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Madison, Wisconsin 53707-7873

Phone: (608) 266-3585  Fax: (608) 266-9935 
E-Mail: ociinformation@wisconsin.gov 

Web Address: oci.wi.gov

Scott Walker, Governor 
Theodore K. Nickel, Commissioner 
 
Wisconsin.gov 

 

 
Honorable Theodore K. Nickel 
Commissioner of Insurance 
State of Wisconsin 
125 South Webster Street 
Madison, Wisconsin 53703 
 
 
Commissioner: 

 In accordance with your instructions, a compliance examination has been made of 

the affairs and financial condition of: 

BADGER MUTUAL INSURANCE COMPANY 
Milwaukee, Wisconsin 

 
and this report is respectfully submitted. 

 

I.  INTRODUCTION 

 The previous examination of Badger Mutual Insurance Company (the company) was 

conducted in 2009 as of December 31, 2008.  The current examination covered the intervening 

period ending December 31, 2012, and included a review of such 2013 transactions as deemed 

necessary to complete the examination. 

 The examination was conducted using a risk-focused approach in accordance with 

the NAIC Financial Condition Examiners Handbook, which sets forth guidance for planning and 

performing an examination to evaluate the financial condition and identify prospective risks of an 

insurer.  This approach includes the obtaining of information about the company including 

corporate governance, the identification and assessment of inherent risks within the company, 

and the evaluation of system controls and procedures used by the company to mitigate those 

risks.  The examination also included an assessment of the principles used and significant 

estimates made by management, as well as an evaluation of the overall financial statement 
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presentation and management’s compliance with statutory accounting principles, annual 

statement instructions, and Wisconsin laws and regulations. 

 The examination consisted of a review of all major phases of the company's 

operations and included the following areas:  

 History 
 Management and Control 
 Corporate Records 
 Conflict of Interest 
 Fidelity Bonds and Other Insurance 
 Employees' Welfare and Pension Plans 
 Territory and Plan of Operations 
 Affiliated Companies 
 Growth of Company 
 Reinsurance 
 Financial Statements 
 Accounts and Records 
 Data Processing 
 
 Emphasis was placed on the audit of those areas of the company's operations 

accorded a high priority by the examiner-in-charge when planning the examination.  Special 

attention was given to the action taken by the company to satisfy the recommendations and 

comments made in the previous examination report.  

 The company is annually audited by an independent public accounting firm as 

prescribed by s. Ins 50.05, Wis. Adm. Code.  An integral part of this compliance examination was 

the review of the independent accountant's work papers.  Based on the results of the review of 

these work papers, alternative or additional examination steps deemed necessary for the 

completion of this examination were performed.  The examination work papers contain 

documentation with respect to the alternative or additional examination steps performed during 

the course of the examination. 

Independent Actuary's Review 

 An independent actuarial firm was engaged under a contract with the Office of the 

Commissioner of Insurance.  The actuary reviewed the adequacy of the company’s loss and loss 

adjustment expense reserves.  The actuary’s results were reported to the examiner-in-charge.  

As deemed appropriate, reference is made in this report to the actuary’s conclusion. 
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II.  HISTORY AND PLAN OF OPERATION 

 The company was organized in 1887 as Der Deutsche Gegenseitige Feuer 

Unterstuetzungs Verein (The German Mutual Fire Insurance Society).  It was founded by a group 

of Lutherans interested in acquiring affordable property damage coverage for their churches after 

many insurance companies introduced restrictions and high rates for some types of property 

coverage as a result of the great Chicago fire that occurred in 1881.  The company was 

incorporated in Wisconsin on June 6, 1891, as Badger Mutual Fire Insurance Company.  The 

present name, Badger Mutual Insurance Company, was adopted in 1948. 

 In 2012, the company wrote direct premium in the following states: 

Wisconsin $47,229,574 48.3%
Illinois 26,601,790 27.3 
Arizona 6,068,559 6.3 
Michigan 5,804,766 5.9 
Minnesota 5,709,220 5.8 
Nevada 4,018,186 4.1 
Iowa 833,023 0.9 
Utah 582,520 0.6 
Idaho 422,444 0.4 
Wyoming        402,437     0.4 
   
Total $97,672,519 100.0%

 
 The company is licensed in all states listed in the table above.  The major products 

marketed by the company include homeowner’s and commercial multiple peril, private passenger 

auto liability and auto physical damage, fire and allied lines.  The major products are marketed 

through 428 independent agencies with 3,709 licensed agents. 
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 The following table is a summary of the net insurance premiums written by the 

company in 2012.  The growth of the company is discussed in the “Financial Data” section of this 

report.   

