
For two decades, ICI Mutual has pursued 

a mission of providing investment 

companies the highest quality underwriting,

claims handling, and risk management 

services. As the only captive insurer serving

mutual funds and their directors, officers,

and advisers, ICI Mutual is uniquely aligned

with its insureds and stands committed 

to serving them for decades to come. 
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We are gratified that the hard work of our staff and the active involvement of our dedicated

Directors have enabled ICI Mutual to perform so well. The Company posted an underwriting

profit for the third consecutive year and the Company’s historically conservative investment

strategy resulted in solid portfolio returns that were generally unaffected by the credit market

disruptions that began in early 2007. As a result, the Company’s capital surplus reached 

an all-time high of $160.4 million. In more good news, A.M. Best reaffirmed ICI Mutual’s

“A” (Excellent) rating and returned its rating outlook to stable. These accomplishments provided

the Company’s Board of Directors with a sound rationale to resume paying an annual dividend

to members, amounting to $4.5 million for 2007.

While we are particularly pleased with our financial success in 2007, we are not complacent.

Competition in the mutual fund insurance market remained strong in 2007. A softening in 

the overall insurance market, coupled with ongoing competition from commercial insurers,

resulted in a reduction in new business written, lower renewal premiums, and a modest

decline in net premiums earned in 2007. Market conditions did not affect ICI Mutual’s adher-

ence to its long-term mission of providing mutual funds, their directors, officers, and advisers

with insurance coverages targeted to the particular exposures faced by the fund industry 

2007, the Company’s 20th 
anniversary, was an excellent 
year for ICI Mutual.

message
FROM THE PRESIDENT AND CHAIRMAN
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at risk-related prices. ICI Mutual recognizes that as the industry’s captive insurer, its insurance

products will be neither the least nor the most expensive over the long-term. Rather, by provid-

ing consistent coverage and prompt, even-handed claims handling through all insurance market

cycles, ICI Mutual delivers an excellent long-term value to its insureds. As evidence of the high

regard in which insureds hold the Company, we are pleased to report client retention rates

above 90%. Indeed, results from a client survey conducted in the summer of 2007 demonstrate

that insureds rank ICI Mutual very highly in the key areas of service and claims handling.

We are also pleased to report that ICI Mutual secured full support for the renewal of its 

reinsurance treaty for the 2007–2008 period. ICI Mutual’s reinsurance partners are highly 

rated by A.M. Best and are well-diversified globally. These reinsurance partners stand behind

ICI Mutual in supporting mutual funds, their directors, officers, and advisers, and provide 

the Company with the additional capital strength that insureds expect and appreciate. 

During 2007, ICI Mutual continued to resolve legacy insurance claims arising out of the 

trading scandal events of 2003–2004. Although the imprint of the industry’s biggest legal 

and regulatory challenge is now fading, the financial impact of the trading scandal on 

the Company and its reinsurance partners has been very costly. Through the end of 2007, 

the Company has paid claims totaling over $220 million related to the scandal — including 

payments of nearly $60 million in 2007 alone. These payments represent reimbursement 

for legal fees and certain settlements, but not fines and penalties, reflecting the Company’s

financial support of its insureds’ extraordinary efforts in defending themselves against 

scandal-related allegations made by the plaintiffs’ bar and regulators. For the industry, 

the investment in vigorous defense efforts has helped to reaffirm regulatory protections 

and to establish new legal precedents that should help to insulate the industry against 

future attacks by the plaintiffs’ bar. For the Company, the investment in vigorous defense 

efforts has helped to reduce the frequency and severity of new claims to a level not 

experienced in a decade. 
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Yet risks and challenges remain. Although the bulk of trading scandal issues have been

resolved, our insureds continue to be exposed to prospectus liability claims, the expenses 

of regulatory investigations, and the costs of correcting various operational errors. ICI Mutual’s

underwriting and risk management initiatives focus on these exposures. Currently, the

Company’s staff is following legal developments related to attacks on mutual fund fees, such 

as those on 401(k) plan fees, and credit market disruptions that originated from sub-prime

mortgage lending activity. 

As part of living up to our mission to provide insureds with the highest quality underwriting,

claims handling, and risk management services, the Company continues to invest in education 

for its staff to ensure that you, as insureds, are serviced by the most knowledgeable complement 

of underwriters and claim professionals in the business. To further improve our client service and

efficiency, we have streamlined the Company’s insurance application to reduce the information-

gathering burden on our insureds without affecting our ability to gather the information essential

to underwriting risk. 

In 2007, we also expanded our educational outreach efforts to the industry by meeting 

with numerous fund boards and sharing our risk management expertise in forums across 

the country. We are especially pleased about a joint effort with the Independent Directors

Council (IDC) in the fall of 2007. ICI Mutual’s General Counsel, along with two independent

fund chairmen and an esteemed member of the mutual fund defense bar, presented panel 

discussions on insurance and litigation matters at the IDC’s two conferences. As the industry’s

captive, helping fund directors and advisers better understand the nature of mutual fund 

insurance is a core part of our mission. 

A unique advantage that ICI Mutual brings to its insureds is the exceptional knowledge of our

Board of Directors, composed of over 20 industry veterans who contribute a wealth of invest-

ment company-specific knowledge to ICI Mutual’s insurance offerings. In the last few months,



three directors with long-standing ties to the Company —

Robert Graham, Henry Hopkins, and Alan Dynner — have

retired from their fund organizations and thus are in 

the process of stepping down from the ICI Mutual Board. 

To recognize their extraordinary contributions over the

past 20 years and to draw on their wealth of wisdom, 

we have replaced our regular annual report format with

a roundtable discussion featuring them and John Cogan,

who is himself a founding and continuing member of

ICI Mutual’s Board of Directors. Dan Steiner, ICI Mutual’s

General Counsel, facilitated their discussion.  

We thank you for selecting ICI Mutual as your insurance

provider and promise we will never take your ongoing 

support for granted. We are proud of our mission to serve

the industry —a mission that has not changed over the 

past two decades —and we will continue to do the utmost 

to serve your needs.

POSTSCRIPT FROM THE PRESIDENT:

I’d like to pay special thanks to Bob Graham for his guidance and support over his past two 

years as Chairman. As many readers know, Bob has enjoyed a distinguished career, having been 

a founder and then Chairman of AIM Investments. On an industry level, Bob has contributed 

a great deal of time and energy to pursue initiatives, both at ICI Mutual and at the Investment

Company Institute, that have helped make mutual funds the best vehicle for America’s investors.

It has been a pleasure working with Bob, and on behalf of the Company’s staff, directors, and

insureds, I wish him the very best in retirement.

Lawrence R. Maffia
President

Robert H. Graham
Chairman of the Board
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Henry Hopkins
Jack Cogan 
Robert Graham
Alan Dynner

FOUR
INFLUENTIAL
MEN, 

ONE SOLID
VISION



ONE INDUSTRY CHANGED



Two decades ago, American businesses,

including mutual funds and their advisers,

faced a severe liability insurance crisis. 

If appropriate coverage could be purchased,

the cost was increasing at an alarming

rate. In response to this crisis, members 

of the fund industry established ICI Mutual.

Four long-time Board members reflect 

on the Company’s contributions to the

industry over the past 20 years.  
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Four members of ICI Mutual’s Board of Directors met recently to discuss 

the Company’s contributions to the industry’s insurance and risk management

environment and to debate the challenges facing the Company and 

its next generation of leaders and insureds. Daniel T. Steiner, ICI Mutual’s

Executive Vice President and General Counsel, facilitated the roundtable 

discussion between John F. Cogan, Jr. (the first Chairman of the

ICI Mutual Board), with Pioneer Investment Management USA, Inc.,

Henry H. Hopkins, recently retired from T. Rowe Price Associates, Inc.,

Robert H. Graham (current ICI Mutual Chairman), retired from AIM

Management Group, Inc., and Alan R. Dynner, retired from Eaton Vance Corp.

[HOPKINS] The mutual fund industry was, of course,

much smaller 20 years ago. We expected growth, 

but who could have foreseen the extent of it —growing 

from about $770 billion in assets under management 

in 1987 to $12 trillion in 2007. That’s more than 

a 15-fold increase over two decades!

[COGAN] Back in 1987, corporate America was 

in the midst of an extraordinary liability insurance crisis.

In addition to the S&L failures, there were large losses

resulting from product liability lawsuits. Fund industry

leaders cooperated to establish ICI Mutual in response 

It’s a pleasure to be here with you as we

celebrate ICI Mutual’s 20th anniversary. Bob,

Jack, and Henry, you have each served as

Chairman of the Board. As long-time direc-

tors, each of you has also been heavily

involved in the work of Board committees.

Alan, you were a key legal architect behind

the formation of the Company and served 

as the Company’s chief outside counsel for

many years. More recently, you have been

an active member of the Company’s Board

and of various Board committees.

Did it occur to any of you, back in 1987, that

either the fund industry or ICI Mutual would

be where they are today?
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John F. Cogan, Jr.
Pioneer Investment Management USA, Inc.
First Chairman of the ICI Mutual Board

“ICI Mutual provides 
the industry with stable, 
consistent coverage and 
service. In the highly
cyclical commercial insur-
ance market, the Company
is the ballast to ensure
that necessary coverages
and limits are always
available to funds, their
directors, officers, and
advisers.”
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to the industry’s inability to secure requisite insurance 

coverage at rational rates. 

Our core objective was to shield funds, their directors,

officers, and advisers from the hard and soft market

cycles of the commercial insurance industry that existed

in the 1980s and that continue today. We also wanted 

to address the commercial insurance industry’s reluctance

to appreciate the unique insurance and risk management

needs of the fund industry, and to design the kinds of 

coverages that funds, directors, officers, and advisers need

to fit their own specialized needs.

[DYNNER] Yet even in the early years, we had broader

aspirations for ICI Mutual —namely to create a resource

of industry-based expertise regarding the liability risks

and insurance concerns of mutual funds, fund directors

and officers, and fund advisers. We knew that a “captive”

insurance company formed by the fund industry could be

an ideal vehicle to serve the industry’s specialized needs

and help it shape its own insurance coverage, insurance

premiums, and risk management services. 

[GRAHAM] The Company has fulfilled that role well 

by becoming an innovator of coverages that today remain 

at the core of mutual fund needs, including coverage 

for both formal and informal regulatory investigations,

coverage for the costs associated with correction of vari-

ous types of operational errors, and coverage for the sub-

stantial legal fees and expenses that can be involved in

defending against fee-based lawsuits. This Company has

really set the pace for the rest of the insurance industry

in the investment management arena. 

[HOPKINS] That’s right Bob, and today the Company

continues to fill the insurance needs for a substantial seg-

ment of the investment management industry. Over the

years, we’ve all seen a number of commercial insurers not

only enter and exit this market, but also expand and con-

tract coverages to meet their own corporate objectives. 

ICI Mutual has held to its original mission, of making insur-

ance limits and coverages available on a consistent basis

and at risk-related prices. As the fund industry’s captive,

ICI Mutual is owned by the very industry it serves. This

means ICI Mutual’s interests are aligned with the industry’s
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interests, and that’s the basis of the loyalty and trust that

ICI Mutual has gained among its long-time insureds.

