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INDEPENDENT AUDITORS’ REPORT

To the Board of Directors of
Berkshire Hathaway Specialty Insurance Company
Omaha, Nebraska

We have audited the accompanying statutory-basis financial statements of Berkshire Hathaway Specialty
Insurance Company (the "Company"), a wholly owned subsidiary of National Indemnity Company, which
is a wholly owned subsidiary of Berkshire Hathaway Inc., which comprise the statutory-basis statements
of admitted assets, liabilities, and capital and surplus as of December 31, 2018 and 2017, the related
statutory-basis statements of operations, changes in capital and surplus, and cash flows for the years then
ended, and the related notes to the statutory-basis financial statements.

Management’s Responsibility for the Statutory-Basis Financial Statements

Management is responsible for the preparation and fair presentation of these statutory-basis financial
statements in accordance with the accounting practices prescribed or permitted by the Insurance Department
of the State of Nebraska. Management is also responsible for the design, implementation, and maintenance
of internal control relevant to the preparation and fair presentation of financial statements that are free from
material misstatement, whether due to fraud or error.

Auditors’ Responsibility

Our responsibility is to express an opinion on these statutory-basis financial statements based on our audits.
We conducted our audits in accordance with auditing standards generally accepted in the United States of
America. Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the statutory-basis financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the
statutory-basis financial statements. The procedures selected depend on the auditor’s judgment, including
the assessment of the risks of material misstatement of the statutory-basis financial statements, whether due
to fraud or error. In making those risk assessments, the auditor considers internal control relevant to the
Company’s preparation and fair presentation of the statutory-basis financial statements in order to design
audit procedures that are appropriate in the circumstances, but not for the purpose of expressing an opinion
on the effectiveness of the Company’s internal control. Accordingly, we express no such opinion. An audit
also includes evaluating the appropriateness of accounting policies used and the reasonableness of
significant accounting estimates made by management, as well as evaluating the overall presentation of the
statutory-basis financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our
audit opinions.



Basis for Adverse Opinion on Accounting Principles Generally Accepted in the United States of
America

As described in Note 1 to the statutory-basis financial statements, the statutory-basis financial statements
are prepared by the Company using the accounting practices prescribed or permitted by the Insurance
Department of the State of Nebraska, which is a basis of accounting other than accounting principles
generally accepted in the United States of America, to meet the requirements of the Insurance Department
of the State of Nebraska.

The effects on the statutory-basis financial statements of the variances between the statutory-basis of
accounting described in Note 1 to the statutory-basis financial statements and accounting principles
generally accepted in the United States of America, although not reasonably determinable, are presumed to
be material.

Adverse Opinion on Accounting Principles Generally Accepted in the United States of America

In our opinion, because of the significance of the matter described in the Basis for Adverse Opinion on
Accounting Principles Generally Accepted in the United States of America paragraph, the statutory-basis
financial statements referred to above do not present fairly, in accordance with accounting principles
generally accepted in the United States of America, the financial position of the Company as of December
31, 2018 and 2017 or the results of its operations or its cash flows for the years then ended.

Opinion on Statutory-Basis of Accounting

In our opinion, the statutory-basis financial statements referred to above present fairly, in all material
respects, the admitted assets, liabilities, and capital and surplus of the Company as of December 31, 2018
and 2017 and the results of its operations and its cash flows for the years then ended in accordance with the
accounting practices prescribed or permitted by the Insurance Department of the State of Nebraska as
described in Note 1 to the statutory-basis financial statements.

Report on Supplemental Schedules

Our 2018 audit was conducted for the purpose of forming an opinion on the 2018 statutory-basis financial
statements as a whole. The summary investment schedule, the supplemental schedule of reinsurance
interrogatories, and the supplemental investment risks interrogatories as of and for the year ended December
31, 2018 are presented for purposes of additional analysis and are not a required part of the 2018 statutory-
basis financial statements. These schedules are the responsibility of the Company's management and were
derived from and relate directly to the underlying accounting and other records used to prepare the statutory-
basis financial statements. Such schedules have been subjected to the auditing procedures applied in our
audit of the 2018 statutory-basis financial statements and certain additional procedures, including
comparing and reconciling such schedules directly to the underlying accounting and other records used to
prepare the statutory-basis financial statements or to the statutory-basis financial statements themselves,
and other additional procedures in accordance with auditing standards generally accepted in the United
States of America. In our opinion, such schedules are fairly stated in all material respects in relation to the
2018 statutory-basis financial statements as a whole.

Wdstee s daiskie LOP

May 14, 2019



BERKSHIRE HATHAWAY SPECIALTY INSURANCE COMPANY

STATUTORY-BASIS STATEMENTS OF ADMITTED ASSETS,
LIABILITIES, AND CAPITAL AND SURPLUS

AS OF DECEMBER 31, 2018 AND 2017

(Dollars in thousands, except share amounts)

2018 2017
ADMITTED ASSETS:
Bonds $ 120,388 $ 146,585
Unaffiliated common stocks 1,766,037 2,828,426
Cash, cash equivalents, and short-term investments 2,426,759 1,541,089
Receivables for securities 2 5
Amounts recoverable from reinsurers 100,412 56,473
Funds held by or deposited with reinsured companies 16,578 27,001
Agents' balances or uncollected premiums 301,849 297,141
Accrued investment income 3,687 2,969
Receivables from parent, subsidiaries, and affiliates 8,098 49,234
Current federal and foreign income tax recoverable 1,611 1,479
Other assets 10,544 65
TOTAL $ 4755965 $ 4,950,467
LIABILITIES AND CAPITAL AND SURPLUS:
LIABILITIES:
Losses and loss adjustment expenses $ 567,010 $ 425318
Retroactive reinsurance reserve ceded (103,907) (97,495)
Unearned premiums 241,836 209,114
Ceded reinsurance premiums payable 240,578 218,517
Reinsurance balances payable 25473 1,067
Funds held under reinsurance treaties 814 851
Provision for reinsurance 839 2,042
Net deferred tax liability 62,075 222,370
Payable to affiliate 175,414 165,368
Current federal and foreign income taxes 12,176 10,395
Other liabilities 53,259 43,282
Total liabilities 1,275,567 1,200,829
Commitments and Contingencies (Note 6 and Note 9)
CAPITAL AND SURPLUS:
Common stock, $50 par value; 100,000 shares authorized, issued, 5,000 5,000
and outstanding
Surplus:
Gross paid-in and contributed surplus 3,324,938 3,324,938
Special surplus from retroactive reinsurance account 46,847 34,684
Unassigned surplus (deficit) 103,613 385,016
Total capital and surplus 3,480,398 3,749,638
TOTAL LIABILITIES AND CAPITAL AND SURPLUS $ 4755965 $ 4,950,467

See accompaning notes to statutory-basis financial statements.



BERKSHIRE HATHAWAY SPECIALTY INSURANCE COMPANY

STATUTORY-BASIS STATEMENTS OF OPERATIONS
FOR THE YEARS ENDED DECEMBER 31, 2018 AND 2017

(Dollars in thousands)

UNDERWRITING:

Premiums earned net of reinsurance $

LOSSES AND EXPENSES INCURRED:
Losses
Loss adjustment expenses
Underwriting expenses

Total losses and expenses incurred

Net underwriting income (loss)

INVESTMENT INCOME:
Net interest and dividends
Net realized investment (losses) gains, less tax expense (benefit)
of $60,230 and $(8,215) for 2018 and 2017, respectively

Net investment income (loss)

OTHER INCOME — NET

INCOME (LOSS) BEFORE FEDERAL INCOME TAXES

FEDERAL AND FOREIGN INCOME TAX EXPENSE

NET INCOME (LOSS) $

2018 2017
451,755 307,162
303,088 225,666

43,479 34,103
133,858 93,213
480,425 352,982
(28,670) (45,820)

86,399 70,779

68,315 24,622
154,714 95,401

13,492 1,536
139,536 51,117

14,175 4,831
125,361 46,286

See accompany ing notes to statutory-basis financial statements.



BERKSHIRE HATHAWAY SPECIALTY INSURANCE COMPANY

STATUTORY-BASIS STATEMENTS OF CHANGES IN CAPITAL AND SURPLUS

FOR THE YEARS ENDED DECEMBER 31, 2018 AND 2017
(Dollars in thousands)

CAPITAL STOCK - beginning and end of year

GROSS PAID-IN AND CONTRIBUTED SURPLUS -
beginning and end of year

UNASSIGNED SURPLUS (DEFICIT) AND SPECIAL SURPLUS FROM
RETROACTIVE REINSURANCE ACCOUNT:
Balance at beginning of year
Balance special surplus from retroactive reinsurance at beginning of year
Net income (loss)
Change in net deferred income tax, excluding
deferred taxes on unrealized investment gains and losses
Change in net unrealized gains (net of deferred taxes of
$(159,557) and $(10,064) in 2018 and 2017, respectively)
Change in net unrealized foreign exchange capital (loss) gain
(net of deferred taxes of $(508) and $2,069 in 2018 and 2017, respectively)
Change in provision for reinsurance
Change in non-admitted assets

Balance at end of year

TOTAL CAPITAL AND SURPLUS

See accompanying notes to statutory-basis financial statements.