Line of Business 
Direct 

Premium 
Reinsurance 

Assumed 
Reinsurance 

Ceded 
Net 

Premium 
  
Fire $  2,135,479 $    $     17,432 $  2,118,046 
Allied lines 1,068,004  3,997 1,064,007 
Homeowner’s multiple peril 31,774,314  1,337,674 30,436,640 
Commercial multiple peril 27,175,230  4,922,223 22,253,007 
Inland marine 1,574   1,574 
Worker’s compensation 2,874,751  289,566 2,585,185 
Other liability – occurrence  661,784  2,933 658,851 
Private passenger auto liability 19,307,818  81,568 19,226,250 
Auto physical damage   12,673,566           207,742   12,465,824 
     
Total All Lines $97,672,519 $0 $6,863,135 $90,809,384 
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III.  MANAGEMENT AND CONTROL 

Board of Directors 

 The board of directors consists of 12 members.  Directors are elected annually to 

serve a three-year term.  Officers are elected at the board's annual meeting.  The outside board 

members currently receive a $16,000 annual retainer and a $6,000 annual meeting fee.  

Members of the Audit and Finance Committees receive $500 for each meeting they attend.  All 

directors are reimbursed for their travel expenses incurred while attending a meeting. 

 Currently the board of directors consists of the following persons: 

Name and Residence Principal Occupation Term Expires 
 
Roy R. Bubeck Chief Executive Officer 2015 
Grafton, Wisconsin Badger Mutual Insurance Company  
   
Thomas A. Kaupp President 2015 
Hubertus, Wisconsin Image Makers Advertising  
   
Robert W. Smith Retired 2015 
Marana, Arizona   
   
Santino R. Cicero Senior Vice President 2015 
River Hills, Wisconsin BMO Harris Bank  
   
Stuart H. Warrington Retired 2014 
Bonita Springs, Florida   
   
Bartley L. Munson Actuarial Consultant 2014 
Milwaukee, Wisconsin Munson & Associates  
   
Dr. John R. Linscott, Jr. Physician 2014 
Thiensville, Wisconsin Lakeshore Medical Clinics, Ltd.  
   
David M. Kane President 2014 
Milwaukee, Wisconsin Badger Mutual Insurance Company  
   
Bridget E. Boyle-Saxton* Attorney 2013 
Milwaukee, Wisconsin Boyle Law office, S.C.  
   
Steven C. Klima Retired 2013 
Oconomowoc, Wisconsin   
   
Richard A. Rusch Chairman of the Board,  Retired 2013 
Greenville, South Carolina   
   
David L. Springob Retired 2013 
Cedar Grove, Wisconsin   
   
* Bridget E. Boyle-Saxton resigned as a director effective December 27, 2013.  
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Officers of the Company 

 The officers serving at the time of this examination are as follows: 

Name Office 
2012 

Compensation
   
Roy R. Bubeck 
David M. Kane** 

Chief Executive Officer 
President 

$825,107 
363,728 

Darrin A. Groendal Treasurer/Chief Financial Officer 268,182 
Karen L. Kirk Secretary/Vice President 228,738 
Chad M. Bubeck Assisting Vice President - Commercial Lines 94,148 
Brian E. Wiza Assisting Vice President - Personal Lines 82,794 
Daniel W. Nigro Vice President - IT/Marketing 185,649 
Kathy A. Wilcox Vice President - Claims 186,840 
James C. Kaufman Vice President - Administration 250,255 
 
**David M. Kane was elected President of the company effective January 1, 2013. 

 Reported compensation is the total compensation paid by the insurer for the year and 

includes salary, bonus, vacation payout, pension and 401(k) employer’s matching contributions 

and overtime as applicable. 

Committees of the Board 

 The company's bylaws allow for the formation of certain committees by the board of 

directors.  The committees at the time of the examination are listed below:   

Finance Committee Audit Committee 
David L. Springob, Chair Steven C. Klima, Chair 
Santino R. Cicero Bartley L. Munson 
Richard A. Rusch Richard A. Rusch 
Stuart H. Warrington Robert W. Smith 
Thomas A. Kaupp Bridget E. Boyle-Saxton 
Dr. John R. Linscott, Jr.  
Roy R. Bubeck  
David M. Kane  
  
Compensation Committee 
Richard A. Rusch, Chair 

 

Bridget E. Boyle-Saxton   
Dr. John R. Linscott, Jr.  
Robert W. Smith  
Thomas A. Kaupp  
Bartley L. Munson 
David L. Springob 
Santino R. Cicero 
Steven C. Klima 
Stuart H. Warrington 

 

 

  



 

7 

IV.  REINSURANCE 

 The company's reinsurance portfolio and strategy is described below.  A list of the 

companies that have a significant amount of reinsurance in force at the time of the examination 

follows.  The contracts contained proper insolvency provisions. 

