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 Lincoln, Nebraska 
 March 31, 2017 
 
 
Honorable Bruce R. Ramge 
Director of Insurance 
Nebraska Department of Insurance 
941 “O” Street, Suite 400 
Lincoln, Nebraska 68508 
 

Sir: 

Pursuant to your instructions and authorizations, pursuant to Neb. Rev. Stat. §44-5904 (1), 

an Association Examination has been conducted of the financial condition and business affairs of 

the 

 FIRSTCOMP INSURANCE COMPANY 
 222 South 15th Street, Suite 1500 N 
 Omaha, Nebraska 68102 
 
(hereinafter also referred to as the “Company”) and the report of such examination is respectfully 

presented herein. 

INTRODUCTION 
 
 The Company was last examined as of December 31, 2010 by the State of Nebraska.  The 

current financial condition examination covers the intervening period to, and including, the close 

of business on December 31, 2015, and includes such subsequent events and transactions as were 

considered pertinent to this report.  The States of Nebraska, Illinois, Delaware and Virginia 

participated in the examination and assisted in the preparation of this report.  

 The same examination staff conducted concurrent financial condition examinations of the 

Company’s affiliates, Alterra America Insurance Company, Associated International Insurance 

Company, Essentia Insurance Company, Essex Insurance Company, Evanston Insurance 
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Company, Markel American Insurance Company, Markel Global Reinsurance Company and 

Markel Insurance Company.  

SCOPE OF EXAMINATION 

This examination was conducted pursuant to and in accordance with both the NAIC 

Financial Condition Examiners Handbook and §44-5904(1) of the Nebraska Insurance Statutes.  

The Handbook requires that examiners plan and perform the examination to evaluate the 

financial condition and identify prospective risks of the Company by obtaining information about 

the Company, including, but not limited to: corporate governance, identifying and assessing 

inherent risks within the Company, and evaluating system controls and procedures used to 

mitigate those risks.  The examination also includes assessing the principles used and significant 

estimates made by management, as well as evaluating the overall financial statement 

presentation and management’s compliance with Statutory Accounting Principles and Annual 

Statement Instructions when applicable to domestic state regulations. 

The examination was completed under coordination of the holding company group 

approach with the Illinois Department of Insurance as the coordinating state and Delaware, 

Missouri, Nebraska and Virginia as participating states.  The companies examined under this 

approach benefit to a large degree from common management, systems and processes, and 

internal control and risk management functions that are administered at the consolidated or 

business unit level.  

The coordinated examination applies procedures sufficient to comprise a full scope 

financial examination of each of the companies in accordance with the examination procedures 

and standards promulgated by the NAIC and by the respective state insurance departments where 

the companies are domiciled.  The objective is to enable each domestic state to report on their 
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respective companies’ financial condition and to summarize key results of examination 

procedures.   

 A general review was made of the Company’s operations and the manner in which its 

business has been conducted in order to determine compliance with statutory and charter 

provisions.  The Company’s history was traced and has been set out in this report under the 

caption “Description of Company”.  All items pertaining to management and control were 

reviewed, including provisions for disclosures of conflicts of interest to the Board of Directors 

and the departmental organization of the Company.  The Articles of Incorporation and By-Laws 

were reviewed, including appropriate filings of any changes or amendments thereto.  The 

minutes of the meetings of the Stockholders, Board of Directors and committees, held during the 

examination period, were read and noted.  Attendance at meetings, proxy information, elections 

of Directors and Officers, and approval of investment transactions were also noted. 

 The fidelity bond and other insurance coverages protecting the Company’s property and 

interests were reviewed.  Certificates of Authority to conduct the business of insurance in the 

various states were inspected and a survey was made of the Company’s general plan of 

operation. 

 Data reflecting the Company’s growth during the period under review, as developed from 

the Company’s filed Annual Statements, is reflected in the financial section of this report under 

the caption “Body of Report”. 

 The Company’s reinsurance facilities were ascertained and noted, and have been 

commented upon in this report under the caption “Reinsurance”.  Accounting records and 

procedures were tested to the extent deemed necessary through the risk-focused examination 
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process.  The Company’s method of claims handling and procedures pertaining to the adjustment 

and payment of incurred losses were also noted.  