Henry, you just said that ICI Mutual’s mission

has not changed. How has mutual fund insur-

ance itself changed over the last 20 years?

[HOPKINS] Perhaps the biggest change is that today’s

independent fund directors are more knowledgeable

about and involved in insurance decisions and risk man-

agement issues than ever before. Independent directors,

like those of us employed by fund advisers, recognize that

the selection of insurance carriers, and the development

of insurance programs, are important business judgments

requiring time and attention, and that like other business

judgments, insurance decisions require consideration 

of a number of different factors. 

[DYNNER] Perhaps as a result, in today’s environment

it is not uncommon to see fund groups, particularly

larger fund groups, employing professional risk man-

agers or other insurance specialists, and consulting 

on a regular basis with professionals — whether the

ICI Mutual staff, outside insurance brokers, outside 

counsel, or outside insurance consultants — to assist

them in the evaluation and placement of fidelity bond

and professional liability insurance programs.

[GRAHAM] Dan, I think it’s instructive to turn around 

your question and underscore what has not changed. 

Of course, ICI Mutual has always been innovative, 

and so offers some new products and services. But 

the Company’s focus on meeting the specialized Bond

and D&O/E&O needs of its insureds has not changed.

This focus has enabled the Company to help insulate

funds, their shareholders, directors, officers, and advisers

from the effects that one sees by reason of the natural

cycles of commercial insurance markets — namely, 

periodic reductions in the availability of limits, periodic

reductions in scope of coverage, and variable pricing 

with little apparent association with underlying risk.

[COGAN] Bob, I’m glad you mentioned pricing. Some

fund companies may overlook ICI Mutual because they’re

focused only on cost without considering the value of ser-

vice and consistency of coverage. Don’t get me wrong —

cost is certainly one appropriate factor to consider in
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making an overall business judgment on an insurance pro-

gram. But it is no more sensible to select insurance based

solely on cost than to select an adviser based solely on fees.  

Bob, I’d like to return to your comment

regarding ICI Mutual’s focus on providing

insurance that meets the specialized insur-

ance needs of the fund industry. How 

different are the insurance needs of funds,

advisers, and independent directors 

from those of operating companies in the

broader corporate sector? 

[GRAHAM] As a matter of structure, operation, and

regulation, mutual fund complexes are very different

from operating companies. It’s no surprise that their

insurance needs are different as well. For example, 

in recent years, it has become more common for fund

complexes to obtain supplementary insurance coverage

for their independent fund directors, sometimes referred

to as “IDL” coverage. Some insurers offer so-called

“Side A” IDL coverage, which insures independent fund

directors only for losses for which they can not be

indemnified by their funds. In the corporate arena, 

where operating companies go bankrupt from time to

time, such “Side A” products may make a lot of sense. 

By contrast, in the mutual fund arena, where mutual

funds never go bankrupt and where independent directors

are otherwise very rarely at risk for non-indemnifiable

losses, such products are of questionable value. ICI Mutual

has chosen to offer a standard supplementary IDL product

that protects independent directors for various non-

indemnifiable losses, and protects funds for their indem-

nification obligations to these directors. ICI Mutual views

this as a better fit for the specialized needs of our industry.

[COGAN] Bob, ICI Mutual’s approach to coverage 

for affirmative misconduct or fraud provides another

example of how insurance approaches used in the

broader corporate arena may not translate to the mutual

fund sector. Almost every mutual fund D&O/E&O policy

contains an exclusion for fraud and similar misconduct.

Policies offered by commercial insurers often use 

wording drawn from the general corporate arena which

requires a finding by a court of law to enforce the exclu-

sion. As a practical matter, such “final adjudication” 

language means that the exclusion can almost never 

be invoked, even in cases of an insured’s clear fraud,

because insureds do not risk going to court, they settle.
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Effectively these policies permit fraud to be insured.

ICI Mutual has always viewed such wording as not in the

best interests of mutual funds and their investors, particu-

larly where, as is common in the fund industry, funds and

their affiliated service providers share a single D&O/E&O

policy. In our industry, the risk of fraud is basically a

service provider risk, and ICI Mutual believes that both

fiduciary responsibility and public policy counsel against

providing insurance coverage for a service provider’s

actual fraud. Of course, mere allegations of fraud do 

not trigger the ICI Mutual exclusion, and ICI Mutual has

spent vast sums —particularly over the past five years —

to compensate advisers and other insureds for their legal

fees and costs in defending themselves against unwar-

ranted allegations of misconduct.

[DYNNER] We shouldn’t forget that ICI Mutual has

also consistently provided a number of affirmative spe-

cialized coverages that are not always available in the

commercial insurance market. “Costs of correction” cov-

erage, for example, has always been a key feature of the

ICI Mutual policy. This coverage is designed to respond 

to the unique relationship between investment advisers

and their clients, and to the interest that both may have 

in resolving legal responsibility for operational mistakes

without prolonged and costly litigation between them.

ICI Mutual has paid tens of millions of dollars under this

coverage to remedy liabilities incurred by advisers and

other insured service providers in such areas as process-

ing corporate actions, adhering to investment guidelines,

and assignment of portfolio trades.  

How would you characterize the reputation

of ICI Mutual within the industry?

[DYNNER] When I speak with other industry profes-

sionals, it is clear that ICI Mutual is held in the highest

regard by the industry. In particular, the Company has

built a reputation for its top-notch underwriting and

claims handling.  

[HOPKINS] That’s true and I think its first-rate 

reputation is the result of its deep industry knowledge,

and cultivation of an experienced, professional staff.



Alan R. Dynner
Retired from Eaton Vance Corp.

“Sometimes I think fund
companies may not fully
appreciate the intangible
benefits of ICI Mutual. The
Company’s specialized risk
management services,
and its commitment
to the investment
company niche, 
can simply not be
matched by other
carriers.”
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[GRAHAM] Based on research conducted by an inde-

pendent consultant last summer, I know the industry sees

the ICI Mutual staff as thoroughly professional —the best

in the business. 

[COGAN] From my work on the Board, I know the

Company continues to make improvements to enhance

customer service. Just recently, for example, it has been

rolling out a revised application to minimize the effort

insureds spend to provide the information necessary for

the Company to make an informed underwriting judgment. 

[DYNNER] One hard-to-measure service that

ICI Mutual provides is a steady flow of information and

educational materials for insureds and for the industry 

as a whole. The Company’s annual Risk Managment

Conference is an excellent way for peers to exchange

views about what works in the risk management arena.

ICI Mutual’s library of risk management studies has

helped all insureds improve the risk profile of their

organizations. These studies, prepared with extensive

input from industry experts, help to identify areas 

of risk and provide practical advice and techniques 

to minimize these risks. 

Over the years, each of you has devoted

hundreds of hours to ICI Mutual, overseeing

and supervising the work of the Company

and its professional staff. Which Company

achievements make you most proud? And,

are there things that you might have done

differently? 

[HOPKINS] First and foremost, I would say that

ICI Mutual has clearly accomplished the initial objective

its founders set out to achieve: to provide mutual funds,

their directors, officers, and advisers with a source of 

tailored and sustainable insurance coverage at risk-related

prices, through both hard and soft insurance markets. 

In fact, a number of the coverages that have proved most

important to the entire fund industry over the years have

been standard features of the ICI Mutual policy since the

Company’s formation. 

[COGAN] What Henry says is so true about the

Company’s impact on the marketplace as a whole. 

All fund organizations, and not just ICI Mutual insureds,

have benefited from the standard-setting coverages the

Company brings to the market. 



Henry H. Hopkins
Retired from T. Rowe Price Associates, Inc.

“ICI Mutual’s knowledge-
able staff works closely
with insureds to manage
and reduce risks 
faced by funds,
their directors,
officers, 
and advisers.”
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On the service front, I’m most proud of the Company’s

track record of prompt, efficient, and fair claims handling.

As many of my colleagues in the industry know, balanced

equitable settlement of claims is the principal reason 

for insurance coverage; unfortunately, it is not always easy

to achieve. ICI Mutual has distinguished itself in this area.

We are a highly specialized industry, and the Company’s

experts have the knowledge to address fully the intrica-

cies of complex —and sometimes arcane —claims. 

This has resulted in real benefits for insureds. In fact,

ICI Mutual has now paid out over $500 million in claims! 

[GRAHAM] That speaks to the Company’s operation

and integrity. On a similar note, I’m proud of the

Company’s ability to secure the confidence of the leading

insurance rating agency, A.M. Best. In 1993, the first year

ICI Mutual was eligible for a rating, A.M. Best issued an 

“A” (Excellent) rating and the Company has maintained 

its rating ever since, even during the 2003–2007 period

when the Company faced the challenge of the trading

scandal and its aftermath. This is a testament to the 

conservative manner in which the Company has always

managed its financial resources.

[DYNNER] Bob mentioned the trading scandal. I think 

it is important to point out the leadership role ICI Mutual

played during this period. The Company’s educational

efforts and ongoing communications with reinsurance

markets and other commercial insurers stabilized the

insurance marketplace for the entire fund industry during

a time of extraordinary uncertainty and turmoil. This was

no small achievement. 

[HOPKINS] I’d like to add that ICI Mutual has also

secured the commitment and confidence of the world’s

most highly regarded reinsurers. These relationships have

enabled the Company to meet the increasing insurance

needs of a growing industry, even as the Company has

retained underwriting and claims control. ICI Mutual’s

ability to use reinsurance to assemble full insurance 

programs for insureds who seek a single carrier is a true

benefit. A single carrier approach is a substantial admin-

istrative convenience for insureds, it saves insureds from

having to address large insurance claims sequentially, with

multiple carriers. In a single carrier program, ICI Mutual

takes on this significant burden for its insureds.
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[COGAN] I’m also proud that the Company’s risk man-

agement efforts and its underwriting focus on specialized

industry risks have contributed to a reduction of industry

errors and liabilities, in areas ranging from processing 

of corporate actions, to operational errors in portfolio

management, to acceptance of fraudulent third-party

checks. Looking back, if there was one thing I might

change, it would be to start even earlier on efforts to

educate the next generation in the fund industry on the

value of insurance self-determination —in the form 

of an industry captive insurer. 

Bob, you just mentioned the fund trading 

scandal of 2003–2004. What insurance 

lessons are there to be learned from the

scandal and its impact on ICI Mutual?

[GRAHAM] Well, by now, most of the insurance claims 

arising from those years have been resolved and the

industry has returned to a far more benign claims 

environment. That being said, if the scandal has taught

us anything, it is that no fund group can count itself

immune to the risk of claims. 

[HOPKINS] Bob is right. And the scandal has brought

home the importance of being insured by a company 

that understands fund operations and how they may

result in claims. The scandal has also underscored the

merits of using an insurer that appreciates the impor-

tance of mounting vigorous defenses to unwarranted 

litigation, and that stands ready and willing to financially

support the industry in this effort. There is no question

that ICI Mutual fits this description. After all, ICI Mutual

has paid hundreds of millions of dollars to reimburse 

its insureds for their defense costs in connection with

scandal-related investigations and lawsuits. 