Nonaffiliated Ceding Contracts 
 
 1. Type: Equipment Breakdown Coverage 
 
 Reinsurer: The Hartford Steam Boiler Inspection and Insurance Company 
 
 Scope: Equipment breakdown liability under commercial package 

policies 
 
 Coverage: 100% of the equipment breakdown liability subject to a limit of 

$25,000,000 for any one accident 
 
 Premium: 5.4% of the company’s subject earned premium income during 

the period of January 1 through December 31 
 
 Commissions: Ceding commission of 30% of reinsurance premium ceded 
 
  Profit-sharing commission calculated as 50% of the amount by 

which the actual loss ratio is under 32%, adjusted for the loss 
carry forward, if any, for the immediately preceding accounting 
period 

 
 Effective date: January 1, 2001 
 
 Termination: Continue in force until terminated by either party giving the other 

six months’ prior notice in writing 
 
 2. Type: Multiple Line Excess of Loss Reinsurance First Layer 
 
 Reinsurer: Domestic Placement 
  Dorinco Reinsurance Company 30% 
  Odyssey America Reinsurance Corp. 10 
   40 
  European Placement 
  Hannover Ruckversicherungs AG 30 
 
  Total Placement 70% 
 
 Scope: Property, casualty, personal umbrella, commercial umbrella, 

worker’s compensation and employers’ liability 
 
 Retention: $500,000 each and every risk and 30% of the next $ 500,000 
 
 Coverage: Property—70% of $500,000 each and every risk, limited to 

$1,500,000 any one loss occurrence and $2,000,000 in annual 
aggregate in respect of acts of terrorism 
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  Casualty—70% of $500,000 each and every loss occurrence, 
limited to an aggregate of $1,500,000 in respect of acts of 
terrorism 

 
  Property and Casualty—70% of $500,000 ultimate net loss each 

and every event 
 
 Reinstatement: Free and unlimited, subject to terrorism aggregate 
 
 Premium: Annual deposit premium of $2,742,000 payable in quarterly 

installments of $685,500 and adjusted annually at a gross rate of 
3.15% of gross net earned premium income (GNEPI) with an 
annual minimum premium of $2,193,600 

 
 Commissions: 30% 
 
 Effective date: January 1, 2013, to January 1, 2014 
 
 Termination: Under any part of Article 3 – Special Termination of the contract 

upon giving a notice in writing 
 
 3. Type: Multiple Line Excess of Loss Reinsurance Second Layer 
 
 Reinsurer: Domestic Placement 
  Dorinco Reinsurance Company 22.5% 
   22.5 
  European Placement 
  Hannover Ruckversicherungs AG 32.5 
 
  Total Placement 55.0% 
 
 Scope: Property, casualty, personal umbrella and commercial umbrella 
 
 Retention: $1,000,000 each and every risk  
 
 Coverage: Property—55% of $4,000,000 each and every risk, limited to 

$8,000,000 any one loss occurrence and $8,000,000 in the 
aggregate in respect of acts of terrorism 

 
  Casualty—55% of $3,000,000 each and every loss occurrence 

limited to an aggregate of $6,000,000 in respect of acts of 
terrorism 

 
 Reinstatement: Three free for property and four free for casualty, subject to 

terrorism aggregate 
 
 Premium: Annual deposit premium of $1,516,000 payable in quarterly 

installments of $379,000, adjusted annually at a gross rate of 
1.8% GNEPI and subject to an annual minimum premium of 
$1,212,800 

 
 Commissions: 30% 
 
 Effective date: January 1, 2013, to January 1, 2014 
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 Termination: Under any part of Article 3 – Special Termination of the contract 
upon giving a notice in writing 

 
 4. Type: Second Multiple Line Excess of Loss Reinsurance 
 
 Reinsurer: Domestic Placement 
  SCOR Reinsurance Company 45% 
 
  Total Placement 45% 
 
 Scope: Property, casualty, personal umbrella and commercial umbrella 
 
 Retention: $1,000,000 each and every risk 
 
 Coverage: Property—45% of $4,000,000 each and every risk, limited to 

$8,000,000 any one loss occurrence and $8,000,000 in the 
aggregate in respect of acts of terrorism 

 
  Casualty—45% of $3,000,000 each and every loss occurrence 

limited to an aggregate of $7,500,000 in respect of acts of 
terrorism 

 
 Reinstatement: Four free for property and five free for casualty, subject to 

terrorism aggregate 
 
 Premium: Annual deposit premium of $1,685,000 payable in quarterly 

installments of $421,250 and adjusted annually at a gross rate of 
2.0% GNEPI and subject to an annual minimum premium of 
$1,348,000 