2018 2017
5000 $ 5,000
3,324,938 3,324,938
385,016 (26,103)
34,684 33305
125361 46,286
(1,956) 2,966
(437,299) 359,127
(1,910) 4,249
1,203 2,355
45,361 (2,485)
150,460 419,700
3480398 $ 3,749,638




BERKSHIRE HATHAWAY SPECIALTY INSURANCE COMPANY

STATUTORY-BASIS STATEMENTS OF CASH FLOWS
FOR THE YEARS ENDED DECEMBER 31, 2018 AND 2017
(Dollars in thousands)

CASH PROVIDED (USED) BY OPERATING ACTIVITIES:
Premiums collected — net of reinsurance
Losses paid
Loss adjustment expenses and underwriting expenses paid
Net investment income received
Federal income taxes (paid) received
Miscellaneous income

Net cash provided (used) by operating activities

CASH PROVIDED (USED) BY INVESTING ACTIVITIES:
Proceeds from sales and maturities of investments
Purchases of investments

Net cash provided (used) by investing activities

CASH PROVIDED (USED) BY FINANCING AND

MISCELLANEQOUS ACTIVITIES:
Other

Net cash provided (used) by financing and miscellaneous activities

NET CHANGE IN CASH, CASH EQUIVALENTS AND
SHORT-TERM INVESTMENTS

CASH, CASH EQUIVALENTS AND SHORT-TERM INVESTMENTS:
Beginning of year

CASH, CASH EQUIVALENTS AND SHORT-TERM INVESTMENTS:
End of year

Supplemental disclosures of cash flow information for non-cash transactions:
Common stocks acquired through surrender of preferred stocks and accrued
dividend receivable, and exercise of common stock warrant
Dissolution of LLC - Realized Loss
Dissolution of LLC - Assets Received in Excess of Liabilities Assumed
See accompanying notes to statutory-basis financial statements.

2018 2017

$ 50293 $ 306437
(192,601) (94,889)
(143,743) (98,169)
86211 70,845
(72,755) 4329
11649 1536
191,695 190,091
924,246 665,784
(260,220) (510,382)
655,026 155,402
38,949 256,728
38,949 256,728
885,670 602,221
1541089 938,868

$ 2426759 $ 1541089

$ - 3208
34,642

6,967



BERKSHIRE HATHAWAY SPECIALTY INSURANCE COMPANY

NOTES TO STATUTORY-BASIS FINANCIAL STATEMENTS
AS OF AND FOR THE YEARS ENDED DECEMBER 31, 2018 AND 2017
(Dollars in thousands)

1. NATURE OF OPERATIONS AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Nature of Operations

Berkshire Hathaway Specialty Insurance Company (the “Company”) is a multi-line property and casualty
insurance company domiciled in the State of Nebraska. All outstanding shares of the Company are directly
owned by National Indemnity Company (“NICO”), an insurance company domiciled in the State of
Nebraska. All outstanding shares of NICO are owned by Berkshire Hathaway Inc. (“BHI”), a Delaware
corporation.

Prior to 2011, the Company was in run-off having discontinued writing commercial lines of business in
1990 and completed its withdrawal from the personal lines automobile market in 1995. The Company is
engaged in the property liability insurance business in the United States, Australia, Dubai, Hong Kong,
Labuan, Macau, New Zealand, and Singapore. The table shown below provides further information
regarding the licensing of the Company’s foreign branch operations:

International Licensing

Branch License Date Licensing Body License Type
Australia April 22, 2015 Australian Prudential Regulation Authority General Insurer
Dubai February 7, 2018 Dubai Financial Services Authority General Reinsurance
Hong Kong December 31,2014  Hong Kong Office of the Commissioner of Insurance General Insurer
Labuan December 16,2016  Labuan Financial Services Authority General Reinsurance
Macau September 19,2016  Monetary Authority of Macau General Insurer
New Zealand June 29, 2015 Reserve Bank of New Zealand General Insurer
Singapore December 5, 2014 Monetary Authority of Singapore General Insurer

These branch results are included in the Company’s statutory-basis financial statements.
Summary of Significant Accounting Policies

Basis of Reporting

The accompanying statutory-basis financial statements of the Company have been prepared in conformity
with the National Association of Insurance Commissioners’ (“NAIC”) Accounting Practices and
Procedures manual subject to any deviations prescribed or permitted by the Insurance Department of the
State of Nebraska (the “Insurance Department”).

The Company has a retroactive reinsurance agreement with NICO, where the Company cedes asbestos
and environmental liabilities to NICO, and all ceded recoverables on ceded losses billed after the inception
date of the agreement are covered and reimbursed by NICO. The agreement meets the requirements listed
in Statutory Statement of Accounting Principle (“SSAP”’) No. 62R, Property and Casualty Reinsurance -
Revised, paragraphs 66(a) through 66(e); therefore, the Company recorded the benefit from the retroactive
reinsurance agreement as another allowed offset item in the calculation of the provision for reinsurance
and such treatment was approved by the Insurance Department.



Use of Estimates

The preparation of the financial statements in conformity with statutory accounting principles (“SAP”)
requires management to make estimates and assumptions that affect the reported amounts of assets and
liabilities and disclosure of contingent assets and liabilities at the date of the statutory-basis financial
statements and the reported amounts of income and expenses during the reporting period. Actual results
may differ from those estimates and assumptions. Material estimates susceptible to significant change
include liabilities for unpaid losses and loss adjustment expenses (“LAE”), investment valuation, and
federal income taxes.

The U.S. Tax Cuts and Jobs Act of 2017 ("TCJA") was enacted on December 22, 2017. In February 2018,
the NAIC issued INT 18-01: Updated Tax Estimates under the Tax Cuts and Jobs Act, an Interpretation
of the Statutory Accounting Principles (E) Working Group ("SAPWG"), to provide clarification in the
reporting and updating of estimates from the effect of implementing the TCJA when reporting entities
may not have all of the necessary information available, prepared, or analyzed to fully complete an
estimate of certain tax effects under the TCJA. In computing the tax effects under the TCJA at December
31, 2017, management made estimates when certain information was not yet fully available. During 2018,
management subsequently finalized its accounting analysis based on guidance, interpretations, and data
available. Adjustments were made in the 2018 financial statements upon finalization of the accounting
analysis were not material.

Cash, Cash Equivalents, and Short-Term Investments
Cash equivalents, if any, include securities purchased with an original maturity of three months or less
and are stated at amortized cost.

Short-term investments include investments whose maturities at the time of acquisition are one year or
less, excluding those investments classified as a cash equivalent, and are stated at amortized cost.

Investments

Bonds are carried at the lower of amortized cost or fair value based on their NAIC rating and any
adjustments to fair value are reported directly in unassigned surplus. The Company uses the constant yield
method to amortize bond premium and discount.

Unaffiliated common stocks, including common stock warrants, are carried at fair value.

The Company owns all outstanding shares of Berkshire Hathaway Global Insurance Services, LLC
(“BHGIS, LLC”), which is valued at December 31, 2018 GAAP equity adjusted for unamortized goodwill.
Goodwill is amortized under the ten year amortization rule in compliance with SSAP No. 68. BHGIS,
LLC is not audited under GAAP, and therefore non-admitted pursuant to SSAP No. 97.

The Company owned all outstanding shares of Berkshire Hathaway Specialty Concierge, LLC (“BHSC,
LLC”), which was valued at December 31, 2017 GAAP equity. BHSC, LLC was not audited under GAAP,
and therefore non-admitted pursuant to SSAP No. 97. On December 31, 2018, Concierge was legally
dissolved. Prior to its dissolution, Concierge conveyed its remaining assets and liabilities to its parent
BHSIC in a liquidating distribution. BHSIC recorded a realized capital loss of $34,642 and an offsetting
increase in unrealized capital gains and losses in surplus.



Investment gains and losses arise when investments are sold (as determined on a specific identification
basis) or are other than temporarily impaired. If, in management’s judgment, a decline in the value of an
investment other than a loan-backed or structured security below cost is other than temporary, the
amortized cost of the investment is written down to fair value with a corresponding charge to earnings.
Factors considered in judging whether an impairment is other than temporary include: the financial
condition, business prospects, and creditworthiness of the issuer; the opinions of investment managers;
the length of time that fair value has been less than cost; the relative significance of the decline; the
Company’s intent to sell; and the ability and intent to hold the investment until the fair value recovers.