[COGAN] I’d like to add a footnote regarding

ICI Mutual’s thoughtfulness and flexibility in addressing

coverage for market-timing liabilities. Like commercial

insurers, ICI Mutual found it necessary, in the immediate

aftermath of the trading scandal, to impose an exclusion

for various market-timing activities. Yet, the Company has

worked hard to understand and evaluate practices being

adopted by fund groups to control market timing, and 

as a result, the Company has now developed and imple-

mented an underwriting protocol that permits removal

of the exclusion where warranted. This more flexible,



Robert H. Graham
Retired from AIM Management Group, Inc.
Current ICI Mutual Chairman

“I’m not surprised by
ICI Mutual’s current 
position. The Company
was designed to be a 
long-term ‘partner’ to 

the industry, with the
institutional flexibil-
ity and expertise 
to evolve along
with the industry.”
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client-specific approach makes a lot of sense, and by

addressing the legitimate interests of both insureds and

reinsurance markets, ICI Mutual has developed a position

that should be sustainable for the long haul.

What do you see as ICI Mutual’s biggest

challenges in the years ahead?

[DYNNER] As those of us who were present at the 

creation of the Company retire, perhaps the number one

challenge is to inform and educate a new generation of

industry leaders, both fund directors and adviser manage-

ment, about the importance of the captive model and why

this model deserves their continued support. A captive 

is a long-term proposition, which may require supporters

to balance both short-term and long-term interests.

[HOPKINS] A second challenge, closely related to the

first, is to involve newer industry leaders in ICI Mutual’s

activities. I have been involved in many meetings of

ICI Mutual committees over the years, and I can attest 

to the fact that ICI Mutual provides an excellent avenue

for networking with your peers and for becoming better

educated about risk management issues. I’ve always found 

a lot of camaraderie in the group. Investing the time to

attend the Company’s annual Risk Management Conference

and to participate in risk management studies will repay

you and your organization many times over. It is an oppor-

tunity commercial insurers simply do not, and cannot, offer. 

[GRAHAM] ICI Mutual has always done an excellent

job of ensuring that coverages evolve as the industry and

its needs evolve. I see this as another challenge in the

years ahead, as new investment techniques and struc-

tures enter the investment company world. ICI Mutual

will need to continue to work to expand its knowledge

and coverages, and to underwrite these new developments. 

[COGAN] The Company has so much going for it, 

but the challenge of intense competition is real. To use 

an analogy, ICI Mutual is like a specialty shop you visit 

to buy a suit that’s perfectly tailored. The competition 

is more like a department store that may sell a suit at a

lower price, but does not offer tailoring services or per-

sonalized customer service. I know where I’d rather shop. 

Gentlemen, this has been a most interesting

discussion. I am confident I speak for both

ICI Mutual and its insureds in thanking you

for sharing your time and insights today and

over the past 20 years.
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Looking ahead to the next few years, three things come to mind. First off, thinking that the future

will look like the past can often leave one in a precarious position; however, I expect that the

commercial insurance markets will continue to be cyclical in their pricing, coverage, and under-

writing requirements. Therefore, ICI Mutual’s historical mission of tempering the unpredictability

of the commercial markets by offering consistent coverage for our insureds will continue to be 

an essential focus for the Company. 

Second, the significant litigation brought against mutual funds several years ago reaffirmed 

the legal structure funds and advisers must adhere to and the legal protections they are provided.

Consequently, while we expect that the general nature of claims brought against mutual funds and

their advisers will remain the same (involving such matters as conflicts of interest, operational

errors, disclosure issues, regulatory investigations, and employee or third-party misbehavior), we

think the underlying cause of particular claims will be different.  

A number of trends, including more sophisticated technology, more complex investment techniques,

and outsourcing of administrative functions, will likely increase exposures to systemic risk and there-

fore claims. In order to respond to these risk issues, ICI Mutual requests extensive underwriting infor-

mation regarding computer security and the process by which new investment techniques are

evaluated, approved for use, and subsequently disclosed to investors. With regard to outsourcing,

we recently issued a report analyzing the insurance implications of losses resulting from outsourcing.

We hope this report will assist insureds to evaluate and structure contracts with third-party vendors.

Finally, growth in the use of “alternative/hedging” investment strategies and asset management activ-

ities beyond U.S. borders will require ICI Mutual to develop the expertise to underwrite these activities

to the same high standards we now apply to traditional investment strategies and domestic operations.  

In conclusion, ICI Mutual is optimistic about our position in the coming years and beyond. We

are confident the Company will meet the challenges and prosper by providing the same high

level of service that we have for the past 20 years. With a combination of a knowledgeable and

active Board of Directors, an experienced and capable professional staff, and continued support

from insureds and reinsurers, we believe the Company is fully prepared for a bright future. 

outlook
FOR 2008 AND BEYOND

PRESIDENT’S
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Results of Operations
Income before dividends and taxes equaled $34.1 million 

in 2007 as compared to $15.9 million in 2006. The $18.2 mil-

lion increase was primarily the result of lower net losses

incurred and higher investment earnings, which were partially

offset by lower earned premiums.

In December, after a four year interruption, the Company’s

Board of Directors voted to resume the payment of dividends

to members of record as of December 31, 2007 in the amount

of $4.5 million. As a result, net income increased $9.0 mil-

lion to $19.3 million from $10.3 million in 2006.

The frequency and the nature of new claims reported to 

the Company returned to a state more consistent with what 

was experienced prior to 2003. The combination of reduced

new claims and favorable developments on certain prior-year

claims resulted in net loss and loss adjustment expenses

incurred of $4.6 million in 2007 as compared to $21.2 mil-

lion in 2006, a decline of $16.6 million.

The reduction in net loss and loss adjustment expenses 

was the primary reason for the increase in underwriting

profitability to $21.6 million in 2007 from $6.6 million in

2006. 2007 marks the third consecutive year the Company

has posted an underwriting profit, a fact recognized by

A.M. Best, the Company’s rating agency, which reaffirmed 

the Company’s “A” (Excellent) rating and returned the

Company’s rating outlook to stable.

Total equity equaled $160.4 million at December 31, 2007, 

a $16.9 million increase from 2006 ($143.5 million), and 

an amount that is the highest in the Company’s history.

Premiums Written
Gross premiums written equaled $105.1 million in 2007

($118.7 million in 2006) of which $71.2 million ($81.2 mil-

lion in 2006) was ceded to reinsurers, resulting in net writ-

ten premiums of $33.9 million ($37.5 million in 2006). The

decrease in both direct and ceded premiums is attributable 

to the continuing softness in the insurance market for the 

products the Company sells.

The Company’s net premiums written to surplus ratio is a

very conservative 0.2 to 1 as compared to the industry aver-

age of approximately 0.9 to 1, based on A.M. Best data.

Net earned premiums equaled $35.1 million in 2007 com-

pared to $36.6 million in 2006.

Investment Results
Net investment income equaled $12.4 million in 2007 as

compared to $10.4 million in 2006. The increase in net

investment income is primarily attributable to an increase 

in assets available for investment.

The majority of the Company’s investment assets are in fixed

income securities. An independent investment specialist

financial
DISCUSSION AND ANALYSIS
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manages the Company’s portfolio to seek to maximize total

return, consistent with prudent investment management 

and regulatory constraints. As a result of this strategy, the

Company purchases and sells securities throughout the year

to take advantage of opportunities in various sectors of the

market. These transactions can result in the Company realiz-

ing investment gains and losses. Net realized losses on

investment securities equaled $0.3 million and $1.8 million

in 2007 and 2006, respectively.  

The Company reviews all of its investments to determine 

if any have incurred impairments that are other than tempo-

rary (“OTTI”). Losses on securities that are deemed to be

OTTI are included in net realized losses on investment secu-

rities. OTTI losses equaled $0.5 million and $0.6 million in

2007 and 2006, respectively. 

Net Loss and 
Loss Adjustment Expenses
As noted above, net loss and loss adjustment expenses

declined $16.6 million in 2007 to $4.6 million from $21.2 mil-

lion in 2006. The Company benefited from the decrease in

the frequency of new claims in 2007 and from favorable

development on certain prior-year claims, principally related

to the 2003, 2005, and 2006 calendar years.

Reinsurance
The Company, like many of its competitors, utilizes reinsur-

ance to spread the risks it insures and to provide the limits of

coverage requested by its insureds. The reinsurance provided

under the Company’s treaty program, which covers risks

insured for policy limits above $3 million up to $15 million, 

is capped at $120 million (a sub-limit of $91 million is further

imposed on the $7 million in excess of $3 million layer) for

each of the treaty years ending March 31, 2003 (“02 Treaty”),

and March 31, 2004 (“03 Treaty”). A cap of $100 million 

is in effect for all subsequent treaty years. The treaties are

issued on a risk-attaching basis, meaning that any policy

written during the period of the treaty is covered until that

policy expires (usually twelve months). 

During 2006, total claims incurred (paid, case, and incurred

but not reported) on the 03 Treaty reached $130 million,

which exceeded the cap for the 2003 treaty year by $10 mil-

lion. A charge for this amount was reflected in the Company’s

2006 results of operations. There was no additional adverse

development on the 03 Treaty during 2007. However, it 

is possible that there could be further deterioration on the

03 Treaty, or that the cap on one of the other treaty years

could be exceeded, if there are sufficient future claims made

under policies that attach to those treaties or if there is fur-

ther deterioration in claims already noticed under policies

that attach to those treaties. If either of these events were to

occur, the Company would be required to pay losses in excess

of the treaty caps out of its earnings and surplus. There can

be no assurance that, in this event, the Company’s earnings

and surplus would be sufficient to meet all of its obligations.

At December 31, 2007 management believes that no treaties,

other than the 03 Treaty, will exceed their respective caps.

Several years can elapse between the time the Company is

first notified of a claim and the time it actually pays the claim.

At the time of payment, the amounts representing the rein-

surers’ portion of the claim payment would be due from

reinsurers. It is the Company’s policy to do business only

with reinsurers it deems financially stable (generally, having

an A.M. Best rating of at least “A” (Excellent), or its equivalent). 

Should a reinsurer be unable or unwilling to meet its obliga-

tions to the Company, the Company would remain liable 

for payment of the full amount due to its insureds. The

Company has procedures to monitor the financial stability 

of its reinsurance partners and no reason to believe that any 
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amounts currently due from reinsurers will ultimately prove

to be uncollectible. Should the Company become aware 

of any reinsurance amounts that it believes are reasonably

likely to be uncollectible, management would establish an

appropriate provision for uncollectible reinsurance at that

time. Such provision would be a charge against operations 

in the year established.

Dividend to Policyholders
The Board of Directors has the responsibility of determining 

if and in what amount a dividend to policyholders will 

be declared and paid. In making this decision, the Board

reviews the current operating results of the Company, its 

current capital levels and the capital surplus levels required

to support the Company’s future operations. After a review 

of all of these factors, the Board of Directors elected to

declare a dividend to member policyholders in the amount 

of $4.5 million. The dividend will be allocated to individual

members based on a formula adopted by the Board. No divi-

dend was declared in 2006.