 
 Commissions: 30% 
 
 Effective date: January 1, 2013, to January 1, 2014 
 
 Termination: Under any part of Article 3 – Special Termination of the contract 

upon giving a notice in writing 
 
  Contracts #3 and #4 together provide 100% coverage for the 

Second Multiple Line Excess of Loss layer 
 
 5. Type: Worker’s Compensation Excess of Loss Reinsurance 
 
 Reinsurer: Safety National Casualty Corporation 
 
 Scope: Worker’s compensation excess of loss 
 
 Retention: $1,000,000 ultimate net loss each and every occurrence 
 
 Coverage: $10,000,000 ultimate net loss each and every occurrence 

subject to not more than $40,000,000 aggregate ultimate net 
loss 

 
 Reinstatement: Three free 
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 Premium: Annual deposit of $213,385 payable in quarterly installments of 
$53,346 and adjusted annually at 7.558% of the subject earned 
premium, subject to minimum premium of $200,000 

 
 Effective date: January 1, 2013, to January 1, 2014 
 
 Termination: Under any part of Article 3 – Special Termination of the contract 

upon giving 30 days’ notice in writing 
 
 6. Type: Casualty Clash Reinsurance Contract 
 
 Reinsurer: Domestic Placement 
  Arch Reinsurance Company   50% 
   50 
  European Placement 
  Catlin Underwriting, Inc.o/b/o Lloyd’s 2003 SJC   50 
 
  Total Placement 100% 
 
 Scope: Casualty, commercial umbrella and personal umbrella 
 
 Retention: $4,000,000 per occurrence  
 
 Coverage: $5,000,000 per occurrence, subject to annual aggregate limit of 

$10,000,000 for all loss occurrences and $5,000,000 in the 
aggregate in respect of acts of terrorism 

 
 Reinstatement: One at 100% 
 
 Premium: Annual deposit premium of $143,000 payable in quarterly 

installments of $356,750 and subject to an annual minimum 
premium of $114,400 

 
 Effective date: January 1, 2013, to January 1, 2014 
 
 Termination: Under any part of Article 3 – Special Termination of the contract 

upon giving a notice in writing 
 
 7. Type: First Layer Property Catastrophe Excess of Loss 
 
 Reinsurer: Domestic Placement 
  Allied World Reinsurance Company 22.5% 
  SCOR Reinsurance Company   37.5 
   60.0 
  European Placement 
  Hannover Ruckversicherungs AG 5.0 
  R+V Versicherung AG   35.0 
     40.0 
 
  Total Placement 100.0% 
 
 Scope: Property including automobile physical damage 
 
 Retention: $1,500,000 each and every loss occurrence 
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 First event loss required  
 before reinsurance claim  
 can be made:  $3,000,000 
 
 Coverage: $2,000,000 each and every loss occurrence 
 
 Reinstatement: None 
 
 Premium: Annual deposit premium of $450,000 payable in quarterly 

installment of $112,500 and adjusted annually at 0.98% GNEPI 
(gross net earned premium income), subject to an annual 
minimum premium of $360,000 

 
 Effective date: January 1, 2013, to December 31, 2013 
 
 Termination: Under any part of Article 3 – Special Termination of the contract 

upon giving 30 days’ notice in writing 
 
 8. Type: Second Layer Property Catastrophe Excess of Loss 

Reinsurance 
 
 Reinsurer: Domestic Placement 
  Dorinco Reinsurance Company 8% 
  QBE Reinsurance Corporation 12 
  Shelter Mutual Insurance Company   8 
   28 
  European Placement 
  Hannover Ruckversicherungs AG 10 
  R+V Versicherung AG 35 
  Mapfre Re Compania de Reaseguros, S.A. 19 
   64 
 
  Total Placement 92% 
 
 Scope: Property business including automobile physical damage 
 
 Retention: $3,500,000 each and every loss occurrence plus 8% of the 

excess up to $6,000,000 
 
 Coverage: 92% of $2,500,000 each and every loss occurrence 
 
 Reinstatement: One full at additional premium, 100% as to time and pro rata as 

to amount 
 
 Premium: Annual deposit premium of $306,250 payable in quarterly 

installment of $76,563 and adjusted annually at 0.66% GNEPI 
(gross net earned premium income), subject to an annual 
minimum premium of $245,000 

 
 Effective date: January 1, 2013, to December 31, 2013 
 
 Termination: Under any part of Article 3 – Special Termination of the contract 

upon giving 30 days’ notice in writing 
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 9. Type: Third Layer Property Catastrophe Excess of Loss Reinsurance 
 
 Reinsurer: Domestic Placement 
  Allied World Reinsurance Company 15.0% 
  American Agricultural Insurance Company.   7.5 
  QBE Reinsurance Corporation 5.0 
  Shelter Mutual Insurance Company     7.5 
   35.0 
  European Placement 
  Hannover Ruckversicherungs AG 15.0 
  R+V Versicherung AG 30.0 
  Mapfre Re Compania de Reaseguros, S.A.   20.0 
     65.0 
 
  Total Placement 100.0% 
 
 Scope: Property business including automobile physical damage 
 
 Retention: $6,000,000 each and every loss occurrence 
 
 Coverage: $6,000,000 each and every loss occurrence 
 
 Reinstatement: One full at additional premium, 100% as to time and pro rata as 

to amount 
 
 Premium: Annual deposit premium of $366,000 payable in quarterly 

installment of $91,500 and adjusted annually at 0.79% GNEPI 
(gross net earned premium income) and subject to an annual 
minimum premium of $292,800 

 
 Effective date: January 1, 2013, to December 31, 2013. 
 