All accounts and activities of the Company were considered in accordance with the risk-

focused examination process.  The examination included a review of work papers prepared by 

KPMG, LLP, the Company’s external auditors, during their audit of the Company’s accounts for 

the year ended December 31, 2015.  Portions of the auditor’s workpapers have been incorporated 

in to the workpapers of the examiners and have been utilized in determining the scope and areas 

of emphasis in conducting the examination.  This utilization was performed pursuant to Title 210 

(Rules of Nebraska Department of Insurance), Chapter 56, Section 013.   

DESCRIPTION OF COMPANY 

HISTORY 

 Financial American Insurance Company was incorporated under the laws of the State of 

Missouri on December 17, 1986, as a joint stock casualty insurance company.  The Company 

commenced business on December 31 of that same year. 

 Financial American Insurance Company applied to the Director of Insurance of the State of 

Nebraska for approval to redomesticate to the state of Nebraska and simultaneously change its name 

to FirstComp Insurance Company.  The Director approved said application on March 11, 1997.  On 

March 13, 1997, the Nebraska Department of Insurance approved the Form A application of Aspen 

Holdings, Inc., to acquire control of the Company from First American Financial Corporation, a 

Missouri Corporation and sole shareholder of the Company. 

 On October 15, 2010, Markel Corporation, an insurance holding company based in 

Richmond, Virginia, acquired 100% of the issued and outstanding stock of Aspen Holdings, Inc., 
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the parent of the Company.  Aspen Holdings, Inc. has since been renamed Markel Aspen, Inc. and 

remains the Company’s sole shareholder.  

MANAGEMENT AND CONTROL 

 Holding Company 

 The Company is a member of an insurance holding company system as defined by 

Nebraska Statute.  An organizational listing, flowing from the ‘Ultimate Controlling Person”, as 

reported in the 2015 Annual Statement, is represented by the following (subsidiaries are denoted 

through the use of indentations, and unless otherwise indicated, all subsidiaries are 100% 

owned).  The listing includes an abbreviated chart of all insurance related entities: 

 Markel Corporation  
  Markel Insurance Company 

Markel American Insurance Company 
  Associated International Insurance Company 
  Essentia Insurance Company 
  Evanston Insurance Company 
  Essex Insurance Company 
  Markel Aspen, Inc. 
   FirstComp Insurance Company 
  Alterra Capital America Limited 
   Alterra USA Holdings Limited 
    Markel Global Reinsurance Company 
     Alterra America Insurance Company 
    
 Shareholder 

 The Articles of Incorporation provide that, “the aggregate number of shares which the 

Company shall have authority to issue shall be Fifteen Thousand (15,000) shares of a par value of 

One Hundred Dollars ($100) each, amounting in the aggregate to One Million Five Hundred 

Thousand Dollars ($1,500,000).”   

The Articles of Incorporation and By-Laws provide that, “annual meetings of Shareholders 

of the Company shall be held at the Home Office of the Company on or before the 30th day of June 
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in each and every calendar year for the election of the required members of the Board of Directors 

and the transaction of any other business as may properly come before the Shareholders for their 

action.” 

 A cash dividend of $23,020,302 was paid to Markel, the Company’s parent, on December 1, 

2015.  No other dividends were paid during the period under examination.   

 Board of Directors  

 The Company’s By-Laws provide that, “the Board of Directors shall consist of no fewer 

than five (5) persons and shall be elected at the annual meeting of the Shareholders.”   

The following persons were serving on the Board of Directors at December 31, 2015: 

 Name and Residence  Principal Occupation 

 Gerard Albanese Jr. Executive Vice President, Chief Underwriting Officer, 
   Richmond, Virginia  Markel Corporation 
 
 Chad C. Bertucci                 President of the Company 
   Omaha, Nebraska 
  
 Brian J. Costanzo Segment Controller, Markel Corporation 
  Omaha, Nebraska   
 
 Francis M. Crowley President, Co-Chief Operating Officer, Markel 
 Richmond, Virginia  Corporation   
 
 Britton L. Glisson Chief Administrative Officer, Markel Corporation 
 Doswell, Virginia       
 
 Anne G. Waleski Executive Vice President, Chief Financial Officer 
  Richmond, Virginia  Markel Corporation 
 
 Richard R. Whitt III President, Co-Chief Executive Officer, Markel 
   Glen Allen, Virginia  Corporation 
 
 
 
 
 

     



 7 

 Officers 

 The Company's Articles of Incorporation state that, “Officers of the Company shall consist 

of a President, a Vice President, a Secretary/Treasurer, who shall be elected by the Board of 

Directors by and from their number at its annual stated meeting.”   

