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SALUTATION

May 10, 2016

Honorable Karen Weldin Stewart, CIR-ML
Delaware Insurance Commissioner
Delaware Department of Insurance
Rodney Building

841 Silver Lake Blvd.

Dover, Delaware 19904

Dear Commissioner;

In compliance with instructions and pursuant to statutory provisions contained in
Certificate of Authority No. 15.032 dated April 24, 2015, an examination has been made of the
affairs, financial condition and management of

ST. PAUL SURPLUS LINES INSURANCE COMPANY
hereinafter referred to as the “Company” or “SPSLIC” and incorporated under the laws of the
State of Delaware as a stock company. The examination was conducted at the main
administrative office of the Company, located at 2711 Centerville Road, Suite 400, Wilmington,
Delaware, 19808. The examination was a coordinated examination and was conducted
concurrently with the State of Connecticut Insurance Department (CID). The CID was assigned
as lead state by the National Association of Insurance Commissioners (NAIC) under the
Coordination of Holding Company Group Exams guidance. Separate reports of examination

were filed for each company in the holding company. The report of examination thereon is

respectfully submitted.
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SCOPE OF EXAMINATION

We have performed an examination of the Company. The last examination covered the
period of January 1, 2007 through December 31, 2009, and was performed by the Delaware
Department of Insurance (DE DOI). This examination covers the period of January 1, 2010
through December 31, 2014, and was performed by the Delaware Department of Insurance.

We conducted our examination in accordance with the 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 company 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 company were considered in accordance with the risk-
focused examination process. This may include assessing significant estimates made by
management and evaluating management’s compliance with Statutory Accounting Principles.
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 Company’s financial statements.

This examination report includes significant findings of fact and general information
about the insurer and its 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 company.
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The Company’s external auditor KPMG, LLP (KPMG), made available for review all
work papers pertinent to its audit of the Company’s financial statements for the year ended
December 31, 2014. Certain work papers prepared by the external accounting firm were
incorporated into the examiners work papers if deemed appropriate and in accordance with the

NAIC Handbook.

SUMMARY OF SIGNIFICANT FINDINGS

There were no significant material adverse findings or financial adjustments as a result of

this examination.

COMPANY HISTORY

General

The Company was incorporated on February 22, 1974, as St. Paul Surplus Lines
Insurance Company, a stock insurer, under General Corporation Law of the State of Delaware.
Business was commenced May 31, 1974. The Charter provides for a perpetual term of existence.

As a specialty carrier, the Company continued underwriting operations nearly exclusively
to the writing of excess and surplus lines of insurance. The Company’s Certificate of Authority
however authorized the transaction of business health, credit health, property, marine and
transportation, and casualty for the following lines: vehicle, liability, burglary and theft, personal
property floater, glass, boiler and machinery, credit, leakage and fire extinguisher equipment,
malpractice, elevator, congenital defect, livestock, entertainments’ surety and workers
compensation, employer’s liability and miscellaneous.

In November 2003 the ultimate parent, The St. Paul Companies, Inc. entered into an

agreement and plan of merger with Travelers Property Casualty Corp. The resulting company



St. Paul Surplus Lines Insurance Company

became known as The St. Paul Travelers Companies, Inc., and remained a Minnesota
corporation.

On February 26, 2007, The St. Paul Travelers Companies, Inc. changed its name to The
Travelers Companies, Inc. (TRV) and began trading on the New York Stock Exchange under the
new symbol “TRV”.

Capitalization

As of December 31, 2014, the Company had issued and outstanding 41,000 shares of common
capital stock, each having a par value of $100 per share. All shares were issued to Indemnity,
the Company’s parent. Capital paid-in amounted to $4,100,000.

Dividends

During the period under examination, the Company paid dividends to its sole stockholder

as follows:
Year Dividend Paid
2010 $29,100,000
2011 $22,700,000
2012 $9,400,000
2013 $16,500,000
2014 $25,500,000

All dividends paid were approved by the Delaware Insurance Department.