 Termination: Under any part of Article 3 – Special Termination of the contract 

upon giving 30 days’ notice in writing 
 
 10. Type: Fourth Layer Property Catastrophe Excess of Loss Reinsurance 
 
 Reinsurer: Domestic Placement 
  Allied World Reinsurance Company 15.0% 
  American Agricultural Insurance Company.   2.5 
  Protective Insurance Company 20.0 
  Shelter Mutual Insurance Company     7.5 
   45.0 
  European Placement 
  Hannover Ruckversicherungs AG 15.0% 
  R+V Versicherung AG 25.0 
  Sirius International Insurance Corporation   15.0 
     55.0 
 
  Total Placement 100.0% 
 
 Scope: Property business including automobile physical damage 
 
 Retention: $12,000,000 each and every loss occurrence 
 
 Coverage: $21,000,000 each and every loss occurrence 
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 Reinstatement: One full at additional premium, 100% as to time and pro rata as 

to amount 
 
 Premium: Annual deposit premium of $462,000 payable in quarterly 

installment of $115,500 and adjusted annually at 1.0% GNEPI 
(gross net earned premium income) and subject to an annual 
minimum premium of $369,600 

 
 Effective date: January 1, 2013, to December 31, 2013. 
 
 Termination: Under any part of Article 3 – Special Termination of the contract 

upon giving 30 days’ notice in writing 
 
 11. Type: Underlying Property Catastrophe Excess of Loss Reinsurance 
 
 Reinsurer: Domestic Placement 
  Allied World Reinsurance Company 10% 
  SCOR Reinsurance Company   50 
   60 
  European Placement 
  Hannover Ruckversicherungs AG 15 
  Lloyd’s Underwriters   25 
     40 
 
  Total Placement 100% 
 
 Scope: Property business including automobile physical damage 
 
 Retention: $1,500,000 each and every loss occurrence 
 
 First event loss required 
 before reinsurance claim 
 can be made: $5,000,000 
 
 Coverage: $1,000,000 each and every loss occurrence 
 
 Premium: Annual deposit premium of $100,000 payable in quarterly 

installment of $25,000 and adjusted annually at 0.22% GNEPI 
(gross net earned premium income) and subject to an annual 
minimum premium of $100,000 

 
 Effective date: January 1, 2013, to December 31, 2013. 
 
 Termination: Under any part of Article 3 – Special Termination of the contract 

upon giving 30 days’ notice in writing 
 
 
 Badger Mutual Insurance Company maintains facultative reinsurance contracts for its 

commercial policies to cover risks that exceed the risks covered under the main reinsurance 

program.  The facultative reinsurance provides coverage for risk exposures exceeding 

$5,000,000 for buildings, contents and income and $3,000,000 for liability. 
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V.  FINANCIAL DATA 

 The following financial statements reflect the financial condition of the company as 

reported to the Commissioner of Insurance in the December 31, 2012, annual statement.  Also 

included in this section are schedules that reflect the growth of the company, NAIC Insurance 

Regulatory Information System (IRIS) ratio results for the period under examination, and the 

compulsory and security surplus calculation.  Adjustments made as a result of the examination 

are noted at the end of this section in the area captioned "Reconciliation of Surplus per 

Examination." 
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Badger Mutual Insurance Company 
Assets 

As of December 31, 2012 
 

   Net 
  Nonadmitted Admitted 
 Assets Assets Assets 
    
Bonds $107,709,708 $                 $107,709,708 
Stocks:    

Common stocks 3,040,527  3,040,527 
Mortgage loans on real estate:    

First liens 6,492,289  6,492,289 
Real estate:    

Occupied by the company 3,027,667  3,027,667 
Properties held for the production of 

income 5,674,725  5,674,725 
Cash, cash equivalents, and short-term 

investments 12,470,506  12,470,506 
Investment income due and accrued 965,856  965,856 
Premiums and considerations:    

Uncollected premiums and agents' 
balances in course of collection 583,342 64 583,278 

Deferred premiums, agents' 
balances, and installments booked 
but deferred and not yet due 13,626,627  13,626,627 

Reinsurance:    
Amounts recoverable from reinsurers 530,260  530,260 

Electronic data processing equipment 
and software 72,587  72,587 

Furniture and equipment, including 
health care delivery assets 8,557 8,557  

Write-ins for other than invested 
assets:    
Corporate owned life insurance 3,809,254  3,809,254 
Travel advance 600 600   
Prepaid pension 1,201,928   1,201,928                       