Policyholders’ 
Capital Contributions
The Company has two classes of insureds: members and 

non-members. Member insureds make a capital contribution

consisting of a cash payment and a letter of credit. Members

participate in corporate governance matters, are eligible 

for receipt of policyholder dividends, and have an interest 

in the undistributed net worth of the Company. Conversely,

non-members make no capital contribution, do not partici-

pate on corporate governance matters, are not eligible for 

policyholder dividends, and have no interest in the undistrib-

uted net worth of the Company. As of December 31, 2007, 

the capital contributed by members in the form of cash 

and letters of credit was $23.7 million and $19.3 million,

respectively. The letters of credit represent a contingent form

of capital which the Company can call upon based on the

existence of certain conditions. As such, the letters of credit

are not reflected in the Company’s consolidated balance

sheets or statements of operations and changes in equity.

Capital Strength
Total capital equaled $160.4 million at December 31, 2007, 

a $16.9 million increase from December 31, 2006. It is 

the Company’s policy to maintain capital at relatively high

levels compared to the net risks it retains. Accordingly, the

Company’s surplus is far in excess of amounts required by

Vermont regulations. The Company believes that its current

level of equity is sufficient to meet its claim obligations and

to fund its ongoing operations.

Critical Accounting
Estimates and Judgments
The consolidated financial statements include amounts based 

on informed estimates and judgments of management for those

transactions that are not yet complete. Such estimates and

judgments affect the reported amounts in the financial state-

ments. The estimates and judgments that management believes

were most critical to the preparation of the financial statements

involved the adequacy of the loss reserves and the ultimate

recoverability of the related reinsurance. The establishment 

of loss reserves is a complex process that involves making

judgments based on assumptions about many variables, some

of which may change over time. While management believes

that the judgments and assumptions utilized in establishing the

year-end reserves are reasonable, legal or factual developments

in underlying claim matters (adverse or positive), or other

changes in the assumptions relied upon by management, could

have a material impact on the level of reserves established. As

many of the Company’s current claims have legal and factual

elements in common, developments in one claim could influ-

ence other claims thus magnifying the impact on reserves. 
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In determining whether to establish a reserve for uncollectible

reinsurance at year-end, management bases its decision on an

assessment of the validity of the claims against the reinsurance

as well as management’s assessment of reinsurers’ current

financial condition. Should reinsurers raise coverage objections

in the future, or if their financial condition were to deteriorate

before all of the reinsurance recoverable was collected, some

or all of these balances could prove to be uncollectible.

If different estimates and judgments had been applied, 

materially different amounts might have been reported 

in the consolidated financial statements.

Outlook
As evidenced by the excellent underwriting and financial

results since 2004, the measures ICI Mutual implemented 

in response to the mutual fund trading scandal provide 

a solid foundation for the Company to continue profitable

results in the future. However, the market for the products

the Company offers is highly competitive, and many 

competitors are larger and have greater resources than 

the Company. It is and has been the Company’s policy 

to offer risk-based insurance rates and to differentiate itself

from the other competitors in the market by offering a stable

source of superior insurance protection for its insureds 

during both hard and soft market conditions, superior claims

settlement, and risk management services tailored to the

needs of mutual funds, their directors, officers, and invest-

ment advisers. Management believes this philosophy will 

continue to result in a high retention of its insureds and 

an ability to maintain premium levels in light of anticipated

competition for its business.

The Company has proven its ability to sustain a significant

industry loss event and emerge in excellent financial condition,

as recognized by A.M. Best Company, which reaffirmed 

the Company’s “A” (Excellent) rating in 2007 and removed

the negative outlook that was placed on the Company’s 

rating in 2004, returning the outlook to stable. Capital 

is at a historically high level and well above what would 

be considered necessary to support the business written 

by the Company.  

The Company believes that it has established appropriate

reserves for its claims. As noted above, the financial impact 

of the claims arising out of the mutual fund trading scandal

is primarily contained in the 2003 treaty year, with the limits

of liability on that treaty being exceeded by $10 million. In

the event there are additional unexpected adverse develop-

ments on these claims that would further exceed the 2003

reinsurance cap, the Company would be required to pay 

the losses thus impacting its earnings and surplus for those

years in which the adverse development occurs. 

In this, its twentieth year of operations, ICI Mutual remains

committed to those goals that it set for itself back in 1987 —

to partner with the mutual fund and investment advisory

industry to create a liability insurance company that:

d Possesses superior knowledge about the asset management

business.

d Provides a stable and consistent source of insurance cover-

age to mutual funds and their affiliated parties that is

priced based on the risks inherent to the business, rather

than vagaries of the commercial insurance cycle. 

d Settles claims in a fair, efficient, and timely manner. 

ICI Mutual is proud to have grown, along with the industry 

it serves, and stands committed to meeting these goals going

forward.
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TO THE BOARD OF DIRECTORS AND 
MEMBERS OF ICI MUTUAL INSURANCE COMPANY:

In our opinion, the accompanying consolidated balance sheets and 

the related consolidated statements of operations and changes in equity

and consolidated statements of cash flows present fairly, in all material

respects, the financial position of ICI Mutual Insurance Company and its

subsidiaries (together, the “Company”) at December 31, 2007 and 2006,

and the results of their operations and their cash flows for the years then

ended in conformity with accounting principles generally accepted in

the United States of America. These financial statements are the respon-

sibility of the Company’s management. Our responsibility is to express 

an opinion on these financial statements based on our audits. We con-

ducted our audits of these statements in accordance with auditing stan-

dards generally accepted in the United States of America. Those standards

require that we plan and perform the audit to obtain reasonable assur-

ance about whether the financial statements are free of material misstate-

ment. An audit includes examining, on a test basis, evidence supporting

the amounts and disclosures in the financial statements, assessing the

accounting principles used and significant estimates made by manage-

ment, and evaluating the overall financial statement presentation. 

We believe that our audits provide a reasonable basis for our opinion.

March 19, 2008

report
OF INDEPENDENT AUDITORS
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DECEMBER 31, 2007 2006

ASSETS
Cash and cash equivalents (Note 1H) $ 8,619,332 $ 10,664,660

Investments (Notes 1B and 2)

Debt securities, at fair value (amortized cost of $184,507,802 and $184,336,116, respectively) 183,589,589 185,394,747

Equity securities, at fair value (cost of $8,284,591 and $6,959,458, respectively) 11,821,827 11,383,723

Money market funds 40,046,730 4,046,240 

Total cash and investments 244,077,478 211,489,370

Prepaid expenses 737,074 732,843

Prepaid federal income taxes 537,677 —

Deferred policy acquisition costs (Notes 1D and 3) 2,735,466 2,387,122 

Premiums receivable 12,728,056 14,465,659 

Interest receivable 1,443,708 1,638,966

Reinsurance recoverables (Notes 1G and 9) 185,726,373 272,254,073

Prepaid reinsurance premiums (Notes 1C and 9) 45,501,551 50,234,306

Other amounts receivable under reinsurance contracts 7,199,557 5,102,718

Furniture and fixtures, net (Note 1I) 509,354 544,313

Deferred income taxes (Notes 1F and 6) 2,897,873 3,011,657

Investment securities and other receivables 5,096,836 670,348

Total assets $ 509,191,003 $ 562,531,375

LIABILITIES AND EQUITY
Reserve for losses and loss adjustment expenses (Notes 1E, 9, and 10) $ 271,027,400 $ 342,944,579

Unearned premiums (Notes 1C and 9) 59,056,863 65,031,473

Reinsurance premium payable (Note 1G) 6,199,943 6,785,354

Premium taxes payable 200,427 202,956

Federal income taxes payable — 543,721

Accounts payable and other liabilities 1,195,533 1,290,391

Investment securities payable 4,529,718 —

Benefits payable (Note 13) 2,072,177 2,185,187

Dividends payable (Note 12) 4,500,000 —

Total liabilities 348,782,061 418,983,661

Commitments and contingencies (Notes 5 and 11)

Contributed surplus (Note 4) 23,711,152 24,025,936

Accumulated other comprehensive income (Notes 1B and 2) 1,481,166 3,558,764

Accumulated earnings 135,216,624 115,963,014

Total equity 160,408,942 143,547,714

Total liabilities and equity $ 509,191,003 $ 562,531,375

The accompanying notes are an integral part of these consolidated financial statements.

Consolidated Balance Sheets

statements
CONSOLIDATED FINANCIAL
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Consolidated Statements of Operations and Changes in Equity

YEARS ENDED DECEMBER 31, 2007 2006

UNDERWRITING INCOME
Net premiums written (Notes 1C and 9) $ 33,869,368 $ 37,468,810

Change in net unearned premiums (Note 1C) 1,241,855 (861,523)

Net premiums earned 35,111,223 36,607,287

Reinsurance profit-sharing income (Note 1G) 437,576 494,093

Total underwriting income 35,548,799 37,101,380

UNDERWRITING EXPENSES
Net loss and loss adjustment expenses (Notes 1E, 9, and 10) 4,646,175 21,151,568

Premium tax expense 200,000 200,000

Underwriting expenses 3,862,592 3,538,304

Royalty expense (Note 8) 1,000,000 1,000,000

General and administrative expenses (Note 8) 4,213,257 4,644,981

Total underwriting expenses 13,922,024 30,534,853

Net underwriting income 21,626,775 6,566,527

Net investment income (Notes 1B and 2) 12,362,964 10,424,321 

Other income 415,874 672,181

Net realized losses on securities (Notes 1B and 2) (268,086) (1,810,152)

Income before dividends to policyholders and provision for income taxes 34,137,527 15,852,877

Dividends to policyholders (Note 12) 4,500,000 —

Income before provision for income taxes 29,637,527 15,852,877

Provision for income taxes (Notes 1F and 6) 10,383,917 5,595,096

Net income 19,253,610 10,257,781 

Other comprehensive (loss) income, net of tax, net of reclassification adjustments

Net unrealized (losses) gains on investments (Notes 1B and 14) (1,856,400) 1,939,387 

Comprehensive income $ 17,397,210 $ 12,197,168

CHANGES IN EQUITY
Balance at beginning of year $ 143,547,714 $ 132,538,552

Net income 19,253,610 10,257,781

Other comprehensive (loss) income, net of tax, net of reclassification adjustments

Net unrealized (losses) gains on investments (Notes 1B and 14) (1,856,400) 1,939,387

Adjustment to initially apply FASB statement No. 158, net of tax (221,198) —

Distributions of contributed surplus (Note 4) (314,784) (1,188,006)

Balance at end of year $ 160,408,942 $ 143,547,714 

The accompanying notes are an integral part of these consolidated financial statements.
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YEARS ENDED DECEMBER 31, 2007 2006

CASH FLOWS FROM OPERATING ACTIVITIES
Net income $ 19,253,610 $ 10,257,781

Adjustments to reconcile net income to net cash provided by operating activities

(Accretion) amortization of (discount) premium (280,008) 197,529

Deferred income taxes 1,232,491 146,422

Depreciation of furniture and fixtures 81,945 69,808

Net realized losses on sale of securities 268,086 1,810,152

Benefits payable (453,314) 244,524

Changes in operating assets and liabilities

Prepaid expenses (4,231) 3,448

Prepaid federal income taxes (537,677) 1,349,848

Deferred policy acquisition costs (348,344) (82,594)