 The following is a listing of Officers elected and serving the Company at December 31, 

2015: 

Name  Office 
 
Chad C. Bertucci President 
Richard R. Grinnan Secretary 
April L. Duff Treasurer 
Francis M. Crowley Chairman of the Board 
Anne G. Waleski Vice President, Assistant Treasurer & Chief  
  Financial Officer 

 Richard R. Grinnan Vice President  
Edward S. Coleman Assistant Secretary 

 Rebecca S. Dubois Assistant Secretary 
Jonathan G. Neal Assistant Secretary 
Kelli S. Plusch Assistant Secretary 
Karl M. Strait Assistant Secretary 

 Kathleen A. Sturgeon Assistant Secretary 
Deidre I. Balbuena Assistant Vice President 

 Robin Russo Assistant Vice President 
   
TRANSACTIONS WITH AFFILIATES 

 Management Agreement 

The Company entered into a Management Agreement with Markel Services Inc. (MSI), 

effective November 23, 2013.  Under terms of the agreement MSI shall act at the exclusive 

business and underwriting manager for the Company.  Services include, but are not limited to: 

management, administrative, financial and investment advisory services, underwriting, claims 

and reinsurance services. 
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 Binding Authority Agreement 

The Company entered into a binding authority agreement with MSI and Markel West, 

Inc. (MW), effective November 23, 2013.   Under the terms of the agreement, the Company and 

MSI grant certain underwriting authority to MW whereby MW will manage a portion of the 

business written by the Company.   

 Investment Advisory Agreement 

  The Company entered into an Investment Advisory Agreement with an affiliate, Markel-

Gayner Asset Management Corporation (Markel-Gayner), effective October 15, 2010.  Under the 

terms of the agreement, Markel-Gayner shall adhere to the Company’s investment policies and 

guidelines.  The investment services provided include the continuous review of the Company’s 

entire debt and equity investment portfolio, determination of securities to be transacted and what 

portion of the Company’s portfolio should be maintained in a cash position.  For the services 

provided, Markel-Gayner shall withhold a commission of one percent (1%) of the portfolio’s 

market value.   

  The agreement was amended twice during the examination period.  On July 31, 2014 it 

was amended to remove the requirement of Markel-Gayner to be registered with the United 

States Securities and Exchange Commission.  On February 16, 2015 it was amended to reduce 

the annual fee to point two percent (0.2%) for non-equity portfolio holdings while the remainder 

of the portfolio remained at one percent (1%). 

 Revolving Credit Agreement 

 The Company entered into a Revolving Credit Agreement with its parent, Markel 

Corporation, on September 13, 2010, whereby Markel Corporation will lend the Company up to 

25% of its policyholder surplus as of the preceding December 31.  Any borrowings will bear 
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interest at a prime rate announced by SunTrust Bank.  It is anticipated that any loans under the 

agreement will not remain outstanding for more than 90 days.  The agreement may be terminated 

by either party upon 30 days written notice.   

 Tax Allocation Agreement 

The Company entered into a Consolidated Tax Allocation Agreement with its parent, 

Markel Corporation, on January 1, 2013, providing for the filing of a consolidated income tax 

return for the tax year 2012 and subsequent years.  The agreement establishes the method for 

calculating payment by both the subsidiary and the parent equal to the payment ratio each would 

have been obligated to pay to the Internal Revenue Service had separate returns been filed.   

TERRITORY AND PLAN OF OPERATION 

 As evidenced by current or continuous Certificates of Authority, the Company is licensed 

to transact business in 28 states as follows: 

Arizona Arkansas Colorado 
Connecticut Georgia Hawaii 
Idaho Indiana Iowa 
Kansas Massachusetts Minnesota  
Mississippi Missouri Nebraska  
Nevada New Hampshire New Mexico  
North Carolina Oklahoma Oregon   
Pennsylvania Rhode Island South Carolina 
South Dakota Tennessee Virginia  
West Virginia 

 
The Company is a direct writer of workers’ compensation and employers’ liability 

insurance, with all underwriting and marketing performed by employees of affiliated companies.    