MANAGEMENT AND CONTROL

Board of Directors

The bylaws state that the business and affairs shall be managed by a Board of Directors,

consisting of one or more directors. The directors shall be elected at the annual meeting of the
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stockholders and shall hold office until a successor is elected and qualified. The Company's

bylaws have not been amended during this examination period.

The Board of Directors, duly elected in accordance with its bylaws and serving at

December 31, 2014 were as follows:

Individual

Jay Steven Benet

William Herbert Heyman

Michael Frederick Klein

Brian William MacLean

Kenneth Franklin Spence, 111

Officers

Principal Business Affiliation

Vice Chairman & Chief Financial Officer
The Travelers Indemnity Company

Vice Chairman & Chief Investment Officer
The Travelers Indemnity Company

Executive Vice President, & Co-President, Business
Insurance
The Travelers Indemnity Company

Chairman, President & Chief Executive Officer
The Travelers Indemnity Company

Executive Vice President & General Counsel
The Travelers Indemnity Company

The Senior Officers of the Company at December 31, 2014 were as follows:

Individual

Brian William MacLean
Jay Steven Benet
William Herbert Heyman

Alan David Schnitzer

Doreen Spadorcia

Andy Francis Bessette

Office

Chairman, President & Chief Executive Officer
Vice Chairman & Chief Financial Officer

Vice Chairman & Chief Investment Officer

Vice Chairman & Chief Executive Officer,
Business & International Insurance

Vice Chairman & Chief Executive Officer, Personal
Insurance, Bond & Financial Products

Executive Vice President & Chief Administrative
Officer
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Bruce Richard Jones

Madelyn Joseph Lankton

Maria Olivo

Kenneth Franklin Spence, 111
Douglas Keith Bell

Douglas Kenneth Russell
Scott William Rynda

Wendy Constance Skjerven

Renee Helou Davis

Committees of the Board

Executive Vice President & Chief Risk Officer

Executive Vice President & Chief Information
Officer

Executive Vice President, Strategic Development &
Treasurer

Executive Vice President & General Counsel
Senior Vice President, Accounting Policy
Senior Vice President & Corporate Controller
Senior Vice President, Corporate Tax

Associate Group General Counsel, Corporate &
Corporate Secretary

Vice President & Chief Corporate Actuary

The Company’s Board of Directors established an investment committee. The following persons

were serving as members as of December 31, 2014:

Investment Committee Member

Jay Steven Benet

William Herbert Heyman

Brian William MacLean

Corporate Records

The recorded minutes of the shareholders, Board of Directors (Board), and certain

internal committees were reviewed for the period under examination. The recorded minutes of

the Board adequately documented its meetings and approval of Company transactions and events

and for the approval of investment transactions in accordance with 18 Del. C. §1304.
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Inspection of Company files indicated that an ethics statement/conflict of interest
statement was completed by all directors and employees for the examination period. A review of
the Company’s bylaws revealed that no changes were made during the examination period.

Insurance Holding Company System

The Company is a member of an insurance holding company system as defined in 18 Del.
C. 85001(4) “Insurance Holding Company System.” The Company’s Holding Company

Registration Statements were properly filed for the years under examination.

Organization Chart

The following abbreviated presentation of the holding company system reflects the
identities and interrelationships between the Company and other members of the holding

company system as of December 31, 2014:

Domiciliary
Company Jurisdiction
The Travelers Companies, Inc. Minnesota
St. Paul Fire and Marine Insurance Company (24767) Minnesota
St Paul Surplus Lines Insurance Company (30481). Delaware

The five digit codes above indicate the NAIC company numbers and designate the
company as an insurance company.