Premiums receivable 1,737,603 (6,595,492)

Interest receivable 195,258 (283,392)

Reinsurance recoverables 86,527,700 55,928,177

Prepaid reinsurance premiums 4,732,755 3,120,159

Other amounts receivable under reinsurance contracts (2,096,839) (5,102,718)

Investment securities and other receivables (4,426,488) (439,315)

Reserve for losses and loss adjustment expenses (71,917,179) (61,266,724)

Unearned premiums (5,974,610) (2,258,636)

Reinsurance premium payable (585,411) 6,377,979

Premium taxes payable (2,529) —

Federal income taxes payable (543,721) 543,721

Accounts payable and other liabilities (94,858) (179,911)

Investment securities payable 4,529,718 (2,369,011)

Dividends payable 4,500,000 —

Net cash provided by operating activities 35,793,957 1,471,755

CASH FLOWS FROM INVESTING ACTIVITIES
Proceeds from sales of investments available for sale 169,358,096 245,952,663

Proceeds from maturities of investments available for sale 4,910,000 818,000

Purchase of furniture and fixtures, net (75,765) (58,987)

Payment for purchases of investments available for sale (173,810,203) (252,828,997)

Net payments from derivative activity (1,906,139) (354,777)

Change in money market funds (36,000,490) 262,092

Net cash used in investing activities (37,524,501) (6,210,006)

CASH FLOWS FROM FINANCING ACTIVITIES
Distributions of contributed surplus (314,784) (1,188,006)

Net cash used in financing activities (314,784) (1,188,006)

Net decrease in cash and cash equivalents (2,045,328) (5,926,257)

Cash and cash equivalents at beginning of year 10,664,660 16,590,917

Cash and cash equivalents at end of year $ 8,619,332 $ 10,664,660

The accompanying notes are an integral part of these consolidated financial statements.

Consolidated Statements of Cash Flows
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1Significant 
Accounting Policies

A. BASIS OF PRESENTATION

ICI Mutual Insurance Company (“Mutual”) is an association

captive insurance company domiciled in the State of

Vermont. Mutual was incorporated on August 26, 1987 and

commenced accepting insurance risks on March 1, 1988.

Mutual, together with its wholly-owned subsidiaries

described below, are collectively referred to as “the Company.”

The Company primarily writes Fidelity Bonds, NASD bonds,

and Directors and Officers and Errors and Omissions insur-

ance for members and associate members of the Investment

Company Institute (“ICI”) and their affiliated companies 

on a claims-made basis. These members primarily provide

services to the regulated investment company industry.

In 1990, ICI Mutual Insurance Brokers, Inc. (“Brokers”) was

formed as a wholly-owned subsidiary of Mutual. Brokers was

formed to allow the Company to provide insurance brokerage

services to members of the ICI.

In 1992, ICIM Services, Inc. (“Services”) was formed as 

a wholly-owned subsidiary of Mutual. Services provides 

the underwriting function for the Company under a written

agreement. This agreement provides that Mutual will reim-

burse Services for all reasonable expenses associated with

performing the underwriting function plus a 5% fee.

In 1999, ICIM Reinsurance Company (“ICIM Re”) was 

capitalized with $20 million as a wholly-owned subsidiary 

of Mutual. ICIM Re commenced writing insurance to cover 

certain money market events of default. In December of 2002,

ICIM Re ceased writing new business. In December 2003,

ICIM Re transferred substantially all of its net assets to Mutual,

maintaining only sufficient assets to retain its license in

Vermont. There are no plans for ICIM Re to resume writing

business in the foreseeable future.

The consolidated financial statements include the consoli-

dated accounts of the Company with all significant intercom-

pany amounts eliminated in consolidation. The consolidated

financial statements have been prepared in accordance with

accounting principles generally accepted in the United States

of America (“GAAP”), which are also in accordance with

practices prescribed for captive insurance companies by the

Vermont Department of Banking, Insurance, Securities and

Health Care Administration. Certain reclassifications have

been made to conform prior periods to the current year’s

presentation. GAAP requires management to make certain

estimates and assumptions in the preparation of the financial

statements. Therefore, actual results could differ from those

estimates and assumptions.

B. INVESTMENTS

The Company’s debt and equity securities are classified as

available-for-sale and reported at fair value based on quoted

notes
TO CONSOLIDATED FINANCIAL STATEMENTS
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market prices. Short-term securities and money market funds

are stated at amortized cost which approximates fair value.

Interest income on debt securities is recorded on the accrual

basis. Dividend income on equity securities is recorded on the

ex-dividend date. Unrealized gains and losses from changes 

in the fair value of the Company’s holdings, net of applicable

federal income taxes, are reported as a separate component of

equity. Realized gains and losses on the sale of the Company’s

securities are determined based on specific identification and

are included as a separate component of operations. Where

declines in securities’ values are deemed other than temporary,

the securities are reported at fair value and the loss is reported

as a component of net realized gains (losses) on securities. 

It is the Company’s policy to treat all securities that have been

in an unrealized loss position greater than 5% of amortized cost 

for twelve months or longer as other than temporarily impaired

and to reflect the difference between the amortized cost and

fair value of debt securities and the cost and fair value of equity

securities as a realized loss in the consolidated statement 

of operations. Securities that have been in an unrealized loss

position for less than twelve months are reviewed on a case-

by-case basis and reflected as other than temporarily impaired

when the facts warrant such a determination. The Company

recognized $459,396 and $584,630 in 2007 and 2006, respec-

tively, related to other than temporarily impaired securities.

Losses in the amount of $3,314,539 as of December 31, 2007

on debt and equity securities are considered unrealized

because the Company believes that they are temporary, 

generally the result of changes in interest rates rather than

creditworthiness. The Company has the intent and ability 

to hold these securities to recovery.

The Company utilizes, to a limited extent, derivatives such as

U.S. Government Treasury Bond and Note futures and options

to hedge certain risks within the portfolio of debt securities

that are considered to be held for other than trading purposes.

The return received or paid on these contracts varies in rela-

tionship to the movement in the U.S. Government Treasury

Bond and Note markets. Such instruments are characterized

for financial statement purposes as available-for-sale.

Outstanding futures and options positions are adjusted to mar-

ket and settled daily. The Company recognizes the daily mark-

to-market for futures and options as a component of net

realized gains (losses) on securities. Fair value of derivatives is

based on a quoted market price. The Company recognizes any

unrealized gains (losses) on open forward contracts as realized

gains (losses) in the consolidated statement of operations.

All debt investment transactions have credit exposure to 

the extent that a counterparty may default on an obligation 

to the Company. Credit risk is a consequence of carrying

trading and investing positions. To manage credit risk, the

Company focuses on higher-quality fixed income securities,

limits its exposure in any one investment, and monitors the

portfolio quality, taking into account credit ratings assigned

by recognized statistical rating organizations.

C. PREMIUMS

Net earned premiums have been computed on a semi-

monthly pro rata basis over the term of the underlying 

insurance policies. Ceded reinsurance premiums are charged

against premiums earned on the same basis. Unearned pre-

miums represent the portion of the gross premium written

which is applicable to the unexpired terms of policies in

force. Prepaid reinsurance premiums represent the portion

of unearned premiums ceded to reinsurers. Commissions 

on reinsurance premiums ceded are considered earned

when due and serve to reduce ceded reinsurance premiums.

D. DEFERRED POLICY 
ACQUISITION COSTS

Acquisition costs consist primarily of fees and premium taxes

associated with the acquisition and underwriting of new 
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and renewal insurance business. These acquisition costs are

being amortized over the estimated premium-paying period

of related policies in proportion to the ratio of the annual

earned premiums to the total premium revenue anticipated.

Anticipated premium revenue was estimated using the same

assumptions as those used for computing the reserve for

losses and loss adjustment expenses. Expected losses, related

expenses, and investment income are considered in measur-

ing the recoverability of this asset.

E. RESERVE FOR LOSSES 
AND LOSS ADJUSTMENT EXPENSES

The reserve for losses and loss adjustment expenses is based

on management’s individual case estimates of the ultimate cost

of reported losses and estimates for incurred but not reported

losses (“IBNR”) determined in consultation with independent

professional actuaries. A provision for losses and loss adjust-

ment expenses is charged to operations by management. The

method of making IBNR estimates and for establishing the

resulting reserves is based on actuarial assumptions as to

future contingencies and as to the applicability of other data

sources that the Company’s independent actuaries deem to 

be reasonable and appropriate in the circumstances. However,

given the nature of the Company’s business, the ultimate

amount of losses and loss adjustment expenses may vary sig-

nificantly from the estimated amounts. Due to this uncertainty,

the appropriateness of the current level of such estimated lia-

bility can only be determined with the passage of time.

F. PROVISION FOR INCOME TAXES

The Company accounts for income taxes in accordance 

with Statement of Financial Accounting Standards No. 109

(“SFAS No. 109”), Accounting for Income Taxes, which

requires the use of the liability method of accounting for

deferred income taxes. SFAS No. 109 requires recognition 

of deferred tax assets and liabilities for the expected future 

tax consequences of events that have been recognized in 

the financial statements or tax returns.

Deferred income taxes arise principally from differences

between the timing of expense or income recognition 

of deferred policy acquisition costs, loss reserve discounting,

and the revenue offset for unearned premium reserves.

Valuation allowances are established when necessary 

to reduce deferred tax assets to the amounts expected 

to be realized. No valuation allowance was deemed necessary

at December 31, 2007 and 2006.

In January 2008, the Financial Accounting Standards Board

(“FASB”) concluded that FIN 48, Accounting for Uncertain

Tax Positions (“FIN 48”), would be effective for annual peri-

ods beginning after December 15, 2007, for most nonpublic

entities. FIN 48 clarifies how a company should recognize,

measure, present, and disclose uncertain tax positions that 

it has taken or expects to take on a tax return. The Company

has elected to defer the implementation of FIN 48 until 2008.

The Company does not expect the implementation of FIN 48

to have a material impact on its financial position.

G. REINSURANCE

The Company utilizes both treaty and facultative reinsurance

to provide protection for claims in excess of the Company’s

normal retention limits ($3 million). Under the Company’s

annual treaty reinsurance program (which runs from April 1

to March 31), limits up to $15 million, less the Company’s

normal retention, are automatically assumed by the treaty

participants. Maximum recoveries under the reinsurance

treaties are capped at $100 million for the treaty years ending

March 31, 2008 (“07 Treaty”), March 31, 2007 (“06 Treaty”),

March 31, 2006 (“05 Treaty”), March 31, 2005 (“04 Treaty”)

and at $120 million for the treaty years ending March 31,

2004, and March 31, 2003. A sub-limit of $91 million is fur-

ther imposed on the $7 million excess of $3 million layer for

the 03 Treaty and the 02 Treaty. 
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As of December 31, 2007, the Company had ceded losses

(paid losses, case reserves, and IBNR reserves) of which

$3.4 million, $15.0 million, $6.8 million, $6.3 million,

$120.0 million, and $67.8 million impacted the caps under

the 07, 06, 05, 04, 03, and 02 Treaties, respectively. Total

losses incurred related to the 2003 treaty year exceeded the

cap for that year and the excess ($10 million) has been

expensed in the 2006 consolidated statement of operations. 