For loan-backed or structured security investments, the Company first assesses whether it intends to sell
any loan-backed or structured security in an unrealized loss position. If the determination is made to sell
a particular investment in an unrealized loss position, the security’s decline in fair value is other than
temporary and the amortized cost of the investment is written down to fair value with a corresponding
charge to earnings. If management has not made the decision to sell the loan-backed or structured security
investment, then an evaluation of whether there is the intent and ability to retain the security for a period
of time sufficient to recover amortized cost is required. If management does not have the intent and ability
to retain the loan-backed and structured security for the time sufficient to recover the amortized cost basis,
an other than temporary impairment (“OTTI”) has occurred. If management intends to hold the security,
an evaluation of whether the entire amortized cost is expected to be recovered is needed. To determine if
the amortized cost will be recovered, the discounted estimated future cash flows are compared to the
current book value and if they are less than the current book value, the cost of the loan-backed or structured
security is written down to the discounted estimated future cash flows with the write-down as a charge to
earnings.

Investment income consists primarily of interest and dividends. Interest is recognized on an accrual basis
and dividends are recorded as earned on the ex-dividend date. The Company does not anticipate
investment income as a factor in premium deficiency calculations.

Losses and Loss Adjustment Expenses

Unpaid losses and LAE are comprised of 1) amounts directly determined from individual case estimates
and loss reports on unsettled claims and 2) amounts determined based on reports from reinsureds, past
experience and consideration of the exposure base and assessment of economic and legal trends, for a)
loss development of reported unpaid claims and b) losses incurred but not reported (“IBNR”). The
Company does not anticipate salvage and subrogation when estimating unpaid losses and LAE. Such
liabilities are necessarily based on assumptions and estimates and while management believes the amount
is adequate, the ultimate liability may be in excess of or less than the amount provided. The methods for
making such estimates and for establishing the resulting liability are continually reviewed and any changes
to estimates of ultimate prior period losses are recognized in the period of redetermination.

Revenue Recognition

Premiums are earned pro rata reflecting the underlying exposure. Unearned premium reserves are
established to cover the unexpired portion of premiums written. Premiums received in advance of the
policy’s effective date are recorded as advance premiums and are included in other liabilities.

Expenses incurred in connection with acquiring new insurance business, including such acquisition costs
as commissions, are charged to operations as incurred. Expenses incurred are reduced for ceding
allowances received or receivable.



Reinsurance
In the normal course of business, the Company seeks to reduce the loss that may arise from events that
cause unfavorable underwriting results by reinsuring certain levels of risk with unaffiliated insurers.

Prospective reinsurance premiums, commissions, expense reimbursements, and reserves relating to
reinsured business are accounted for on bases consistent with those used in accounting for the original
policies issued and the terms of the reinsurance contracts. Premiums ceded to other companies, which are
primarily calculated based on direct earned premiums, are reported as a reduction of direct written
premiums. Amounts applicable to reinsurance ceded for losses and LAE are reported as a reduction of this
item on the statutory-basis statements of operations. Amounts applicable to reinsurance ceding
commissions are reported as a reduction of underwriting expenses on the statutory-basis statements of
operations.

Gains from retroactive reinsurance contracts are reported as a segregated surplus account and are not
reported as earned surplus until the Company has recovered amounts in excess of the consideration paid.

Concentrations

Financial instruments that potentially subject the Company to concentrations of credit risk are primarily
cash, cash equivalents and short-term investments, bonds, unaffiliated common stocks, and reinsurance
recoverables. Cash equivalents and short-term investments include investments in money market
securities and securities backed by the U.S. government. The Company monitors the amount of credit
exposure with any one financial institution and believes that no significant concentration of credit risk
exists.

The Company has a retroactive reinsurance agreement with its parent, NICO, where the Company cedes
asbestos and environmental liabilities to NICO and all ceded recoverables on ceded losses billed after the
inception date of the agreement are covered and reimbursed by NICO. The agreement meets the
requirements listed in SSAP No. 62R, paragraphs 66 (a) through 66 (e), therefore, the Company recorded
the benefit from the retroactive reinsurance agreement as an other allowed offset item in Schedule F, Part
3, as prescribed in SSAP No. 62R, paragraphs 67 and 100 (c), and approved by the Insurance Department
as a permitted accounting practice. This accounting practice differs from NAIC statutory accounting
practices and procedures and the result is an increase of $5,839 and $7,160 for December 31, 2018 and
2017, respectively, to surplus when compared to NAIC standards.

The Company’s balance of reinsurance recoverable on paid and unpaid losses at December 31, 2018 and
2017 was $1,395,342 (97.7%) and $1,045,101 (97.8%), respectively, from affiliated companies,
specifically NICO.

Fair Value of Financial Instruments

Fair values of financial instruments have been determined by the Company using available market
information and valuation methodologies. However, judgment is necessarily required in interpreting
market data to develop the estimates of fair value. Accordingly, the estimates presented herein are not
necessarily indicative of the amounts that the Company could realize in a current market exchange. The
use of different valuation methodologies or market assumptions may have an effect on the fair value
amounts presented.
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The following methods and assumptions were used by the Company in estimating its fair value disclosures
for statutory-basis financial instruments:

Bonds and Short-Term Investments — For publicly traded bonds, the fair value is based upon observable
market quotations or observable market data or are derived from such quotations and observable market
data. For non-publicly traded bonds, fair value is based on inputs, including quoted market prices for
identical or similar assets in markets that are active or not active or non-binding broker quotes and models
that are widely accepted in the financial services industry and that use internally assigned credit ratings as
inputs and instrument-specific inputs. Instrument-specific inputs used in internal fair value determinations
include coupon rate, coupon type, weighted average life, sector of the issuer, and call provisions.

Unaffiliated Common Stocks — The fair values for unaffiliated common stocks, including common stock
warrants, are based on quotations from independent pricing services, applicable stock exchanges or
received from other reliable sources when available, or on valuation models, including discounted cash
flow models, or other valuation techniques that are believed to be used by market participants.

SAP vs. GAAP

Accounting practices and procedures of the SAP as prescribed or permitted by the Insurance Department
comprise a comprehensive basis of accounting other than GAAP. The more significant differences are as
follows:

(@) Investments in bonds are generally carried at amortized cost; while under GAAP, they are carried at
either amortized cost or estimated fair value based on their classification according to the Company’s
ability and intent to hold or trade securities;

(b) SAP requires unrealized gains and losses on investments in equity securities to be recorded directly
to surplus, while under GAAP such unrealized gains and losses are included in earnings beginning
January 1, 2018, and in accumulated other comprehensive income prior to that date;

(c) Acquisition costs, such as commissions and other costs related to acquiring new business, are
expensed as incurred; while under GAAP, they may be deferred when attributable to the successful
acquisition of new or renewal business and are subject to recoverability and are amortized to income
as premiums are earned;

(d) SAP requires a provision for deferred taxes based upon the temporary differences between SAP and
tax bases of certain assets and liabilities. Under SAP, there are limitations as to the amount of
deferred tax assets that may be reported as “admitted assets.” All deferred taxes are charged (or
credited) directly to unassigned surplus; whereas certain elements of GAAP deferred taxes are
included in net income. A federal income tax provision is required on a current basis only for the
statutory-basis statement of operations. Under GAAP, deferred taxes are provided on temporary
differences between the GAAP and tax bases of assets and liabilities, including amounts related to
unrealized investment gains, net of a valuation allowance, if required,

(e) Assets are reported under SAP at “admitted asset” value and “non-admitted assets” are excluded
through a charge against unassigned surplus; while under GAAP, “non-admitted assets” are
reinstated to the balance sheet, net of any valuation allowance;

(f)  The change in provision for reinsurance is charged, or credited, directly through unassigned surplus
under SAP; while this provision is not recognized for GAAP purposes;

11



(9)

(h)

(i)

@)

(k)

(1

Certain items in the statutory-basis statements of admitted assets, liabilities, and capital and surplus
under SAP are reported net of reinsurance; while under GAAP, the balance sheet reports reinsurance
recoverables, including amounts related to losses, IBNR, and pre-paid reinsurance premiums, as
assets;

Under SAP, comprehensive income and its components are not presented in the statutory-basis
financial statements;

Under SAP, if the Company has the intent to sell an impaired security or the Company does not
have the intent and ability to retain the investment for a period of time sufficient to recover the
amortized cost basis, the cost basis of the security is typically written down to fair value. If the
Company does not have the intent to sell and it is determined that a decline in fair value is other than
temporary, the cost basis of the security is written down to the discounted estimated future cash
flows. Under GAAP, if the Company has the intent to sell or will more likely than not be required
to sell before recovery of its cost basis of a fixed maturity security, the cost basis must typically be
written down to fair value. If the Company does not have the intent to sell and it is not more likely
than not to be required to sell before recovery of its cost basis, the cost basis must be written down
to the discounted estimated future cash follows with the remaining unrealized loss, if applicable,
recognized in other comprehensive income;