The Company’s strategy is to market workers’ compensation and employers’ liability 

insurance primarily to employers that, because of their small size or other non-experience related 

characteristics, find themselves without viable voluntary market options.  Without these options, 

the employers typically find themselves in the “involuntary” or “residual” market. 
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The Company’s marketing and distribution strategy is intended to result in the 

distribution of its product through a large net of independent agents that, by virtue of their size 

(small) and location (rural) are grossly underserved by larger multi-line insurance carriers.  The 

Company’s experience has demonstrated the ability to successfully market through this segment 

of the independent agent community for several reasons.  First, the Company offers small 

agencies a new market for workers’ compensation insurance that understands and embraces the 

needs of the small agency.  Second, the Company does not impose minimum volume 

requirements on its producers.  Last, the Company focuses largely on providing workers’ 

compensation products to underserved rural agents who lack viable voluntary workers’ 

compensation markets. 

In several states where the Company is not authorized, MSI and MW sell policies 

through other insurers as part of the management and binding authority agreements.  The 

Company also uses this arrangement in the states where policyholders would require an A.M. 

Best “A level” rating.  Effective July 1, 2011, the Company and its affiliates are no longer 

engaged in active agreements with non-affiliated insurance companies for premium production.  

REINSURANCE 

 Assumed 

As a result of the acquisition by Markel Corporation, the Company ceased assuming 

business from third parties on July 1, 2011.  The Company also ceased assuming written 

premium under its quota share assumption contracts with Republic Underwriters Insurance 

Company (Republic).  The Company had been assuming 30% of business placed with Republic 

Group companies through FirstComp Insurance Agency, Inc. and FirstComp Underwriters 

Group (FCUG). 
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The Company assumes business through a mandatory insurance pool established by 

member states of the National Council on Compensation Insurance (NCCI), along with separate 

mandatory insurance pools established in the States of Indiana and Mississippi which are not 

members of the NCCI.    

The Company reported no assumed premiums from affiliates at December 31, 2015.   

 Ceded 

 The Company has three layers of excess of loss reinsurance with unaffiliated entities in 

effect at December 31, 2015.  These agreements indemnify the Company for ultimate net losses 

at 100%, including adjustment and legal expenses, in excess of its $2,000,000 retention as 

follows: 

The First Layer provides $8,000,000 in excess of $2,000,000 each occurrence, with an 

$8,000,000 annual terrorism limit.  The Second Layer provides $10,000,000 in excess of 

$10,000,000 each occurrence, with a $20,000,000 aggregate net loss for all occurrences and a 

$10,000,000 annual terrorism limit. The Third Layer provides $40,000,000 in excess of 

$20,000,000 each occurrence, with an aggregate net loss for all occurrences of $80,000,000 with 

a $40,000,000 annual terrorism limit.  The maximum net loss for any one employee from one 

Occurrence shall be $10,000,000. 

The Company, along with other affiliates, entered into a 50% per person excess of loss 

agreement with a $5,000,000 per person, per occurrence limit for losses in excess of 

$10,000,000.  The agreement also has a $5,000,000 annual terrorism limit. 

The Company entered into a quota share agreement with an affiliate, Evanston Insurance 

Company (Evanston), effective November 1, 2010.   Under this contract, Evanston will assume 

50% of the Company’s original net retention or original assumed participation on business 
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underwritten or managed by FCUG or FirstComp Insurance Agency, Inc.   During the 

examination period FirstComp Insurance Agency, Inc. was merged into FCUG, which was 

subsequently merged into MSI.   The Company will receive no ceding commission and all costs 

incidental to the writing of the ceded business will be shared proportionately. 

The Company entered into a quota share reinsurance agreement with Banyan Re Ltd., a 

former affiliate, effective September 1, 2006.  Under this contract, the Company ceded 30% of 

the net liabilities and obligations for losses under the Company’s workers’ compensation 

policies.  The contract was amended on an annual basis to adjust the quota share percentage.  

This agreement and all related amendments were novated to Evanston effective April 1, 2011.  The 

Novation Agreement was subsequently commuted effective January 1, 2015.  