As the 2003 treaty year cap is exhausted, any potential future

adverse development in results for this treaty year will have

to be paid out of the Company’s earnings and surplus. Future

adverse development on any of the other treaty years could

result in the respective caps for such treaty years being

exceeded and such excess amounts, if any, would have to be

paid out of the Company’s earnings and surplus. While man-

agement believes that the Company is adequately capitalized

to meet its ongoing claims obligations, there can be no assur-

ance that in the event a cap on a reinsurance treaty is

exceeded, the Company’s resources would be sufficient to

meet all of its claims liabilities.

The treaties are issued on a “risk attaching” basis, meaning

that any policy written during the term of the respective

treaty is covered under that treaty until the policy expires,

normally twelve months after its issuance. Thus, as of

December 31, 2007 new claims could still impact the 

07 and 06 Treaties for at least an additional fifteen and 

three months, respectively.

For those insureds that require limits in excess of $15 million

on Fidelity Bonds, the Company issues additional limits of 

up to $5 million. For limits above $20 million on Fidelity

Bonds or $15 million on D&O/E&O Policies, the Company

purchases facultative (case-by-case) reinsurance from various

other reinsurers. There is no cap on facultative reinsurance

except for the actual limits reinsured. In addition, from time

to time, the Company may elect to retain up to $5 million 

in additional limits in the excess layers.

Although reinsurance agreements contractually obligate the

Company’s reinsurers to reimburse it for their proportionate

shares of losses, they do not discharge the primary responsi-

bility of the Company. Thus, in the event a reinsurer did not

meet its obligation under its agreement with the Company,

the Company would be responsible for such amount.

The Company monitors the creditworthiness of its reinsurers

and only conducts business with reinsurers that are highly

rated by appropriate rating agencies. As of December 31,

2007, the Company had no reason to believe that any amounts

currently due from reinsurers will prove uncollectible.

Accordingly, the Company has not made a separate provision

for any amounts that might ultimately prove to be uncol-

lectible from reinsurers in the future. 

The 05 and 04 Treaties contain a profit-sharing feature 

by which the Company may recover up to 20% of the profits

recognized by reinsurers on the Treaties after they have

recovered any losses they may have incurred on prior treaties

with the Company. The Company recognized $437,576 and

$494,093 of profit commission income as a result of these

features in 2007 and 2006, respectively.

H. CASH AND CASH EQUIVALENTS

The Company considers all cash on hand and deposits 

in banks as cash and cash equivalents for purposes of the

consolidated statement of cash flows.

I. FURNITURE AND FIXTURES

Furniture and fixtures are stated at cost net of accumulated

depreciation. The costs of additions and improvements are

capitalized while expenditures for maintenance, repairs, and

minor renewals are charged to expense as incurred. When

assets are retired or otherwise disposed of, the assets and

related accumulated depreciation and amortization are elim-

inated from the accounts and any resulting gain or loss is

reflected in income. Provisions for depreciation are computed 
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2Investments
A summary comparison of amortized cost and fair value of debt securities is as follows:

Amortized Gross Unrealized Gross Unrealized
DECEMBER 31, 2007 Cost Gains Losses Fair Value

Debt securities available for sale

U.S. Government, agencies
and authorities securities $ 7,904,868 $ 100,007 $ — $ 8,004,875

Mortgage-backed 55,323,870 1,207,534 (17,745) 56,513,659

All other corporate bonds 121,279,064 1,087,411 (3,295,420) 119,071,055 

Total debt securities $184,507,802 $ 2,394,952 $ (3,313,165) $ 183,589,589

Amortized Gross Unrealized Gross Unrealized
DECEMBER 31, 2006 Cost Gains Losses Fair Value

Debt securities available for sale

U.S. Government, agencies
and authorities securities $ 16,671,326 $ 276,372 $ (283,923) $ 16,663,775

Mortgage-backed 52,742,620 388,756 — 53,131,376 

All other corporate bonds 114,922,170 731,720 (54,294) 115,599,596

Total debt securities $ 184,336,116 $ 1,396,848 $ (338,217) $ 185,394,747

using the straight-line method based on useful lives ranging

from three to twelve years. Depreciation expense was

$81,945 and $69,808 for 2007 and 2006, respectively.

Accumulated depreciation totaled $396,382 and $429,804 

at December 31, 2007 and 2006, respectively.

J. RECENT ACCOUNTING
PRONOUNCEMENTS

In September 2006, the FASB issued SFAS No. 157, Fair 

Value Measurements, which defines fair value, establishes 

a fair value hierarchy and expands disclosure about fair

value measurements. In February 2007, FASB issued SFAS

No. 159, The Fair Value Option for Financial Assets and

Financial Liabilities, which allows an entity the irrevocable

option to elect fair value measurement for certain financial

assets and liabilities on a contract by contract basis. Both

SFAS No. 157 and SFAS No. 159 are effective for fiscal years

beginning after November 15, 2007, which would be the year

ending December 31, 2008 for the Company. The impact 

of SFAS No. 157 and SFAS No. 159 has yet to be determined.

In September 2006, the FASB issued SFAS No. 158, Employers’

Accounting for Defined Benefit Pension and Other

Postretirement Plans (“FAS 158”), an amendment of FASB

Statements Nos. 87, 88, 106, and 132(R). FAS 158 requires 

a company to recognize a net liability or asset, to report 

the funded status of their defined benefit pension and other 

post-retirement benefit plans on their balance sheet and 

to measure the funded status of a plan as of the date of its

year-end statement of financial position. The Company

adopted FAS 158 as of December 31, 2007. The incremental

effect of applying FAS 158 to the consolidated balance sheet

at December 31, 2007, was an increase to benefits payable 

of $340,304, a reduction to accumulated other comprehen-

sive income of $221,198, and a reduction to the net deferred

income tax asset of $119,106.
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Amortized
Cost Fair Value

Due in one year or less $ 11,047,050 $ 11,132,653 

Due after one year through five years 48,646,158 48,205,130

Due after five years through ten years 115,848,591 115,310,472

Due after ten years 8,966,003 8,941,334

Total debt securities $ 184,507,802 $ 183,589,589

A summary comparison of cost and fair value of equity securities is as follows:

Gross Unrealized Gross Unrealized
DECEMBER 31, 2007 Cost Gains Losses Fair Value

Preferred stock $ 212,242 $ 9,304 $ (1,374) $ 220,172

Common stock 8,072,349 3,529,306 — 11,601,655

Total equity securities $ 8,284,591 $ 3,538,610 $ (1,374) $ 11,821,827

Gross Unrealized Gross Unrealized
DECEMBER 31, 2006 Cost Gains Losses Fair Value

Preferred stock $ 248,014 $ 1,795 $ (31,560) $ 218,249

Common stock 6,711,444 4,454,030 — 11,165,474 

Total equity securities $ 6,959,458 $ 4,455,825 $ (31,560) $ 11,383,723 

At December 31, 2007 and 2006, the net unrealized gains on investments in debt and equity securities of $1,702,364 and

$3,558,764, respectively, have been reflected in the consolidated balance sheets as a component of accumulated other 

comprehensive income, net of deferred taxes of $916,658 and $1,916,257, respectively. At December 31, 2007 and 2006 there

were no material unrealized losses on securities that had been in an unrealized loss position for twelve months or longer.

Included in the above amounts at December 31, 2007 and

2006 is approximately $53,877,346 and $46,449,000, respec-

tively, invested in securities such as U.S. Treasury strips, 

collateralized mortgage obligations, and other corporate

asset-backed securities.

Futures and options contracts have been included in the

U.S. Government, agencies, authorities, and mortgage-backed

debt securities for financial statement purposes. The notional

amounts for futures and options contracts at December 31,

2007 and 2006 were $1,313,746,766 and $41,233,818, respec-

tively; however, the value at risk for such contracts was

approximately $969,031 and $151,000 at December 31, 2007

and 2006, respectively.

The amortized cost and fair value of debt securities at

December 31, 2007, by contractual maturity, are shown below.

Expected maturities may differ from contractual maturities

because borrowers may have the right to call or prepay 

obligations with or without call or prepayment penalties.
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Proceeds from sales of debt securities and the associated gross realized gains and gross realized losses are as follows: 

Proceeds Gross Realized Gross Realized
from Sales Gains Losses

For the year ended December 31, 2007 $ 166,358,096 $ 982,198 $ (182,785)

For the year ended December 31, 2006 $ 241,781,321 $ 465,611 $ (1,674,561)

Proceeds from sales of equity securities and the associated gross realized gains and gross realized losses are as follows:

Proceeds Gross Realized Gross Realized
from Sales Gains Losses

For the year ended December 31, 2007 $ 3,000,000 $ 1,298,036 $ —

For the year ended December 31, 2006 $ 4,171,342 $ 376,749 $ (38,544)

Net (losses) gains on futures and options activity included in net realized (losses) gains on securities in the consolidated state-

ments of operations and changes in equity were $(1,906,139) and $(354,777) as of December 31, 2007 and 2006, respectively. 

Other than temporary impairments included in net realized (losses) gains on securities in the consolidated statements of

operations and changes in equity were $(459,396) and $(584,630) in 2007 and 2006, respectively.

The Company recorded $1,297,408 and $336,863 of gross realized capital gains from the sale of shares in a mutual fund held 

as part of its equity portfolio during 2007 and 2006, respectively.

Net investment income is calculated as follows:
Gross Investment Investment Net Investment

2007 Income Expenses Income

Debt securities available for sale

U.S. Government, agencies and authorities securities $ 1,203,281 $ (55,694) $ 1,147,587

Mortgage-backed 3,059,620 (141,614) 2,918,006

All other corporate bonds 8,405,323 (389,038) 8,016,285

Equity securities 294,727 (13,641) 281,086

Total $ 12,962,951 $ (599,987) $ 12,362,964 

Gross Investment Investment Net Investment
2006 Income Expenses Income

Debt securities available for sale

U.S. Government, agencies and authorities securities $ 604,409 $ (31,840) $ 572,569

Mortgage-backed 2,412,956 (127,115) 2,285,841

All other corporate bonds 7,787,529 (410,248) 7,377,281

Equity securities 199,120 (10,490) 188,630

Total $ 11,004,014 $ (579,693) $10,424,321
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4Contributed Surplus
(Mutual only)

Prior to October 11, 1996, Mutual required that each of 

its insureds, or “members,” in addition to paying annual 

premiums for its insurance policies, pay Mutual a reserve

premium equal to 125% of its initial annual premium or

100% if membership was applied for before July 31, 1987 

or subsequently as the member joins the ICI. Reserve premi-

ums represent one-time contributions by the members to

provide capital to Mutual. The reserve premium with respect

to a policy is required to be repaid to the member within

60 days if Mutual terminates the policy without the fault 

of the member; in all other cases the reserve premiums 

generally are not required to be repaid for five years after

cancellation, termination, or failure to renew a policy. 