Under SAP, the estimated liabilities and claim costs in excess of the consideration paid (“gains”)
with respect to ceded retroactive property and casualty reinsurance contracts that provide for
indemnification of insurance risk are expensed at the inception of such contracts; while under
GAAP, the Company defers these gains and subsequently amortizes them using the interest method
over the expected claim settlement periods;

Under SAP, cash, cash equivalents, and short-term investments represent cash balances and
investments with initial maturities of one year or less. Under GAAP, cash and cash equivalents
balances include investments with initial maturities of three months or less and short-term
investments are reported as a component of fixed maturity balances;

Specific to the gain on the exercise of the Bank of America Corporation warrants discussed below
in Note 2, under SAP, the exercise of the warrants resulted in a reciprocal non-monetary transaction
with commercial substance. Therefore, the gain is recognized in realized capital gains on the
statutory-basis statement of operations. Under GAAP in 2017, the gain on the exercise of the
warrants is included in accumulated other comprehensive income as unrealized investment gains on
the balance sheet. In 2018, due to an adopted change in GAAP accounting guidance, there is no
longer a balance sheet difference between SAP and GAAP. The 2017 gain related to the Bank of
America Corporation non-cumulative perpetual preferred stock discussed below in Note 2 is
recognized as realized capital gains under both SAP and GAAP.

Accounting Pronouncements

There were no new accounting pronouncements adopted by the NAIC during 2018 or 2017 that had a
material effect on the Company’s statutory-basis financial statements.
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2.  INVESTMENTS

The carrying value, cost or amortized cost, gross unrealized gains, gross unrealized losses, and fair value
of the Company’s bonds, perpetual preferred stock and other invested assets were as follows:

Cost or Gross Gross
Carrying Amortized Unrealized Unrealized Fair
At December 31, 2018 Value Cost Gains Losses Value
Bonds:
U.S. government $ 7,014 $ 7,014 $ 31 $ 2y $ 7,024
All other governments 111,133 113,615 - (2,594) 111,021
U.S. states, territories, and possessions 923 923 16 - 939
Industrial and miscellaneous 1,000 1,001 17 - 1,018
Mortgage-backed securities 318 318 5 (2) 321
Total bonds $ 120,388 $ 122871 $ 69 $ (2617) $ 120,323
Other Invested Assets:
Investments in limited liability companies $ - $ 13728 § -3 - $ 13728
(Note 1)
At December 31, 2017
Bonds:
U.S. government $ 5,651 $ 5,651 $ - $ 23 $ 5,628
All other governments 135,625 134,666 1,329 (506) 135,489
U.S. states, territories, and possessions 1528 1,528 57 - 1585
Industrial and miscellaneous 3,137 3,137 122 - 3,259
Mortgage-backed securities 644 644 31 (2) 673
Total bonds $ 146585 $ 145626 $ 1539 $ (531) $ 146634
Other Invested Assets:
Investments in limited liability companies $ - § 58391 % - 8 - $ 58301

(Note 1)

At December 31, 2018 and 2017, the Company held no bonds with NAIC designations of 3 to 6.
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The carrying value, cost, and fair value of the Company’s unaffiliated common stocks were as follows:

Carrying Fair
At December 31, 2018 Value Cost Value
Unaffiliated Common Stocks:
Apple Inc $ 217,839 $ 152,967 $ 217,839
Bank of America Corp 159,889 182,991 159,889
Bank of New York Mellon 510,192 499,998 510,191
Goldman Sachs Group, Inc. 317,395 335,255 317,395
Phillips 66 95,477 84,248 95,478
US Bancorp 418,230 370,824 418,230
Wells Fargo & Company 47,015 46,464 47,015
Total unaffiliated common stocks $ 1766037 $ 1672747 $ 1766037
At December 31, 2017
Unaffiliated Common Stocks:
Apple Inc $ 233,707 $ 152,967 $ 233,707
Bank of America Corp 41,328 32,984 41,328
Bank of New York Mellon 583,788 499,998 583,788
Goldman Sachs Group, Inc. 484,044 335,255 484,044
Phillips 66 132,911 100,015 132,911
US Bancorp 490,344 370,824 490,344
Wells Fargo & Company 862,304 647,261 862,304
Total unaffiliated common stocks $ 2828426 § 2139304 $ 2828426
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The Company’s investment securities restricted or pledged as collateral were as follows:

December 31, 2018

Gross Restricted Percentage
Total Admitted
Current Gross Restricted
Total Year to Total
Total Current Prior Increase/  Admitted  Restricted to Admitted
Year Year (Decrease) Restricted Total Assets  Assets
Restricted Asset Category:
On deposit with states $ 6410 § 6549 § (139 § 6410 0.1% 0.1%
On deposit with other regulatory bodies 4,387 - 4,387 4,387 0.1% 0.1%
Total restricted assets $ 10797 § 6549 § 4248 § 10797 0.2% 0.2%

December 31, 2017

Gross Restricted Percentage
Total Admitted
Current Gross Restricted
Total Year to Total
Total Current Prior Increase/ ~ Admitted  Restricted to Admitted
Year Year (Decrease) Restricted Total Assets  Assets
Restricted Asset Category:
Letter stock or securities
restricted as to sale $ -5 39781 § (39781) $ - 0.0% 0.0%
On deposit with states 6,549 6,675 (126) 6,549 0.1% 0.1%
On deposit with other regulatory bodies - - - - 0.0% 0.0%
Total restricted assets $ 6549 § 46456 § (39907) § 6,549 0.1% 0.1%

The cost or amortized cost and fair value of bonds at December 31, 2018, by contractual maturity, are
shown below. Expected maturities will differ from contractual maturities because borrowers may have
the right to call or prepay obligations with or without call or prepayment penalties.

Cost or Amortized

Cost Fair Value

Maturity:
Due in one year or less $ 117,131 $ 114,547
After one year through five years 5,422 5454
After five years through ten years - -
Afer ten years - -
Mortgage backed securities 318 321
Total $ 122,871 $ 120,322

Proceeds from the sale of bonds in 2018 totaled $144,054, resulting in a foreign exchange gain of $2,594,
realized gain of $10, and total gain of $2,604. Proceeds from the sale of bonds in 2017 totaled $42,156,
resulting in a foreign exchange gain of $0, realized gain of $95, and total gain of $95.
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In August 2017, the Company exercised all of its Bank of America (“BAC”) warrants. The Company
surrendered all of its BAC preferred as payment of the $10,000 cost to exercise the BAC warrants and
acquire BAC common stock at $7.142857 per share. The Company recognized statutory realized capital
gains of $20,984 and $2,000 on the exercise of the BAC warrants and surrender of the BAC preferred,
respectively. These realized capital gains are deferred for federal income tax purposes until BAC common
stock shares are disposed.

Proceeds from the sale of common stocks in 2018 totaled $777,138, resulting in a realized gain (loss) of
$160,574. Proceeds from the sale of stocks in 2017, including the BAC warrants disclosed above, totaled
$646,861, resulting in a realized gain (loss) of $14,562.

The following table shows the gross unrealized losses and fair values aggregated by investment category
and length of time that bonds and common stocks have been in a continuous unrealized loss position at
December 31, 2018 and 2017:

December 31, 2018

Less than 12 months
12 months or more Total
Fair Unrealized Fair Unrealized Fair Unrealized
Value Losses Value Losses Value Losses
Description of Securities:
Bonds:
U.S. governement $ 122 % - $ 1976 $ 21) $ 2098 $ (22)
All other governments 111,020 (2,594) - - 111,020 (2,594)
Mortgage backed securities - - 152 2) 152 2)
Subtotal 111,142 (2,594) 2,128 (23) 113,270 (2,617)
Stocks:
Unaffiliated common stocks 550,547 (42,587) - - 550,547 (42,587)
Subtotal 550,547 (42,587) - - 550,547 (42,587)
Total temporarily
impaired securities $ 661689 $ (45181) $ 2,128 $ (23) $ 663817 $ (45,204)

December 31, 2017

Less than 12 months
12 months or more Total
Fair Unrealized Fair Unrealized Fair Unrealized
Value Losses Value Losses Value Losses
Description of Securities:
Bonds:
U.S. governement $ 4978 $ 200 $ 650 $ 3 $ 5628 $ (23)
All other governments 44,833 (329) 90,657 (182) 135,490 (506)
Mortgage backed securities - - 157 (2) 157 (2)
Subtotal 49,811 (344) 91,464 (187) 141,275 (531)
Stocks:
Unaffiliated common stocks - - - - - -
Subtotal - - - - - -
Total temporarily
impaired securities $ 49811 $ (344) $ 91464 $ (187) $ 141275 $ (531)
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The Company has not pledged any of its assets as collateral for repurchase agreements.
The Company regularly reviews its investment portfolio for factors that may indicate that a decline in fair
value of an investment is other than temporary. Based on an evaluation, the Company had concluded that

the declines in the fair values of the Company’s investments for the years ended December 31, 2018 and
2017 were temporary.