 General 

 All contracts reviewed contained standard insolvency, arbitration, errors and omissions, and 

termination clauses where applicable.  All contracts contained the clauses necessary to assure 

reinsurance credits could be taken.   

BODY OF REPORT 

GROWTH 

 The following comparative data reflects the growth of the Company during the period 

covered by this examination: 

 

 

 

 

 



 13 

 

 2011 2012 2013 2014      2015 

Cash and invested assets $235,170,586 $236,118,291 $253,284,259 $262,083,945 $246,546,687 
Admitted assets 291,218,585 283,222,392 293,406,229 304,859,191 283,213,892   
Losses  137,219,633 127,600,495 114,842,490 105,720,594 104,063,406 
Loss adjustment expenses 30,999,337 27,980,132 21,493,408 20,919,911 20,076,049 
Unearned premiums 21,189,226 19,888,591 19,449,069 19,074,867 19,260,655 
Total liabilities 207,377,326 192,812,181 177,809,346 171,105,973 164,462,897   
Unassigned surplus 10,968,865 23,612,255 48,798,927 66,955,262 51,953,039 
Premiums earned 92,486,313 50,992,799 45,456,966 45,494,652 45,266,281 
Losses and loss adjustment  
  expenses incurred 69,644,286 39,727,876 18,590,299 23,115,153 15,867,687 
Net underwriting gain 4,430,655 (5,635,670) 12,173,556 8,663,062 15,522,413 
Net investment gain 4,795,509 6,431,441 5,564,494 6,030,983 6,973,511 
Net income 8,355,578 2,823,004 13,966,729 12,098,173 17,396,094 
 
FINANCIAL STATEMENTS 

 The following financial statements are based on the statutory financial statements filed by 

the Company with the State of Nebraska Department of Insurance and present the financial 

condition of the Company for the period ending December 31, 2015. The accompanying 

comments on financial statements reflect any examination adjustments to the amounts reported 

in the annual statements and should be considered an integral part of the financial statements. A 

reconciliation of the capital and surplus account for the period under review is also included. 
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FINANCIAL STATEMENT 
DECEMBER 31, 2015 

Assets 
 Nonadmitted Net Admitted 
 Assets Assets Assets 
 
Bonds $104,413,726  $104,413,726 
Common stocks 88,720,685  88,720,685 
Cash and short-term investments 53,212,276  53,212,276 
Receivables for securities          200,000 _______          200,000 
     
Subtotals, cash and invested assets $246,546,687  $246,546,687 
Investment income due and accrued 1,308,224  1,308,224 
Uncollected premiums 5,851,787 $514,389 5,337,398 
Deferred premiums 20,983,728 446,052 20,537,676 
Amounts recoverable from reinsurers 5,405,639  5,405,639 
Funds held by reinsured companies 1,211,610  1,211,610  
Other amounts receivable under 
   reinsurance contracts 1,263,047  1,263,047 
Claims clearing                    1,603,611 _______       1,603,611  _   
    
Total $284,174,333 $960,441 $283,213,892 
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Liabilities, Surplus and Other Funds 
 
Losses $104,063,406 
Reinsurance payable on loss and loss adjustment expenses 456,286 
Loss adjustment expenses 20,076,049 
Commissions payable, contingent commissions and other similar charges 401,447 
Other expenses 2,634,103 
Taxes, licenses and fees 2,882,073 
Current federal income taxes  4,494,680 
Net deferred tax liability 1,342,267 
Unearned premiums 19,260,655 
Advance premium 981,218 
Dividends declared and unpaid to policyholders 117,693 
Ceded reinsurance premiums payable 5,508,955 
Payable to parent, subsidiaries and affiliates       2,244,065 
   
Total liabilities $164,462,897 
 
Common capital stock $    1,500,000 
Gross paid in and contributed surplus 65,297,956 
Unassigned funds      51,953,039 
 
Total surplus $118,750,995 
 
Total liabilities, surplus and other funds $283,213,892 
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STATEMENT OF INCOME - 2015 
 
Underwriting Income 
 
Premiums earned $45,266,281 
 
Losses incurred $10,797,189 
Loss expenses incurred  5,070,498 
Other underwriting expenses incurred   13,876,181 
 