    
Total Assets $159,214,443 $1,211,149 $158,003,294 
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Badger Mutual Insurance Company 
Liabilities, Surplus, and Other Funds 

As of December 31, 2012 
 

Losses  $  37,758,168 
Loss adjustment expenses  10,255,708 
Commissions payable, contingent commissions, and 

other similar charges  2,724,584 
Other expenses (excluding taxes, licenses, and fees)  1,231,139 
Taxes, licenses, and fees (excluding federal and 

foreign income taxes)  498,826 
Current federal and foreign income taxes  88,379 
Unearned premiums  40,585,758 
Advance premium  1,351,495 
Dividends declared and unpaid:   

Policyholders  37,639 
Ceded reinsurance premiums payable (net of ceding 

commissions)  690,097 
Amounts withheld or retained by company for account 

of others  7,964 
Remittances and items not allocated  24,555 
Write-ins for liabilities:   

Escheats           474,831 
   
Total liabilities  95,729,142 
   
Write-ins for special surplus funds:   

Nonassessable guarantee funds $  1,000,000  
Unassigned funds (surplus)   61,274,152  
   
Surplus as regards policyholders      62,274,152 
   
Total Liabilities and Surplus  $158,003,294 
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 Badger Mutual Insurance Company 
Summary of Operations 

For the Year 2012 
 
Underwriting Income   
Premiums earned  $90,854,414 
   
Deductions:   

Losses incurred $48,609,932  
Loss adjustment expenses incurred 9,584,168  
Other underwriting expenses incurred   26,814,225  

Total underwriting deductions    85,008,326 
Net underwriting gain (loss)  5,846,089 
   
Investment Income   
Net investment income earned 3,253,923  
Net realized capital gains (losses)       271,120  
Net investment gain (loss)  3,525,043 
   
Other Income   
Net gain (loss) from agents' or premium balances charged 

off (102,531)  
Finance and service charges not included in premiums        598,562  
Total other income  496,031 
   
Net income (loss) before dividends to policyholders and 

before federal and foreign income taxes  9,867,163 
Dividends to policyholders           79,002 
   
Net income (loss) after dividends to policyholders but 

before federal and foreign income taxes  9,788,162 
Federal and foreign income taxes incurred           32,400 
   
Net Income   $  9,755,762 
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Badger Mutual Insurance Company 
Cash Flow 

For the Year 2012 
 
Premiums collected net of reinsurance   $90,771,363 
Net investment income   4,182,330 
Miscellaneous income          496,031 
Total   95,449,724 
Benefit- and loss-related payments  $ 51,866,101  
Commissions, expenses paid, and 

aggregate write-ins for deductions  36,026,722  
Dividends paid to policyholders  90,543  
Federal and foreign income taxes paid 

(recovered)     (8,872,061)  
Total deductions     79,111,305 
Net cash from operations   16,338,419 
    
Proceeds from investments sold, 

matured, or repaid:    
Bonds $32,058,292   
Stocks 14,543,745   
Mortgage loans     6,219,393   
Total investment proceeds  52,821,430  

Cost of investments acquired (long-term 
only):    
Bonds 47,187,487   
Stocks 8,307,859   
Mortgage loans 831,158   
Other invested assets     3,809,264   
Total investments acquired    60,135,768  

Net cash from investments   (7,314,338) 
    
Cash from financing and miscellaneous 

sources:    
Other cash provided (applied)   (10,170,476)  

Net cash from financing and 
miscellaneous sources     (10,170,476) 

 
Reconciliation:    
Net change in cash, cash equivalents, 

and short-term investments   (1,146,395) 
Cash, cash equivalents, and short-term 

investments:    
Beginning of year     13,616,902 
    
End of Year   $12,470,507 
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Badger Mutual Insurance Company 
Compulsory and Security Surplus Calculation 

December 31, 2012 
 

 
Assets  $158,003,294 
Less liabilities     95,729,142 
   
Adjusted surplus  62,274,152 
   
Annual premium:   

Lines other than accident and health $91,415,382  
Factor                20%  

   
Compulsory surplus (subject to a minimum of 

$2 million)      18,283,076 
   
Compulsory Surplus Excess (or Deficit)  $  43,991,076 
   
   
Adjusted surplus (from above)  $  62,274,152 
   
Security surplus:  (140% of compulsory surplus, 

factor reduced 1% for each $33 million in 
premium written in excess of $10 million, with a 
minimum factor of 110%)      25,230,644 

   
Security Surplus Excess (or Deficit)  $  37,043,508 
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Badger Mutual Insurance Company 
Analysis of Surplus 

For the Four-Year Period Ending December 31, 2012 
 
 The following schedule details items affecting surplus during the period under 

examination as reported by the company in its filed annual statements:  