Affiliated Agreements

Expense Allocation Agreement
Effective January 1, 2007, the Company entered into an agreement to provide for sharing
and payment of expenses and costs among affiliates. Individual company allocations appear in

the Annual Statement, Underwriting and Investment Exhibit, Part 3.
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Tax Allocation Agreement

Effective April 1, 2004, the Company entered into the Travelers tax allocation agreement,
which sets forth the manner in which the total consolidated federal income tax is allocated.
Income taxes are allocated to member companies of the TRV consolidated return group based on
their respective separate taxable income. Companies with a current federal income tax
receivable from TRV will receive a settlement to the extent that such receivables are for tax
benefits that have been utilized in the consolidated federal income tax return. Member
companies are reimbursed by TRV in the event the Internal Revenue Service levies upon a
member’s assets for unpaid taxes in excess of the amount specifically allocated to each member.
Money Market Liquidity Pool

Effective May 24, 2006, the company became a party to a private short-term investment
pool, known as the Travelers Money Market Liquidity Pool (TRVMMLP), in which affiliated
companies may participate. This pool is managed by Indemnity. Each company may convert its
position in the pool into cash at any time and may also use its position in the pool to settle
transactions with other affiliated participants in the pool. The position of each company in the
pool is calculated and adjusted daily. Each participating insurance company carries its share of
the pool as a short-term investment in the NAIC Annual Statement, Schedule DA.
Quota Share Reinsurance Agreement

Effective January 1, 2007, the Company entered into an intercompany pooling
arrangement where the Company participates in the Travelers Reinsurance Pool (TRV Pool).
See the section of the reported titled “Retention and Reinsurance” for a detail discussion of this

agreement.
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TERRITORY AND PLAN OF OPERATION

The Company was licensed only in Delaware but produced direct premium in all other
states as a surplus lines company or as an authorized non-admitted insurer. Due to the nature of
business the Company writes, the Company distributed its products through independent surplus
lines brokers. Therefore, as an authorized non-admitted insurer, the Company does not utilize an
agency force. In addition, the Company does not utilize Managing General Agents (MGA's) or
Third-party Administrators (TPA'S).

The Company’s principal writings included primary general liability, umbrella and
excess liability, commercial multiple peril, commercial property and inland marine.

As of the examination date, the Company had an AM Best financial strength rating of
A++ (Superior). Due to the Company being a participant in the proportional pooling
arrangement, the AM Best report represented the Travelers Companies, Inc. on a consolidated

basis

REINSURANCE

The Company participates in the TRV Pool, an inter-company pooling arrangement.
Indemnity is the lead company and administers the Pool with all of the other participating
companies (the Companies) ceding their business to Indemnity. The pool of net underwriting
business after reinsurance is transacted by Indemnity with third party reinsurers, is then
retroceded to the pool participants. The provision for reinsurance and write-off of uncollectible
reinsurance are reported in the statutory financial statements of Indemnity and are not allocated
to the other Pool participants. The Company is a 0.88% participant in the arrangement which

basically required all business of the Company produced directly (including expenses and
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liabilities incurred pursuant thereto) and all expenses related to the conduct of insurance business

in general (except investment expenses and federal income taxes) to be ceded 100% to

Indemnity.

As of the examination date, there were 35 companies participating in the Pool. The

names, NAIC company codes, and inter-company pool percentages of the Companies

participating in the Pool are as follows:

Company Name

St. Paul Fire & Marine Insurance Company

The Travelers Indemnity Company

Travelers Casualty and Surety Company

The Phoenix Insurance Company

The Standard Fire Insurance Company

United States Fidelity and Guaranty Company
Travelers Casualty Ins. Company of America
Farmington Casualty Company

The Automobile Insurance Company of Hartford, CT
The Travelers Indemnity Company of Connecticut
The Charter Oak Fire Insurance Company
Northland Insurance Company

St. Paul Surplus Lines Insurance Company

The Travelers Indemnity Company of America

St. Paul Protective Insurance Company

Northfield Insurance Company

Travelers Casualty Company of Connecticut
Travelers Commercial Casualty Company
Travelers Commercial Insurance Company

St. Paul Mercury Insurance Company

10

NAIC
Company
Code
24767
25658
19038
25623
19070
25887
19046
41483
19062
25682
25615
24015
30481
25666
19224
27987
36170
40282
36137
24791

