal control over financial 
reporting
In recent years, a number of instances of 
erroneous financial reporting by companies 
with public ownership have surfaced.  As a 
result, publicly-owned companies have become 
subject to additional requirements over financial 
reporting.  For example, the requirements of 
the Federal government’s Sarbanes-Oxley Act 
include enhancement of documentation over 
internal accounting controls, testing of controls, 
representations by management, and oversight 
by the regulators.  

These publicly-owned companies have incurred 
significant time and resources to implement the 
requirements.  In response to this situation, 
insurance regulatory bodies have imposed similar 
requirements for insurance companies.  The 
Company expects these requirements to be less 
onerous than those applicable to publicly-owned 
companies and to not become effective until 
sufficiently far in the future that the Company 
can meet the requirements without significant 
negative impact on its results of operations.

A Policy of Working Together