At December 31, 2007 and 2006, $1,910,685 and $2,370,411,

respectively, related to reserve premiums for terminated poli-

cies which were included in contributed surplus.

Effective with a member vote on October 11, 1996, Mutual

can issue insurance policies to a second group of insureds

who are not required to contribute capital. These insureds,

or “non-members,” do not have any rights to receive dividends,

to share in the Company’s net worth, or to vote on corporate

governance matters. During the years ended December 31,

2007 and 2006, 17% of the premiums written were attributa-

ble to non-members.

3Deferred Policy Acquisition Costs
The deferred policy acquisition costs at December 31, 2007 and 2006 are comprised of the following:

2007 2006
Beginning balance $ 2,387,122 $ 2,304,528 

Additional costs capitalized

Underwriting expenses 3,660,076 3,156,276 

Royalty fees (Note 8) 1,000,000 1,000,000 

Premium taxes 200,000 200,000 

4,860,076 4,356,276 

Less current year amortization

Underwriting expenses 3,311,732 3,073,682

Royalty expense (Note 8) 1,000,000 1,000,000 

Premium taxes 200,000 200,000 

4,511,732 4,273,682 

Ending balance $ 2,735,466 $ 2,387,122 
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6Provision for Income Taxes
The provision for income taxes consists of the following:

2007 2006
Current provision $ 9,151,426 $ 5,448,674

Deferred provision 1,232,491 146,422 

Provision for income taxes $ 10,383,917 $ 5,595,096

Set forth below is a reconciliation of the expected income tax provision and the actual tax provision:

2007 2006
Expected tax provision at 35% $ 10,373,134 $ 5,548,506

Dividend received deduction (44,670) (54,207)

Provision to return adjustments 29,048 73,057

All other, net 26,405 27,740

Actual provision for income taxes $ 10,383,917 $ 5,595,096

The Company files a consolidated federal income tax return. Income tax provisions are allocated to the Company’s 

wholly-owned subsidiaries as if they had been calculated on a separate company basis. State income taxes are paid by Brokers

and Services. Net payments for federal income taxes were $10,222,522 and $3,500,000 in 2007 and 2006, respectively. 

5Commitments 
(Mutual only)

Prior to October 11, 1996, Mutual also required that each 

of its members commit to pay Mutual amounts equal to 300%

of its initial annual premiums, if, when, and to the extent

required by the Board of Directors to provide for unanticipated

expenses or losses of the Company. Two-thirds of each 

member’s commitments were required to be secured by an

irrevocable letter of credit (“LOC”). Effective with a member

vote on October 11, 1996, Mutual modified its commitment

practices through the elimination of the unsecured portion

of the commitments as well as eliminating, over a period 

of ten years, subject to annual Board review, the remaining

portions of the members’ commitments (i.e., the portions

secured by the LOC). These provisions were implemented

effective January 1, 1997. Each year thereafter through 2001,

the Board of Directors voted to reduce a portion of remain-

ing members’ commitment. With a view of ensuring that 

the Company maintains a strong capital base, effective with

the 2002 scheduled reduction, the Board of Directors has

annually voted to suspend further reductions in the LOCs.

As of December 31, 2007 and 2006, the Company had available

$19,242,419 and $20,010,205, respectively, in secured LOCs,

none of which have been drawn against to date, and $24,197

cash in lieu of LOCs. Commitments by members terminate

when the policy terminates, unless the Board of Directors

determines that the continuation of the commitment is nec-

essary to cover losses, to avoid jeopardizing the Company’s

capital, or to comply with insurance regulatory requirements.
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The deferred income tax amounts reflected in the consolidated balance sheets at December 31, 2007 and 2006 are 

comprised of the following items:

2007 2006
Net unearned premiums $ 948,879 $ 1,035,802

Discounting of loss reserves 3,840,148 4,659,570

Deferred policy acquisition costs (995,019) (861,469)

Net unrealized gains on investments (916,658) (1,916,257)

Post-retirement employee benefits 534,995 654,159

Bond discount accretion (1,234,779) (1,095,590)

Other than temporarily impaired securities 667,045 498,084

Other 53,262 37,358

$ 2,897,873 $ 3,011,657

7Unaudited Statutory Basis Information (Mutual only)
Mutual is required to file an annual statement with the Vermont Department of Banking, Insurance, Securities and Health 

Care Administration (the “Department”). Under this filing for 2007 and 2006, Mutual reflected LOCs and cash in lieu of LOCs

of $19,266,616 and $20,034,402, respectively, described in Note 5 above, as an asset and paid-in capital in accordance with

accounting practices prescribed or permitted by the Department. 

The following is a reconciliation of GAAP to the statutory basis of accounting used in the annual statement: 

2007 2006
Net income in accordance with GAAP $ 19,109,527 $ 10,043,279

Deferred policy acquisition costs (364,867) (86,745)

Federal income tax 1,154,530 192,977

Investment securities valuation adjustments (826,330) (37,549)

Net income, statutory basis $ 19,072,860 $ 10,111,962

Equity in accordance with GAAP $ 159,530,567 $142,592,224

Nonadmitted assets (356,397) (375,827)

Deferred policy acquisition costs (2,838,465) (2,473,600)

Deferred federal income taxes 994,792 (22,494)

Unrealized gains on investments 591,683 (663,645)

Write-up investment in subsidiaries 225,489 228,234

Letters of credit and cash in lieu 19,266,616 20,034,402

Low-grade bond adjustment (949,456) (96,120)

Other, net (558,928) (254,151)

Equity, statutory basis $ 175,905,901 $158,969,023
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8Related Party Transactions
Effective January 1, 1989, Mutual entered into a royalty

agreement and a services and facilities agreement with the

ICI. Under the royalty agreement, Mutual is required to pay

1% of gross annual premium as a royalty fee to the ICI, lim-

ited to a total maximum of $1,000,000 in any calendar year.

Royalty fees paid for both 2007 and 2006 were $1,000,000. 

The services and facilities agreement requires the Company

to reimburse the ICI for actual direct and indirect expenses

incurred on behalf of the Company. Service and facility fees

amounted to approximately $630,000 and $656,000 for 2007

and 2006, respectively.

Amounts payable at December 31, 2007 and 2006 under

these agreements were approximately $51,000 and $55,000,

respectively.

9Reinsurance Agreements
The Company utilizes reinsurance agreements to 

provide protection for claims in excess of the Company’s 

normal retention limits. In addition, the Company may utilize

reinsurance agreements to provide increased limits of liabil-

ity on a case-by-case basis. 

The Company follows SFAS No. 113, Accounting and

Reporting for Reinsurance of Short-Duration and Long-

Duration Contracts, which requires ceded reinsurance 

balances to be reported on a gross basis. Accordingly, 

the following balance sheet accounts are grossed up by the

amounts noted below:

At December 31, 2007 and 2006, reinsurance recoverables

were concentrated with two third-party reinsurance groups, 

Travelers Insurance Companies (approximately 32% and

29%, respectively) and Lloyds of London (approximately

23% and 28%, respectively). 

2007 2006
Reserve for losses and 
loss adjustment expenses $180,084,064 $ 238,279,063

Unearned premiums $ 45,501,551 $ 50,234,306
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Insurance risks ceded to reinsurance companies would become a liability in the event the reinsurers are unable to meet their 

obligations assumed under reinsurance contracts. Premiums and losses by the Company in 2007 and 2006 have been adjusted 

as follows as a result of voluntary reinsurance:

2007 2006
Written Earned Written Earned

PREMIUMS
Direct $105,060,237 $111,034,846 $118,669,259 $121,167,287

Ceded (net of ceding commission income) (71,190,869) (75,923,623) (81,200,449) (84,560,000)

Net $ 33,869,368 $ 35,111,223 $ 37,468,810 $ 36,607,287

2007 2006
LOSSES AND LOSS ADJUSTMENT EXPENSES
Direct $ (2,818,825) $ 104,359,745

Ceded 7,465,000 (83,208,177)

Net $ 4,646,175 $ 21,151,568

10Reserve for Losses and Loss Adjustment Expenses
The following table sets forth a reconciliation of beginning and ending reserve for losses and loss adjustment expenses, 

as shown, in the Company’s consolidated financial statements for the periods indicated:

2007 2006
Balance at January 1 $ 342,944,579 $ 404,211,303 

Less reinsurance recoverable, unpaid losses (238,279,063) (300,494,896)

Net balance at January 1 104,665,516 103,716,407

Incurred related to

Current year 16,150,000 17,900,000

Prior years (11,503,825) 3,251,568

Total incurred 4,646,175 21,151,568

Paid related to

Current year 260,809 921,522

Prior years 18,107,546 19,280,937 

Total paid 18,368,355 20,202,459

Net balance at December 31 90,943,336 104,665,516

Plus reinsurance recoverable, unpaid losses 180,084,064 238,279,063 

Balance at December 31 $ 271,027,400 $ 342,944,579
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As a result of changes in estimates of incurred losses related

to insured events of prior years, the reserve for losses and loss

adjustment expenses decreased $11,503,825 in 2007 primarily

as a result of favorable developments on certain claims that

arose in the 2003, 2005, and 2006 calendar years. The increase

in the reserve for prior year losses in 2006 of $3,251,568 

was primarily the result of adverse development on certain

claims that resulted in the Company exceeding the aggregate

limit on the 03 Treaty by $10 million (See Note 1G), partially

offset by approximately $6.7 million of favorable developments

on prior year claims (primarily calendar years 2003 and

2004). As additional historical loss experience information 

is obtained, the Company will update its estimate of the

reserve for losses and loss adjustment expenses.

11Contingencies
In the normal course of its business activities,

the Company may be subject to various asserted and

unasserted claims and lawsuits covering a wide range 

of matters. The Company is not aware of any events that

would give rise to a claim at December 31, 2007. 

12Policyholders’ Dividend
In determining the level of dividend to declare 

the Board of Directors (“Board”) reviews the financial results 

of the Company as well as the anticipated capital levels

needed to fund the Company’s future operations and to

maintain the Company’s sound financial condition. After 

a review of all of these factors, the Board adopted a formula

that resulted in a dividend of $4.5 million being declared 

in 2007. The Board elected not to declare a dividend in 2006. 

The dividend will be distributed to members based equally

on each members’ share of the Company’s net worth deter-

mined at December 31, 2007, before payment of the dividend,

and the proportion of 2007 gross earned premium of the

Company attributable to each member.