Pool
Participation
Percent
24.79
23.29
20.36
5.00
4.84
441
2.73
1.48
1.37
1.37
1.27
1.22
0.88
0.77
0.58
0.52
0.47
0.47
0.47
0.40



St. Paul Surplus Lines Insurance Company

Travelers Property Casualty Company of America
Travelers Property Casualty Insurance Company
The Travelers Casualty Company

(formerly Athena Assurance Company)

Travelers Constitution State Insurance Company
(formerly St. Paul Medical Liability Insurance Company)
TravCo Insurance Company

Travelers Excess and Surplus Lines Company

The Travelers Home and Marine Insurance Company
Travelers Personal Insurance Company

Travelers Personal Security Insurance Company
Discover Property & Casualty Insurance Company
Discover Specialty Insurance Company

Northland Casualty Company

American Equity Specialty Insurance Company
Fidelity & Guaranty Insurance Underwriters, Inc.

St. Paul Guardian Insurance Company

11

25674
36161

41769

41750
28188
29696
27998
38130
36145
36463
10213
24031
10819
25879
24775

0.36
0.30

0.29

0.29
0.27
0.27
0.27
0.27
0.27
0.14
0.14
0.14
0.10
0.10
0.10
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FINANCIAL STATEMENTS

Financial statements, as reported and filed by the Company with the State Department of

Insurance, are reflected in the following:

Statement of assets, liabilities and surplus

Statement of operations

Reconciliation of surplus for the period since the last examination
Supporting schedules and exhibits to the extent needed

12
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ST. PAUL SURPLUS LINES INSURANCE COMPANY
STATEMENT OF ASSETS
DECEMBER 31, 2014

Nonadmitted Net Admitted
Assets Assets

$ 536,098,073

16,069,234

6,311,721

$ 1,400,574 21,273,076
185,238 36,236,294
5,016,368

43,807 738,016
3,070,825 10,286,706
84,217 1,553,496

Assets

Bonds $ 536,098,073
Short Term Investments 16,069,234
Investment income due and
accrued 6,311,721
Uncollected premiums and
agents' balances in the
course of collection 22,673,650
Deferred premiums, agents'
balances and installments
booked but deferred and
not yet due 36,421,531
Amounts recoverable from
reinsurers 5,016,368
Accrued retrospective
premiums 781,823
Net deferred tax asset 13,357,531
Aggregate write-ins for
other than invested assets 1,637,713

Total Assets $ 638,367,646

$ 4,784,661 $ 633,582,985

13

Notes
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ST. PAUL SURPLUS LINES INSURANCE COMPANY
STATEMENT OF LIABILITES AND SURPLUS
DECEMBER 31, 2014

Notes
Losses 256,829,311 2
Reinsurance payable on paid losses and loss adjustment expenses 9,843,665
Loss adjustment expenses 62,535,676 2
Commissions payable, contingent commissions and other similar char 5,430,671
Other Expenses 5,687,911
Taxes, licenses and fees 2,959,876
Current federal and foreign income taxes 1,143,526
Unearned premiums 80,297,099
Dividends declared and unpaid to Policyholders 409,266
Ceded reinsurance premiums payable 2,233,177
Amounts withheld or retained by company for account of others. 532,416
Payable to parent, subsidiaries and affiliates 3,755,377
Payable for securities 7,798,411
Aggregate write-ins for liabilities (741,963)
Total liabilities $438,714,419
Special surplus from retroactive reinsurance $ 739,766
Common capital stock 4,100,000
Gross paid in and contributed surplus 56,030,937
Unassigned funds 133,997,863
Surplus as regards policyholders $ 194,868,566
Total liabilities, surplus and other funds $633,582,985

14
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ST. PAUL SURPLUS LINES INSURANCE COMPANY
STATEMENT OF INCOME
DECEMBER 31, 2014