3.  INCOME TAXES

The components of the Company’s net deferred tax assets (liabilities) are as follows as of December 31:

2018
Ordinary Capital Total
Gross deferred tax assets $ 27,196 $ 294 $ 27,490
Statutory valuation allowance adjustment - - -
Adjusted gross deferred tax assets 27,196 294 27,490
Deferred tax liabilities 903 88,662 89,565
Subtotal net deferred tax assets (liabilities) 26,293 (88,368) (62,075)
Deferred tax assets non-admitted - - -
Net admitted deferred tax assets (liabilities) $ 26,293 $ (88,368) $ (62,075)
2017
Ordinary Capital Total
Gross deferred tax assets $ 23,796 $ - $ 23,796
Statutory valuation allowance adjustment - - -
Adjusted gross deferred tax assets 23,796 - 23,796
Deferred tax liabilities 1,434 244,732 246,166
Subtotal net deferred tax assets (liabilities) 22,362 (244,732) (222,370)
Deferred tax assets non-admitted - - -
Net admitted deferred tax assets (liabilities) $ 22,362 $ (244732) $  (222,370)
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The amount of admitted adjusted gross deferred tax assets under each component of Statements of
Statutory Accounting Principles (“SSAP”) No. 101, Income Taxes, A Replacement of SSAP No. 10R and
SSAP No. 10, is as follows as of December 31:

2018
Ordinary Capital Total

Admission calculation components:
a. Federal income taxes paid in prior years recoverable
through loss carrybacks $ - $ - 3 -
b. Adjusted gross deferred tax assets expected to be realized
(excluding the amount of deferred tax assets from (a)
above) after application of the threshold limitation
1. Adjusted gross deferred tax assets expected to be
realized following the balance sheet date - - -
2. Adjusted gross deferred tax assets allowed per
limitation threshold XXX XXX 522,060
¢. Adjusted gross deferred tax assets (excluding the amount
of deferred tax assets from above) offset by gross deferred
tax liabilities 27,196 294 27,490

d. Total deferred tax assets admitted $ 27,196 $ 294 $ 27,490

Ratio percentage used to determine recovery period

and threshold limitation amount 1022%
Amount of adjusted capital and surplus used to determine

recovery period and threshold limitation amount $ 3,480,398

2017
Ordinary Capital Total

Admission calculation components:
a. Federal income taxes paid in prior years recoverable
through loss carrybacks $ - $ - $ -
b. Adjusted gross deferred tax assets expected to be realized
(excluding the amount of deferred tax assets from (a)
above) after application of the threshold limitation
1. Adjusted gross deferred tax assets expected to be
realized following the balance sheet date - - -
2. Adjusted gross deferred tax assets allowed per
limitation threshold XXX XXX 562,446
¢. Adjusted gross deferred tax assets (excluding the amount
of deferred tax assets from above) offset by gross deferred
tax liabilities 23,796 - 23,796
d. Total deferred tax assets admitted $ 23,796 $ - $ 23,796

Ratio percentage used to determine recovery period
and threshold limitation amount 852%
Amount of adjusted capital and surplus used to determine

recovery period and threshold limitation amount

©»

3,749,638
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2018

Ordinary Capital Total

Impact of Tax Planning Strategies:
Adjusted gross deferred tax assets 0.00% 0.00% 0.00%
Net admitted adjusted gross deferred tax assets 0.00% 0.00% 0.00%

2017

Ordinary Capital Total

Impact of Tax Planning Strategies:
Adjusted gross deferred tax assets 0.00% 0.00% 0.00%
Net admitted adjusted gross deferred tax assets 0.00% 0.00% 0.00%

The Company’s tax planning strategies did not include the use of reinsurance.

The Company does not carry any deferred tax assets or deferred tax liabilities on unrealized gains or losses
related to investments in affiliates. There are no temporary differences for which a deferred tax liability

has not been established.

Current income taxes consist of the following major components as of December 31:

2018 2017
Federal $ 13,535 $ 3,615
Foreign 640 1,216
Subtotal 14,175 4,831
Federal income tax on net capital gains (losses) 60,230 (8,215)
Federal and foreign income taxes incurred $ 74405 $ (3,384)
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The tax effects of temporary differences that give rise to significant portions of the deferred tax assets

and deferred tax liabilities are as follows as of December 31;

Deferred Tax Assets:
Ordinary:

Discounting of unpaid losses
Unearned premium reserve
Deferred acquisition costs
Fixed assets
Compensation and benefits accrual
Non-admitted assets

Net operating loss carryforward
Other

Subtotal

Statutory valuation allowance adjustment
Non-admitted

Admitted ordinary deferred tax assets

Capital:
Investments
Subtotal

Statutory valuation allowance adjustment
Non-admitted

Admitted capital deferred tax assets
Total Admitted deferred tax assets

Deferred Tax Liabilities:
Ordinary:
Accrued dividends
Amounts recoverable from reinsurers
Ceded retroactive reinsurance

Subtotal

Capital:
Investments
Subtotal

Deferred tax liabilities

2018 2017 Change
$ 4,698 $ 3,372 $ 1,326
10,098 8,467 1,631
1,047 - 1,047
3,169 3,369 (200)
4,420 3,270 1,150
1,427 - 1,427
1,942 3,516 (1,574)
395 1,802 (1,407)
27,196 23,796 3,400
27,196 23,796 3,400
294 - 294
294 - 294
294 - 294
$ 27,490 $ 23,796 $ 3,694
2018 2017 Change
$ 444 $ 360 $ 84
459 457 2
- 617 (617)
903 1,434 (531)
88,662 244,732 (156,070)
88,662 244,732 (156,070)
$ 89,565 $ 246,166 $  (156,601)
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2017 2016 Change

Deferred Tax Assets:

Ordinary:

Discounting of unpaid losses $ 3,372 $ 3,024 $ 348
Unearned premium reserve 8,467 11,108 (2,641)
Fixed assets 3,369 2,588 781
Compensation and benefits accrual 3,270 4,923 (1,653)
Non-admitted assets - 8,754 (8,754)
Net operating loss carryforward 3,516 - 3,516
Other 1,802 140 1,662
Subtotal 23,796 30,537 (6,741)

Statutory valuation allowance adjustment - - -
Non-admitted - - -

Admitted ordinary deferred tax assets 23,796 30,537 (6,741)
Capital:

Investments - 1,855 (1,855)

Subtotal - 1,855 (1,855)

Statutory valuation allowance adjustment - - -
Non-admitted - - -

Admitted capital deferred tax assets - 1,855 (1,855)
Admitted deferred tax assets $ 23,796 $ 32,392 $ (8,596)
2017 2016 Change
Deferred Tax Liabilities:
Ordinary:
Accrued dividends $ 360 $ 384 $ (24)
Amounts recoverable from reinsurers 457 762 (305)
Ceded retroactive reinsurance 617 999 (382)
Subtotal 1,434 2,145 (711)
Capital:
Investments 244,732 263,578 (18,846)
Subtotal 244,732 263,578 (18,846)
Deferred tax liabilities $ 246,166 $ 265,723 $ (19,557)

The adjustment to deferred tax assets and liabilities for the effect of enacted changes in U.S. federal tax laws or
rates during 2017 included in the amounts disclosed above is a reduction of $148,035 in the net deferred tax
liability at December 31, 2017.
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Total deferred tax assets
Total deferred tax liabilities

Net deferred tax liabilities
Tax effect of unrealized gains (losses)
Net deferred taxes from dissolution of subsidiary

Change in net deferred income tax

Total deferred tax assets
Total deferred tax liabilities

Net deferred tax liabilities
Tax effect of unrealized gains (losses)

Change in net deferred income tax

22

2018 2017 Change
25304  $ 2379 $ 1,508
89,565 246,166 (156,601)

(64261) $ (222,370) 158,109
(160,065)

2,186

$ 230

2017 2016 Change

237% % PR32 3 (8,596)
246,166 265,723 (19,557)
(222370) $ (233,331) 10,961
(7,995)

$ 2,966



The provision for federal income taxes incurred is different from that which would be obtained by applying
the statutory-basis federal income tax rate to income before taxes. The significant items causing this
difference are as follows:

December 31, 2018 December 31, 2017
Effective Effective
Tax Effect Tax Rate Tax Effect Tax Rate
Income before taxes $ 41,951 210% $ 15,016 35.0 %
Dividends received deduction (5,740) (29 (14,168) (33.0)
Accrued dividends 34 0.0 W) 0.0
Proration 1,435 0.7 2,125 5.0
Change in nonadmitted assets 147 0.1 2,763 6.4
Sale of contributed stock 34,432 17.2 (5,913) (13.8)
Realized loss on LLC dissolution 7,275 3.6 - 0.0
Foreign tax credit (640) (0.3) (1,216) (2.8)
Foreign taxes 640 0.3 1216 2.8
Effect of enacted changes in tax laws or rate - 0.0 (9,810) (22.9)
Other (3174) (1.5) 3,644 8.5
Total $ 76,360 382% $ (6,350) (14.8)%
Federal income taxes incurred $ 14,175 71% $ 4831 11.3 %
Tax on capital gains (losses) 60,230 30.2 (8,215) (19.2)
Change in net deferred income taxes 1,956 0.9 (2,966) (6.9)
Total statutory income taxes $ 76,361 382% $ (6,350) (14.8)%

At December 31, 2018 and 2017, the Company had no net operating loss, capital loss, or tax carryforwards
to offset against future U.S. taxable income and at December 31, 2018, had approximately $6,050 unused
non-capital loss carryforwards available to offset against future taxable income in foreign jurisdictions.
The foreign non-capital loss carryforwards expire ranging from 2019 to being available indefinitely.

The following is income tax expense for 2018 and 2017 that is available for recoupment in the event of
future losses:

Year Total

2018 $ 73,936
2017 -
Total $ 73,936

The Company did not have any protective tax deposits under Section 6603 of the Internal Revenue Code,
no repatriation tax liability, and no Alternative Minimum Tax credit refunds as of December 31, 2018.
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The Company joins with a group of approximately 800 affiliated companies in the filing of a consolidated
federal income tax return by BHI, common parent company of the group. The consolidated tax liability
is allocated among affiliates in the ratio that each affiliate’s separate return tax liability bears to the sum
of the separate return tax liabilities of all affiliates that are members of the consolidated group. In addition,
a complementary method is used which results in reimbursement by profitable affiliates to loss affiliates
for tax benefits generated by loss affiliates. In the event this Company incurs a net operating loss in a
future year in which the group reports consolidated taxable income, this Company will be entitled to
reimbursement (from other profitable members of the group) for the income tax benefits attributable to
the loss. All federal income taxes allocated to this Company for the current and preceding year may be
recoverable in the event future net operating losses are reported for both this Company and on a
consolidated basis, depending upon the magnitude of such losses.

The Company generally classifies all interest and penalties related to tax contingencies as a component
of income tax expense. As of December 31, 2018, there were no accruals for interest and penalties
recorded as an income tax liability on the statutory-basis statement of admitted assets, liabilities, and
capital and surplus, nor recognized as income tax incurred on the statutory-basis statement of operations.

As of December 31, 2018, there were no positions for which management believes it is reasonably
possible that the total amounts of tax contingencies will significantly increase or decrease within 12
months of the reporting date. Certain tax returns in which the Company is included are under examination
by the taxing authorities in the respective jurisdictions. The Company has settled income tax liabilities
with U.S. federal taxing authorities for years through 2011. The Internal Revenue Service (“IRS”)
continues to audit BHI’s consolidated U.S. federal income tax returns for the 2012 and 2013 tax years.
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4.

INFORMATION CONCERNING PARENT, SUBSIDIARIES, AND AFFILIATES

On December 27, 2013, the Company received a gross capital contribution from its parent, NICO, of
$3,253,971, consisting of unaffiliated common stock shares. The Company assumed the net deferred tax
liability of $233,867 related to the net unrealized gains associated with the common stock shares as of
the date of the contribution. Therefore, the net increase to policyholders’ surplus due to the contribution
was $3,020,104. Since the contribution, the Company sold a portion of the common stock shares
contributed by NICO, resulting in a decrease to the net deferred tax liability assumed as part of the
contribution. As of December 31, 2017, the remaining deferred tax liability assumed as part of the
contribution was $90,185, which included a reduction of $60,123 due to the 2017 change in U.S. tax
laws. As of December 31, 2018, the remaining deferred tax liability assumed as part of the contribution
was $65,394.

The Company held a junior subordinated debenture dated November 12, 2014 (“Debenture”) issued by
an affiliate, Berkshire Hathaway Energy Company (“BHEC”), with an aggregate cost and principal
amount of $12,587 at December 31, 2016. During 2017, BHEC redeemed the remaining $12,587 of the
Debenture and the Company reported no cost or principal amount for the Debenture at December 31,
2018 or 2017.

The Company has an investment services agreement with NICO, where NICO is appointed as investment
manager, subject at all times to the investment policy approved by the Company’s Board of Directors
and such other direction given by the Board of the Company.

The Company has an inter-company service agreement with NICO, where NICO may perform certain
administrative and special services to the Company and makes available to the Company certain property,
equipment, and facilities for a fee as specified in the agreement.

The Company has a management agreement with NICO, which is designed to allocate a proportionate
share of operating expenses to affiliated companies effective September 9, 2010. The amount due to
(from) NICO by the Company totaled $1,116 and $(24,047) at December 31, 2018 and December 31,
2017, respectively. The agreement has received approval of the parties’ state of domicile. The terms
require that amounts related to these agreements be settled within 60 days.

The Company has an inter-company service agreement with National Liability & Fire Insurance
Company (“NL&F”), where NL&F may provide certain administrative and special services to the
Company and makes available to the Company certain property, equipment, and facilities for a fee as
specified in the agreement. The agreement has received approval of the parties’ state of domicile. The
terms require that amounts related to these agreements be settled within 60 days. All amounts per
agreement were immaterial.

The Company has a management agreement with NL&F, which is designed to allocate a proportionate
share of operating expenses to affiliated companies. The agreement has received approval of the parties’
state of domicile. The terms require that amounts related to these agreements be settled within 60 days.
All amounts per agreement were immaterial.
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The Company has an inter-company service agreement with National Fire & Marine Insurance Company
(“NF&M”), where BHSIC may perform certain underwriting, advisory, and claims services for NF&M
in connection with its insurance business. The agreement has received approval of the parties’ state of
domicile. The terms require that amounts related to these agreements, including service costs and amounts
collected on behalf of NF&M, be settled within 45 days of each calendar quarter. The amount due to
NFM by the Company totaled $173,115 and $140,521 at December 31, 2018 and December 31, 2017,
respectively.

The Company and BHI have an agreement for BHI to provide certain investment management services to
the Company. The agreement has been reported to the Insurance Department and received deemed
approval. All amounts per agreement were immaterial.

The Company and General Reinsurance Corporation (“GRC”) entered into an agreement for GRC to
provide certain internal audit services to the Company. The agreement has been reported to the Insurance
Department and received deemed approval. All amounts per agreement were immaterial.

The Company has an agreement with its affiliates, Berkshire Hathaway International Insurance Limited
(“BHIIL”) and Resolute Management Limited (“RML”), where the Company may provide various
administrative and special services to BHIIL and RML. The agreement has been reported to the Insurance
Department and received deemed approval. All amounts per agreement were immaterial

CAPITAL AND SURPLUS AND DIVIDEND RESTRICTIONS

The maximum amount of dividends which can be paid by the Company to its parent without prior
approval from the Nebraska Insurance Director is subject to statutory-basis restriction. The maximum
dividend which can be made without prior approval is limited to the greater of (a) 10% of capital and
surplus at December 31, 2018 or (b) 2018 net income, excluding realized investment gains, net of taxes,
plus allowable dividends not previously paid during the immediately preceding two years, provided that
any ordinary dividends must be paid from earned surplus excluding unrealized gains. The maximum
dividend payout that may be made in 2019 without prior approval is $31,876.

The portion of unassigned surplus represented by each item below at December 31 is as follows:

2018 2017
Non-admitted assets $ (30,247) $ (75,608)
Provision for reinsurance (839) (2,042)
Unrealized gains, net of DTL, of $47,567 and $207,124
in 2018 and 2017, respectively 44,641 481,940
Unrealized foreign exchange net of DTL (DTA), of ($294) and $214 (1,106) 804

in 2018 and 2017, respectively

COMMITMENTS AND CONTINGENCIES

The Company is contingently liable for certain annuities purchased from life insurance companies in
connection with structured claim settlements.

Any other contingent liabilities arising from litigation, income taxes, and other matters are not considered

material in relation to the statutory-basis financial statements of the Company at December 31, 2018 or
2017.
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7.