Under Title 8, Chapter 141, Section 6005 of the Vermont

Statutes, the Company must seek the approval of the

Commissioner of the Department prior to the payment 

of any dividend. 
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Other components of the Plan for the years ended December 31, 2007 and 2006, were as follows:

2007 2006
Benefit obligation $ 3,044,725 $ 3,041,280

Fair value of plan assets 2,717,026 2,376,361

Funded status of the plan $ (327,699) $ (664,919)

Unrecognized actuarial loss n/a 303,322

Unrecognized prior service cost n/a 34,430 

Net amount accrued as a liability n/a $ (327,167)

Employer contributions $ 499,290 $ 212,899

Benefits paid 23,048 31,759

2007 2006
Noncurrent assets $ — n/a

Current liabilities 32,096 n/a

Noncurrent liabilities 295,603 n/a

Total $ 327,699 n/a

2007 2006
Discount rate for benefit obligation 6.00% 5.75%

Discount rate for pension cost 5.75% 5.75%

Expected return on plan assets 7.50% 7.50% 

Rate of compensation increase 4.50% 4.00%

2007 2006
Net loss (gain) $ 104,487 $ —

13Employee Benefit Plans
A. RETIREMENT PLANS

The Company has three retirement plans for its employees: 

a noncontributory defined benefit plan, a 401(k) defined con-

tribution plan, and a supplemental employee retirement plan. 

The noncontributory defined benefit plan (“the Plan”) covers

substantially all regular full-time employees. The Company

uses a December 31 measurement date for the Plan. Plan

assets consist of mutual funds, including various debt and

equity issues. 

The Plan uses the actuarial cost method mandated by

SFAS No. 87 and the following weighted-average assumptions 

to determine the benefit obligation and net periodic pension

cost for the years ended December 31, 2007 and 2006:

Plan amounts recognized in the consolidated balance sheet

consist of: 

Plan amounts recognized in accumulated other comprehen-

sive income consist of:

The Plan’s accumulated benefit obligation is $2,171,275 as 

of December 31, 2007 and was $2,521,658 as of December 31,

2006. Pension expense for the Plan equaled $339,063 and

$309,583 for the years ended December 31, 2007 and 2006,

respectively, and is included in “General and administrative

expenses” in the consolidated statements of operations and

changes in equity.

The Company determines the long-term expected rate of

return on Plan assets by examining historical returns and 

the Plan’s asset allocation. Factors such as inflation and cur-

rent interest rates are also evaluated. The result is reviewed

against benchmarking data to ensure that the return is a rea-

sonable and appropriate assumption.
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The Plan’s assets will be invested in a prudent manner for

the exclusive purpose of providing benefits to Plan partici-

pants. The Company’s objective is to maximize the return 

on assets, over the long term, by investing a majority of assets

in equities. The inclusion of additional asset classes with 

differing rates of return, volatility, and correlation are utilized

to reduce the risk by providing diversification relative to

equities. The Company’s investment policy states that equities

will comprise 60% of assets, and fixed income securities

40% of assets. The actual allocation will be compared to the

target allocation monthly and if any fund allocation is more

than one percentage point different than the target, funds

will be bought or sold to bring the allocation to the target.

The Company made contributions of $499,290 and $212,899 

to the Plan for the years ended December 31, 2007 and 2006,

respectively, which amounts were in excess of the minimum

required ERISA contributions. The Company expects to contri-

bute $239,984 to the Plan for the year ending December 31, 2008.

The estimated net loss and prior service cost for the Plan

that will be amortized from accumulated other comprehen-

sive income into net periodic benefit cost over the next fiscal

year are $0 and $37,290, respectively. 

Benefit payments expected to be paid from the Plan over 

the next five years and accumulated over the five years

thereafter are as follows as of December 31:

The 401(k) defined contribution plan covers substantially 

all employees. Effective January 1, 2007, the Company 

contributes amounts to the plan sufficient to credit each 

participant’s account with an amount equal to 3% of the

The Plan’s asset allocation at December 31, by asset category, is as follows:
2007 2006

ASSET CATEGORY:
Equities 60.0% 60.0%

Fixed income securities 40.0% 40.0% 

Total 100.0% 100.0% 

The Company’s expected long-term rate of return and projected asset allocation are as follows:

Expected Guideline Expected Net 
Rate of Return Asset Allocation Rate of Return

ASSET CATEGORY:
Equities 9.0% 60.0% 5.4%

Fixed income securities 5.0% 40.0% 2.0%

Total 100.0% 7.4%

Guideline Permissible
Allocation Range

ASSET CATEGORY:
Equities 60.0% 60.0%

Fixed income securities 40.0% 40.0%

Year Expected benefits

2008 $ 32,096

2009 428,181

2010 49,327

2011 454,448

2012 245,206

2013–2017 $ 2,673,951
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The Company has a supplemental employee retirement plan

(“SERP”) for certain key employees. 

SERP amounts recognized in the consolidated balance 

sheet consist of: 

SERP amounts recognized in accumulated other compre-

hensive income consist of:

participant’s eligible compensation, subject to IRS limitations,

during the plan year. In addition, the Company matches

100% of the first 1% and 50% of the next 1% of employee

voluntary contributions of the participant’s eligible compen-

sation. Prior to January 1, 2007, the Company contributed

amounts to the plan sufficient to credit each participant’s

account with an amount equal to 4% of the participant’s 

eligible compensation. Participants are not required to con-

tribute to the plan. Participants may voluntarily contribute 

up to 50% of eligible compensation paid to the participant

during the plan year up to a maximum of $15,500. The

Company contributed approximately $112,000 and $109,000

to this plan in 2007 and 2006, respectively.

Year Expected benefits

2008 $ —

2009 —

2010 —

2011 —

2012 —

2013–2017 $ 1,557,125

income into net periodic benefit cost over the next fiscal year

are $0 and $2,597, respectively. 

Benefit payments expected to be paid from the SERP 

over the next five years and accumulated over the five years

thereafter are as follows as of December 31:

The SERP’s accumulated benefit obligation is $217,135 as of

December 31, 2007 and was $394,935 as of December 31, 2006.

Included in “General and administrative expenses” in the accom-

panying consolidated statements of operations and changes in

equity at December 31, 2007 and 2006, are amounts attributable

to this plan of approximately $55,505 and $117,150, respectively.

The Company does not expect to make any contributions 

to the SERP for the year ending December 31, 2008.

The estimated net loss and prior service cost for the SERP that

will be amortized from accumulated other comprehensive

2007 2006
Noncurrent assets $ — n/a

Current liabilities — n/a

Noncurrent liabilities 609,717 n/a

Total $ 609,717 n/a

2007 2006
Net loss (gain) $ (9,203) $ —

Other components of the SERP for the years ended December 31, 2007 and 2006, were as follows:

2007 2006
Benefit obligation $ 609,717 $ 742,592

Fair value of plan assets — —

Funded status of the plan $ (609,717) $ (742,592)

Unrecognized actuarial loss n/a (224,274)

Unrecognized prior service cost n/a 21,246 

Net amount accrued as a liability n/a $ (945,620)

Employer contributions $ 377,249 $ —

Benefits paid 377,249 —
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Other components of the plan for the years ended December 31, 2007 and 2006, were as follows:

2007 2006
Benefit obligation $ 782,842 $ 737,856

Fair value of plan assets — —

Funded status of the plan $ (782,842) $ (737,856)

Unrecognized actuarial loss n/a 229,258

Net amount accrued as a liability n/a $ (508,598)

Employer contributions $ 19,239 $ 5,640

Benefits paid 19,239 5,640

The following table shows the plan’s obligation by participant as well as assumed discount rates:

2007 2006
Retirees $ (103,644) $ (95,145)

Other active participants (679,198) (642,711)

Accumulated postretirement benefit obligation $ (782,842) $ (737,856)

Weighted average assumed discount rate used to determine:

the benefit obligation 6.25% 6.00%

the net benefit cost 6.00% 6.25%

2007 2006
Net loss (gain) $ 125,914 $ —

B. POSTRETIREMENT BENEFIT PLAN

The Company provides health and life insurance benefits 

to employees and retirees. The Company recognizes the

expected cost of these benefits during the years in which

employees render service. No assets are set aside for postre-

tirement health and life insurance benefits. 

On December 8, 2003, the President of the United States

signed into law the Medicare Prescription Drug, Improvement,

and Modernization Act of 2003 (the “Act”). In response 

to the Act, the Financial Accounting Standards Board issued

Staff Position No. FAS 106-2 (“FSP”) on May 19, 2004, which

provides accounting guidance related to the Act. This FSP was

effective for the Company for the year ending December 31,

2005. At this time, the Company has determined that any

benefits to be derived as a result of the Act are outweighed

by the costs involved in applying for benefits under the Act.

Consequently, the Company has not applied for benefits

under the Act and any measures of the accumulated postre-

tirement benefit obligation or net periodic postretirement

benefit cost in the financial statements or accompanying

notes do not reflect the effects of the Act on the Company’s

postretirement medical benefit plan. 

Plan amounts recognized in the consolidated balance sheet

consist of: 

Plan amounts recognized in accumulated other comprehen-

sive income consist of:

2007 2006
Noncurrent assets $ — n/a

Current liabilities 5,000 n/a

Noncurrent liabilities 777,842 n/a

Total $ 782,842 n/a
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Included in “General and administrative expenses” in the

accompanying consolidated statements of operations and

changes in equity at December 31, 2007 and 2006, are

amounts attributable to this plan of approximately $99,749 

and $71,746, respectively.

The Company expects to contribute $5,000 to the plan for the

year ending December 31, 2008.

The estimated net loss and prior service cost for the plan that

will be amortized from accumulated other comprehensive

income into net periodic benefit cost over the next fiscal year

are $7,660 and $0, respectively. 

Benefit payments expected to be paid from the plan over the

next five years and accumulated over the five years there-

after are as follows as of December 31:

For measurement purposes, a 9.1% increase in healthcare

costs was assumed for fiscal year 2007, trending down to

5.0% in 2016 and thereafter.

Year Expected benefits

2008 $ 5,000

2009 8,000

2010 11,000

2011 15,000

2012 22,000

2013–2017 $ 188,000

14Other Comprehensive (Loss) Income 
The Company’s other comprehensive (loss) income is calculated as follows:

Pretax Tax Expense Net of
FOR THE YEAR ENDED DECEMBER 31, 2007 Amount or Benefit Tax Amount

Net unrealized losses on investments

Net unrealized losses arising during the period $(3,124,086) $ (1,093,430) $ (2,030,656)

Reclassification adjustment for losses realized in net income 268,086 93,830 174,256

Other comprehensive loss $(2,856,000) $ (999,600) $ (1,856,400)

Pretax Tax Expense Net of
FOR THE YEAR ENDED DECEMBER 31, 2006 Amount or Benefit Tax Amount

Net unrealized gains on investments

Net unrealized gains arising during the period $ 1,173,520 $ 410,732 $ 762,788 

Reclassification adjustment for losses realized in net income 1,810,152 633,553 1,176,599 

Other comprehensive income $ 2,983,672 $ 1,044,285 $ 1,939,387
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ICI Mutual Insurance Group
40 Main St., Suite 500
Burlington, Vermont 05401
800.643.4246
info@icimutual.com

ICI Mutual  |  an uncommon value

Aligned Interests:
owned by, governed by and operated for mutual funds 
and their advisers, directors and officers

Mutual Fund Knowledge and Expertise:
tailored, innovative coverage combined with 
expert claims handling

Stability and Financial Strength in All Markets:
consistent coverage and strong capital