Premiums earned 175,819,023
Losses incurred 81,276,900
Loss adjustment expenses incurred 25,102,025
Other underwriting expenses incurred 53,382,067
Total underwriting deductions 159,760,992
Net underwriting gain 16,058,031
Net investment income 18,601,270
Net realized capital gains 89,445
Net investment gain 18,690,715
Net loss from agents' or premium balances charged off (398,867)
Finance and service charges not included in premiums 684,520
Aggregate write-ins for miscellaneous loss (107,249)
Total other income 178,404
Net income before dividends to policyholders, before all other federal and

foreign tax 34,927,150
Dividends to policyholders 276,897
Federal and foreign income taxes incurred 7,601,213
Net Income

15

27,049,040
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ST. PAUL SURPLUS LINES INSURANCE COMPANY
RECONCILIATION OF SURPLUS FOR THE PERIOD SINCE THE LAST
EXAMINATION
DECEMBER 31, 2014

Capital and Surplus, January 1, 2010 $ 189,601,647
Net income 109,464,768
Additions:
Change in net unrealized capital gains 58,019
Change in nonadmitted assets 1,946,066
Total Additions 2,004,085
Deductions:
Change in net deferred income tax (2,909,203)
Cummulative effect of changes in accounting principles (236,036)
Dividends to stockholders (103,200,000)
Aggregate write-ins for gains and losses in surplus 143,304
Total Deductions (106,201,934)
Capital and Surplus, December 31, 2014 $ 194,868,566

16
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ANALYSIS OF CHANGES IN THE FINANCIAL STATEMENTS RESULTING FROM
EXAMINATION

There were no financial adjustments to the Company’s financial statements as a result of

this examination.

COMMENTS ON FINANCIAL STATEMENT ITEMS

(Note 1) Bonds $536,098,073

The Company’s bonds represent 97.1% of invested assets at year-end 2014. 98.8% of the
Company’s bonds are rated as Class 1 by the NAIC. The percentage of bond maturities between
one and ten years is 57.9%. The percentage of bond maturities between ten and twenty years is
42.1%.

(Note 2) Losses $ 256,829,311
Loss Adjustment Expenses $62,535,676

The examination liabilities for losses and loss adjustment expenses shown above are the
same amounts as reported by the Company in its 2014 filed annual statement.

The amounts reported as losses and loss adjustment expenses are a percentage of the
TRV Pool. Because the losses and loss adjustment expenses are pooled items, the Company
takes only its allocated proportion of the Pool losses on its financial statements. In this case that
proportion is 0.88%.

The actuarial review performed by the CID consulting actuary on the TRV Pool reserves
was obtained and reviewed by the DE DOI consulting actuary. The DE DOI consulting actuary
reviewed the Pooled reserves and did not identify any proposed examination changes. As a
result of the opinion review the DE DOI did not recommend any examination changes for the
loss and loss adjustment reserves reported by the Company as of December 31, 2014.

SUBSEQUENT EVENTS

No significant events were identified subsequent to December 31, 2014.

17
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SUMMARY OF RECOMMENDATIONS

Compliance with Prior Exam Recommendations

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

Current Exam Recommendations

There were no recommendations as a result of this examination.

CONCLUSION

The following schedule shows the results of this examination and the results of the prior

examination with changes between the examination periods:

Increase

Description December 31, 2010 December 31, 2014 (Decrease)

Assets 636,638,778 633,582,985 (3,055,793)
Liabilities 447,037,130 438,714,418 (8,322,712)
Aggregate write-ins for special surplus funds 4522877 739,766 (3,783,111)
Common Capital Stock 4,100,000 4,100,000 0
Gross Paid In and Contributed Surplus 56,030,937 56,030,937 0)
Unassigned Funds (Surplus) 124,947 833 133,997,863 9,050,030
Total Surplus 189,601,648 194,868,566 5,266,919
Totals 636,638,778 633,582,985 (3,055,793)

In addition to the undersigned, Steven Guest, CFE, (Examination Supervisor) participated
in the examination.

Respectfully submitted,

Peter Bliss, CFE
Examiner-In-Charge
State of Delaware
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