 2012 2011 2010 2009 
     
Surplus, beginning of year $53,647,987 $67,197,364 $68,522,768 $65,581,028 
Net income 9,755,762 (8,856,535) (2,879,202) 1,303,408 
Change in net unrealized 

capital gains/losses 12,277 (1,005,630) 593,323 716,000 
Change in net deferred 

income tax 6,400 3,124,281 856,859 226,550 
Change in nonadmitted 

assets (1,148,274) (7,036,209) 103,616 695,782 
Cumulative effect of 

changes in accounting 
principles                             224,716                                           

     
Surplus, End of Year $62,274,152 $53,647,987 $67,197,364 $68,522,768 

 

Badger Mutual Insurance Company 
Insurance Regulatory Information System 

For the Four-Year Period Ending December 31, 2012 
 
 The company’s NAIC Insurance Regulatory Information System (IRIS) results for the 

period under examination are summarized below.  Unusual IRIS results are denoted with 

asterisks and discussed below the table. 

 Ratio 2012 2011 2010 2009 
      

#1 Gross Premium to Surplus 157% 187% 149% 142% 
#2 Net Premium to Surplus 146 174 139 132 
#3 Change in Net Premiums Written -3 -0 3 2 
#4 Surplus Aid to Surplus 0 0 0 0 
#5 Two-Year Overall Operating Ratio 100 107* 101* 102*

#6 Investment Yield 2.4* 2.6* 2.6* 2.5*

#7 Gross Change in Surplus 16 -20* -2 4 
#8 Change in Adjusted Surplus 16 -20* -2 4 
#9 Liabilities to Liquid Assets 66 74 68 68 

#10 Agents’ Balances to Surplus 1 1 1 1 
#11 One-Year Reserve Development to 

Surplus -1 10 -0 5 
#12 Two-Year Reserve Development to 

Surplus 13 5 6 1 
#13 Estimated Current Reserve 

Deficiency to Surplus 8 8 13 8 
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 Ratio No. 5 measures the company’s profitability over the previous two-year period.  

This ratio showed the exceptional results in each of the four years during the period under 

examination due to a large amount of losses incurred in the company’s homeowner’s, private 

passenger auto and commercial multi-peril lines of business. 

 In 2010 and 2011, the company’s operating results were affected by severe wind and 

hail storms reported in Wisconsin and Illinois, combined with a number of fire claims related to 

personal and commercial lines of business.  In 2012, the company paid a significant amount of 

liability claims filed against its policyholders in Arizona, Nevada and Wisconsin. 

 Ratio No. 6 measures the average return on the company’s investments.  The 

exceptional results were mainly due to low interest rate environment of recent years. 

 Ratio No. 7 measures the improvement or deterioration in the company’s financial 

condition during the year by comparing the current-year surplus to the prior-year surplus.  Ratio 

No.8 compares current-year surplus adjusted for change in surplus notes and capital and surplus 

paid in or transferred to the prior-year surplus.  The company did not have such changes to 

surplus; therefore, both ratio No. 7 and No. 8 were calculated in the same manner.  The 

exceptional results in 2011 were attributable to the significant increases in net underwriting and 

unrealized capital losses and the considerable increase in the nonadmitted portion of the net 

deferred tax assets balance. 

 

Growth of Badger Mutual Insurance Company 
 

 
 

Year 

 
Admitted 
Assets 

 
 

Liabilities 

Surplus as 
Regards  

Policyholders 

 
Net 

Income 
    

2012 $158,003,294 $  95,729,142 $62,274,152 $ 9,755,762 
2011 153,076,162 99,428,175 53,647,987 (8,856,535) 
2010 163,756,785 96,559,421 67,197,364 (2,879,202) 
2009 166,923,281 98,400,513 68,522,768 1,303,408 
2008 167,344,512 101,763,483 65,581,029 (3,551,803) 
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Year 

Gross 
Premium 
Written 

Net 
Premium 
Written 

 
Premium 
Earned 

Loss 
and LAE 

Ratio 

 
Expense 

Ratio 

 
Combined 

Ratio 
       

2012 $  97,672,519 $90,809,384 $90,854,414 64.1% 29.0% 93.1% 
2011 100,284,373 93,205,217 93,024,167 86.3 29.0 115.3 
2010 100,294,644 93,582,815 92,595,716 75.9 31.1 107.0 
2009 97,014,998 90,709,140 90,458,216 69.9 32.8 102.7 
2008 94,953,444 89,180,153 88,914,212 78.4 32.6 111.0 
 

 The company reported a net underwriting gain in 2012, its first underwriting gain in 

the last four years.  The company experienced substantial underwriting losses in three of the last 

four years due to frequent weather-related catastrophic events and liability claims related to 

private passenger auto and commercial multiple peril lines of business.  The company’s average 

combined ratio during the current examination period was 104.5%.  The company reported net 

income in two of the last four years.  During the period under examination, the policyholders’ 

surplus has declined 5% mainly due to net losses the company reported in 2010 and 2011.  