FAIR VALUE MEASUREMENTS

Included in various investment-related line items in the statutory-basis financial statements are certain
financial instruments carried at fair value. Other financial instruments are periodically carried at fair
value, such as when impaired, or, for certain bonds and preferred stock, when carried at the lower of cost
or fair value. The carrying values of cash and cash equivalents are considered to be reasonable estimates
of their fair values.

Fair value is the price that would be received to sell an asset or paid to transfer a liability in an orderly
transaction between market participants as of the measurement date. Fair value measurements assume the
asset or liability is exchanged in an orderly manner; the exchange is in the principal market for that asset
or liability (or in the most advantageous market when no principal market exists); and the market
participants are independent, knowledgeable, able, and willing to transact an exchange.

Fair values for substantially all of the Company’s financial instruments were measured using market or
income approaches. Considerable judgment may be required in interpreting market data used to develop
the estimates of fair value. Accordingly, the estimates presented herein are not necessarily indicative of
the amounts that could be realized in an actual current market exchange. The use of different market
assumptions and/or estimation methodologies may have a material effect on the estimated fair value.

The fair value measurement of the Company’s financial assets carried has been classified, for disclosure
purposes, based on a hierarchy defined by SSAP No. 100, Fair Value Measurements. The hierarchy
consists of three levels, ranging from the category deemed to be most reliable to a category where fair
value is measured using significant unobservable inputs because of the lack of observable market prices
for the instruments, or Levels 1 through 3, respectively. A further description of the inputs used in the
valuation of assets under the three levels is as follows:

Level 1 — Inputs represent unadjusted quoted prices for identical assets exchanged in active markets.
Substantially all of the Company’s equity investments in unaffiliated entities are traded on an exchange
in active markets and fair value is based on the closing price as of the balance sheet date.

Level 2 — Inputs include directly or indirectly observable inputs other than Level 1 inputs, such as quoted
prices for similar assets exchanged in active or inactive markets; quoted prices for identical assets
exchanged in inactive markets; other inputs that are considered in fair value determinations of the assets,
such as interest rates and yield curves that are observable at commonly quoted intervals, volatilities, pre-
payment speeds, loss severities, credit risks, and default rates; and inputs that are derived principally from
or corroborated by observable market data by correlation or other means. Fair values for the Company’s
investments in bonds are primarily based on market prices and market data available for instruments with
similar characteristics since active markets are not common for many instruments. Pricing evaluations
are based on yield curves for instruments with similar characteristics, such as credit rating, estimated
duration, and yields for other instruments of the issuer or entities in the same industry sector.

Level 3 — Inputs include unobservable inputs used in the measurement of assets. Management is required
to use its own assumptions regarding unobservable inputs because there is little, if any, market activity
in the assets or related observable inputs that can be corroborated at the measurement date. Fair value
measurements of certain investments are based primarily on valuation models, discounted cash flow
models, or other valuation techniques that are believed to be used by market participants. Unobservable
inputs require management to make certain projections and assumptions about the information that would
be used by market participants in pricing assets.
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The following tables provide information as of December 31, 2018 and 2017 about the Company’s
financial assets measured and reported at fair value.

December 31, 2018

Level 1 Level 2 Level 3 Total
Assets at Fair Value:
Unaffiliated common stocks:
Industrial & miscellaneous $ 1,766,037  $ -3 - $ 1,766,037
Total unaffiliated common stocks 1,766,037 ~ - 1,766,037
Total assets at fair value $ 1,766,037  $ - 3% - 3 1,766,037

December 31, 2017

Level 1 Level 2 Level 3 Total
Assets at Fair Value:
Unaffiliated common stocks:
Industrial & miscellaneous 3$ 2828426 $ -3 - $ 2,828,426
Total unaffiliated common stocks 2,828,426 - - 2,828,426
Total assets at fair value $ 2828426 $ - 3 - 3 2,828,426

At the end of each reporting period, the Company evaluates whether or not any event has occurred or
circumstances have changed that would cause an instrument to be transferred between Levels 1 and 2.
This policy also applies to transfers into or out of Level 3. Gains and losses in income, if any, only reflect
activity for the period an instrument was classified in Level 3.

As disclosed in Note 2, the Company exercised all of its BAC warrants. The Company surrendered all of
its BAC preferred as payment of the cost to exercise the BAC warrants. The valuation of BAC warrants
were transferred from Level 3 to Level 2 measurements as of June 30, 2017.

There were no financial instruments measured or carried at fair value for which the Company used
significant unobservable inputs (Level 3) at December 31, 2018 or 2017.

The Company has no financial liabilities carried at fair value as of December 31, 2018 or 2017. There
were no other transfers of assets carried at fair value into or out of Levels 1, 2 or 3 during 2018 or 2017.
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The following table summarize changes to financial instruments for the year ended December 31, 2017
carried at fair value for which the Company used significant unobservable inputs (Level 3) to determine
fair value measurements:

2017
Total Gains/ Total Gains /
Transfers  Transfers (Losses) (Losses)
Balance at Into Out of Level Includedin Includedin Purchases/ Balance at
1/1/2017 Level 3 3 Net Income Surplus (Sales) 12/31/2017
Common Stock
Warrants:
Industrial and
miscellaneous $ 19194 $ - $ (23964) $ - $ 4710 $ - $
Total
$ 19194 $ - $ (23964) $ - $§ 4710 $ - $

The Company classifies certain newly issued, privately-placed, complex, or illiquid securities in Level 3. Fair
values for the fixed maturity and equity securities classified in Level 3 are derived principally using inputs
described above. Gains and losses in income, if any, reflect activity for the period an instrument was classified
in Level 3.

The following table presents the aggregate admitted value and fair value of financial instruments reported on
the Company’s statutory-basis statements of admitted assets, liabilities, and capital and surplus as of December
31, 2018 and 2017, including financial instruments which are not carried at fair value. There were no assets or
liabilities for which fair value was not practicable to estimate as of December 31, 2018 or 2017.

December 31, 2018

Admitted Aggregate
Assets Level 1 Level 2 Level 3 Fair Value
Types of Financial Instrument
Assets
Bonds $ 120,388 $ 118,044 $ 2277 $ - 120,321
Common stock 1,766,036 1,766,036 - - 1,766,036
Short-term investments 989,062 989,321 - - 989,321
Cash Equivalents 599,928 599,963 - - 599,963

December 31, 2017

Admitted Aggregate
Assets Level 1 Level 2 Level 3 Fair Value
Types of Financial Instrument
Assets
Bonds $ 146,585 $ 96,285 $ 50,349 $ -3 146,634
Common stock 2,828,426 2,828,426 - - 2,828,426
Short-term investments 997,491 997,156 - - 997,156

The assets classified in Level 1 consist of actively traded exchange listed equity securities and short-term
money market mutual funds. Unadjusted quoted prices for these securities are provided to the Company
by independent pricing services. Fair values of bonds reported in Level 2 are also provided by independent
pricing services when applicable.
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SUBSEQUENT EVENTS

Type | — Recognized Subsequent Events

Subsequent events have been considered through May 14, 2019 for the audited statutory-basis financial
statements available to be issued on that date. No events occurred subsequent to December 31, 2018
through May 14, 2019 which would have a material effect on the Company’s statutory-basis financial
statements.

Type Il — Non-Recognized Subsequent Events

Subsequent events have been considered through May 14, 2019 for the audited statutory-basis financial
statements available to be issued on that date. No other events have occurred subsequent to December 31,
2018 through May 14, 2019 which would have a material effect on the Company’s statutory-basis
financial statements.

REINSURANCE

In the normal course of business, the Company assumes and cedes business with other insurance
companies. To the extent that any reinsuring companies are unable to meet obligations under the
agreements covering reinsurance ceded, the Company would remain liable. Any uncollectible reinsurance
recoverable that is subject to the retroactive reinsurance agreement with NICO is subject to the sufficiency
of the remaining contract limit.