Total underwriting deductions $29,743,868 
    
Net underwriting gain $15,522,413 
 
Investment Income 
 
Net investment income earned $  4,331,164 
Net realized capital gains     2,642,347 
    
Net investment gain $  6,973,511 
 
Other Income 
 
Net gain from agents’ or premium balances charged off $    (796,663) 
Finance and service charges not included in premiums 560,486 
Late fees and NSF charges        786,155 
    
Total other income $     549,978 
 
Net income before dividends to policyholders and federal income taxes $23,045,902 
Dividends to policyholders          53,909  
Federal income taxes incurred                5,595,899 
 
Net income   $17,396,094
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CAPITAL AND SURPLUS ACCOUNT 
 
 2011 2012 2013  2014 2015 
 
Capital and surplus, beginning $67,678,345 $83,841,258 $90,410,211 $115,596,883 $133,753,218 
     
Net income $  8,355,578 $  2,823,004 $13,966,729 $  12,098,173 $  17,396,094 
Change in net unrealized capital 
    gains or (losses) 1,798,570 3,311,565 13,403,953 6,630,832 (9,585,908) 
Change in net deferred income tax 164,184 (1,663,225) (666,487) (752,172) 36,356 
Change in nonadmitted assets 2,679,652 2,097,608 402,892 179,502 171,537 
Cumulative effect of changes in 
    accounting principles  (94,565)  
SSAP 10R additional DTA 6,074,438  
Reclass SSAP 10R additional  
  DTA (6,074,438)   
Impact of prior period accounting 
    error net of tax 3,259,494  (1,920,415)   
Dividends to stockholders _________                                         __________    (23,020,302)      
     
Net change for the year $16,162,913 $ 6,568,953 $ 25,186,672 $  18,156,335 $ (15,002,223) 
           
Surplus as regards policyholders, 
  ending $83,841,258 $90,410,211 $115,596,883 $133,753,218    $118,750,995 
 
EXAMINATION CHANGES IN FINANCIAL STATEMENTS 

 Unassigned funds (surplus) in the amount of $51,953,039, as reported in the Company’s 

2015 Annual Statement, has been accepted for examination purposes.  Examination findings, in the 

aggregate, were considered to have no material effect on the Company’s financial condition.    

COMPLIANCE WITH PREVIOUS EXAMINATION RECOMMENDATIONS 

 The recommendations appearing in the previous report of examination are reflected 

below together with the remedial actions taken by the Company to comply therewith: 

Custodial Agreement – During review of the custodial agreements, it was noted that the 
Company’s agreement with The Northern Trust Company was not in compliance with all 
of the provisions of Title 210, Chapter 81 of the Nebraska Department of Insurance Rules 
and Regulations, in particular 003.02(e) and (j).  It is recommended that the Company 
revise its custodial agreement to include all provisions related to safeguards and controls 
of securities pursuant to Title 210 (Nebraska Department of Insurance Rules and 
Regualtions), Chapter 81. 
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Action:  The Company has complied with this recommendation.  
 

COMMENTARY ON CURRENT EXAMINATION FINDINGS 

 Premiums Receivable  

 The aging of premium receivable balances was not reported in accordance with SSAP No. 6.  

The Workers’ Compensation system does not always utilize the effective date in the aging of its 

non-installment and non-audit premium and the premium is aged based on the statement date.   

Additionally, the Company is not capturing future installments on a policy when one installment 

payment goes over 90 days past due.  It is recommended that the Company make the necessary 

changes to their system that will allow for premium receivable to be calculated in accordance 

with SSAP No. 6.   If changes to the system are not feasible, it is recommended that the 

Company implement a manual review process to ensure that premium receivable is reported in 

accordance with SSAP No. 6.   

SUMMARY OF COMMENTS AND RECOMMENDATIONS 

The following comments and recommendations have been made as a result of this 

examination: 

 Premiums Receivable – It does not appear that premium receivable has been calculated in 
accordance with SSAP No. 6.  It is recommended that the Company make the necessary changes 
to their system that will allow for premium receivable to be calculated in accordance with SSAP 
No. 6.  If changes to the system are not feasible, it is recommended that the Company implement 
a manual review process to ensure that premium receivable is reported in accordance with SSAP 
No. 6.   
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