Gross premium written has increased 2.9% over the same period, reaching its highest level in 

2010.  Net premium written has increased 1.8% over the past four years mostly due to a slight 

increase in reinsurance retention and a decrease in premiums ceded. 

 The company has continued to expand its business to the western states and began 

writing business in Utah in 2009 and Wyoming in 2010.  At the end of 2012 premium written in 

these two states represented approximately 1% of the company’s direct business.  

 

Reconciliation of Surplus per Examination 

 No adjustments were made to surplus as a result of the examination.  The amount of 

surplus reported by the company as of December 31, 2012, is accepted.  
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VI.  SUMMARY OF EXAMINATION RESULTS 

Compliance with Prior Examination Report Recommendations 

 There were eight specific comments and recommendations in the previous 

examination report.  Comments and recommendations contained in the last examination report 

and actions taken by the company are as follows: 

1. Real Estate—It is recommended that the company notify this office of the creation of any 
subsidiary or affiliate companies pursuant to s. 611.26, Wis. Stat., file an annual holding 
company registration statement when it has affiliates, and make an appropriate Form D filing 
when it intends to conduct a material transaction with an affiliate. 

 
 Action—Compliance 
 
2. Disaster Recovery Plan—It is recommended that the company periodically test their disaster 

recovery plan as it relates to critical processes on a periodic basis. 
 
 Action—Compliance 
 
3. Executive Compensation—It is recommended that the company properly complete the 

Report on Executive Compensation, as required by s. 611.63 (4), Wis. Stat. 
 
 Action—Compliance 

4. Reinsurance – Intermediary Agreement—It is recommended that the company execute a 
written agreement with its reinsurance intermediary in accordance with s. Ins 47.03, 
Wis.Adm. Code. 

 
 Action—Compliance 
 
5. Real Estate for the Production of Income—It is recommended that the company maintain 

current appraisals for the properties held for the production of income as required by 
SSAP No. 40. 

 
 Action—Compliance 
 
6. Remittance and Items Not Allocated—It is again recommended that the company report 

“Remittance and items not allocated” in accordance with the NAIC Annual Statement 
Instructions – Property & Casualty. 

 
 Action—Compliance 
 
7. Pension Accounting—It is recommended that the company report pension balances properly 

in accordance with SSAP No. 89. 
 
 Action—Compliance 
 
8. Deferred Premiums—It is recommended that the company promptly adjust its deferred 

premium and advance premium balances to avoid misstatement of these balances. 
 
 Action—Compliance 
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Summary of Current Examination Results 

Company Owned Life Insurance 

 In 2012 Badger Mutual Insurance Company purchased two corporate owned life 

insurance (COLI) policies to hedge against the financial cost associated with a loss of the key 

employees to unexpected death.  The policies are classified as variable universal life and single 

premium universal life insurance.  The company reports the cash value of corporate owned life 

insurance policies as admitted assets in accordance with Statement of Statutory Accounting 

Principle (SSAP) No. 21, paragraph 6.  Total admitted value of COLI is subject to investment 

limitations of s. 620.22 (9), Wis. Stat.  
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VII.  CONCLUSION 

 Badger Mutual Insurance Company is a mutual insurer writing both personal and 

commercial lines of insurance with a primary goal to operate profitably and remain competitive in 

the recovering economy.  

 During the period under examination the company’s admitted assets have decreased 

by 5%, liabilities have decreased by 6% and surplus has decreased by 5%.  The decrease in 

admitted assets and surplus was attributable mostly to the unfavorable underwriting results 

reported in three consecutive years.  In 2012, Badger Mutual Insurance Company returned to 

operating profitably.  As of December 31, 2012, the company reported surplus of $62,274,152, 

total admitted assets of $158,003,294 and liabilities of $95,729,142. 

 The company complied with all recommendations from the previous examination 

report. 
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VIII. SUMMARY OF COMMENTS AND RECOMMENDATIONS 

 The current examination resulted in no recommendations.  There were no 

adjustments or reclassifications to the balance sheet amounts as a result of this examination. 

 

  



 

27 

IX.  ACKNOWLEDGMENT 

 The courtesy and cooperation extended during the course of the examination by the 

officers and employees of the company are acknowledged. 

 In addition to the undersigned, the following representatives of the Office of the 

Commissioner of Insurance, State of Wisconsin, participated in the examination: 

 Name Title 
 
 Dan Schroeder Insurance Financial Examiner 
 Scott Bleifuss Insurance Financial Examiner 
 David Jensen IT Specialist 
 Jerry DeArmond Reserve Specialist 
 
 
 Respectfully submitted, 
 
 
 
 Ana Careaga 
 Examiner-in-Charge 
 