The effect of reinsurance on premiums written and earned for 2018 and 2017, respectively, is as follows:

2018 2017
Written Earned Written Earned

Direct $ 890858 $ 794405 $ 565244 $ 483974
Assumed:

Affiliates 2 12 128 153

Non-affiliates 356,462 389,173 391,287 353,719
Ceded:

Affiliates (735,151) (710,188) (600,004) (529,995)

Non-affiliates (27,694) (21,647) (691) (689)
Net $ 484477 $ 451755 $ 35594 $§ 307,162

The effect of ceded reinsurance transactions on the Company’s losses and LAE reserves is $921,521 and
$637,403, respectively, and loss and LAE incurred is $614,969 and $458,810, respectively, for 2018 and
2017.
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The following table summarizes the 2018 and 2017 assumed and ceded unearned premiums and the
related commission equity:

Assumed Reinsurance Ceded Reinsurance Net
Premium  Commission Premium  Commission Premium Commission
At December 31,2018 Reserve Equity Reserve Equity Reserve Equity
Affiliate $ - $ - $ 399861 $ 111226 $ (399.861) $ (111,226)
All other 207,959 31,736 6,339 3,454 201,620 28,282
Totals $ 207959 $ 31,736 $ 406200 $ 114680 $ (198241) $ (82,944)
Direct unearned premium reserve 3 440,078
Assumed Reinsurance Ceded Reinsurance Net
Premium Commission Premium Commission Premium Commission
At December 31,2017 Reserve Equity Reserve Equity Reserve Equity
Affiliates $ 10 $ 3 $ 374,898 $ 94,756 $ (374,888) $ (94,753)
All other 240,670 36,134 292 85 240,378 36,049
Totals $ 240,680 $ 36,137 $ 375,190 $ 94,841 $ (134,510) $ (58,704)
Direct unearned premium reserve $ 343,624

The Company has aggregate unsecured reinsurance recoverables that exceed 3% of the Company’s surplus
as follows:

2018 2017

National Indemnity Company $ 1,158,063 $ 826,781

The Company had no other unsecured reinsurance recoverables that exceed 3% of the Company’s total
capital and surplus at December 31, 2018 or 2017.
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The Company has entered into various reinsurance agreements with its parent NICO as shown in the table
below:

Most Recent Limit per Max Limit - All

Region Agreement Effective Date Amendment Date ~ Occurrence Occurences
United States ~ 50% Quota-Share  2/28/2014 11/1/2014 N/A N/A
Singapore 80% Quota-Share  11/1/2014 N/A N/A N/A
Singapore Excess of Loss 7/1/12014 7/1/2016 USD 1,000,000  USD 100,000,000
Hong Kong 80% Quota-Share  12/31/2014 N/A N/A N/A
Hong Kong Excess of Loss 7/1/2014 9/19/2018 UsD 1,000,000  USD 100,000,000
Australia 60% Quot- Share ~ 2/1/2015 N/A N/A N/A
Australia Excess of Loss 4/1/2015 5/14/2018 *See Table *See Table
New Zealand 80% Quota-Share  6/29/2015 N/A N/A N/A
New Zealand Excess of Loss 6/29/2015 9/12/2018 USD 1,000,000  NzD 250,000,000
Macau 60% Quota-Share  9/3/2016 N/A N/A N/A
Macau Excess of Loss 9/3/2016 3/31/2017 USsD 1,000,000  USD 100,000,000
Labuan 100% Quota-Share 11/1/2016 N/A N/A N/A
Dubai 100% Quota-Share 2/7/2018 N/A N/A N/A
Australia Limits and Retention

Loss Maximum
Occurrence Retention Liability
1 $5,000,000 $195,000,000
2 $4,000,000 $196,000,000
3 $3,000,000 $197,000,000
4 $2,000,000 $198,000,000

The quota-share agreements include all subject premiums, losses, LAES, and associated underwriting
expenses subject to an aggregate limit on losses and LAEs for any calendar-accident year equal to three
times that year’s net calendar-accident year earned premium ceded to NICO. All quota-share agreements
have been deemed approved by the Insurance Department.

In each of the Excess of Loss reinsurance agreements set forth in the tables above NICO has agreed to
indemnity the Company for actual loss or losses paid or payable by the Company in respect of business
covered for claims or losses in excess of the limit per occurrence disclosed above, subject to a maximum
limit of liability to NICO disclosed above in respect of all occurrences per the Excess of Loss reinsurance
agreements.
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The Company purchased an aggregate retrocessional agreement from NICO effective May 1, 2000, which
provides for $240,000 of reinsurance coverage for the Company’s run-off business. This reinsurance
contract has been accounted for as retroactive reinsurance and, consistent with statutory-basis accounting
guidance, recoverables are excluded from net losses and LAE reserves. A schedule summarizing activity
related to this agreement is shown below:

2018 2017
Reserves Transferred:
Initial reserves $ 108859 $ 108,859
Adjustments - prior years 51,825 50,446
Adjustment - current year 12,163 1379
Current total $ 172847 $ 160,684

Consideration Paid:
Initial consideration $ 126,000 $ 126,000
Adjustments - prior years - -
Adjustment - current year - -
Current total $ 126000 $ 126,000

Amounts Recovered:

Prior years $ 63189 $ 64,591
Current year 5,750 (1,402)
Current total $ 68939 $ 63,189

Special Surplus from Retroactive Reinsurance:

Initial surplus (gain)/loss $ (17,141) $ (17,141)
Adjustments - prior years 51,080 49,700
Adjustment - current year 12,163 1,379
Current year restricted surplus $ 46847 $ 34,684
Cumulative total transferred to unassigned funds $ -5 -
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10.

11.

LOSSES AND LOSS ADJUSTMENT EXPENSES

2018 2017

Balance at January 1 $ 1,062,721 $ 564,878
Less reinsurance recoverables 637,403 327,183
Net balance at January 1 425,318 237,695
Incurred related to:

Current year $ 347,276 $ 250,999

Prior year (710) 8,770
Total incurred $ 346,566 $ 259,769
Paid related to:

Current year $ 82,230 $ 36,166

Prior year 122,644 35,980
Total paid $ 204,874 $ 72,146
Net balance at December 31 $ 567,010 $ 425,318
Plus reinsurance recoverables 921,520 637,403
Balance at December 31 $ 1,488,530 $ 1,062,721

During 2018 the Company reported favorable development of prior period ultimate loss and loss expense
reserves totaling $710. During 2017, the Company reported unfavorable development of prior period
ultimate loss and expense reserves totaling $8,770. Both the 2018 favorable development and 2017
unfavorable development was primarily the result of re-estimation of ultimate liability losses primarily
on other liability and property lines of insurance. The Company’s prior period loss and loss expense
development is not materially affected by the retrospectively rated contract activity. Estimates of ultimate
prior period loss and loss expenses are increased or decreased as described in Note 1.

ASBESTOS/ENVIRONMENTAL RESERVES

The Company had exposure to asbestos- and environmental-related claims as a result of having
historically written product liability and general liability insurance.

The Company estimates the full impact of the asbestos and environmental exposures by establishing full
case basis reserves, including legal and other LAE for all known unresolved claims and by establishing
IBNR reserves. IBNR reserves are determined considering the Company’s historic liability exposure base
and policy language used; the Company’s previous asbestos- and environmental-related loss and LAE
development; and the Company’s assessment of current trends of environmental law, environmental
cleanup costs, asbestos liability law, and judgment and settlements of asbestos liabilities.
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The Company’s asbestos-related losses and LAE activity (including potential coverage dispute costs) at

December 31, 2018 and 2017 was as follows:

Beginning reserves
Incurred losses and loss adjustment expenses
Calendar year payments for losses and loss adjustment expenses

Ending reserves

Beginning reserves
Incurred losses and loss adjustment expenses
Calendar year payments for losses and loss adjustment expenses

Ending reserves

Beginning reserves
Incurred losses and loss adjustment expenses
Calendar year payments for losses and loss adjustment expenses

Ending reserves

Direct

2018 2017

72135 $ 79,873
7,151 (595)
6,247 7,143

73,039 $ 72,135

Assumed

2018 2017

15000 $ 13,908
@ 2,264
45 1,082

15,043 $ 15,090

Net of Reinsurance

2018 2017

76298 $ 73,012
5,806 3,028
5,118 (258)

76,986 $ 76,298

The amounts in the tables above are subject to the retroactive reinsurance agreement with NICO

discussed previously in Note 1.

The Company recorded asbestos-related bulk and IBNR reserves for unreported loss and LAE claims
totaling $44,309 on a direct basis, $12,622 on an assumed basis, and $50,909, net of reinsurance, at
December 31, 2018. The Company recorded asbestos-related bulk and IBNR reserves of $24,644 on a
direct basis, $12,656 on an assumed basis, and $34,858, net of reinsurance, at December 31, 2017.

The Company recorded ashestos-related case, bulk, and IBNR reserves for future LAE (including potential
coverage dispute costs) totaling $20,030 and $9,629 on a direct basis, $1,898 and $1,899 on an assumed
basis, and $18,794 and $10,916, net of reinsurance, at December 31, 2018 and 2017, respectively.
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The Company’s environmental-related losses and LAE activity (including potential coverage dispute
costs) at December 31, 2018 and 2017 was as follows:

Direct

2018 2017
Beginning reserves $ 14615 $ 14,834
Incurred losses and loss adjustment expenses 5733 1,376
Calendar year payments for losses and loss adjustment expenses 859 1,595
Ending reserves $ 19489 $ 14,615

Assumed

2018 2017
Beginning reserves $ 4405 $ 6,840
Incurred losses and loss adjustment expenses 1 (2,431)
Calendar year payments for losses and loss adjustment expenses 2 4
Ending reserves $ 4404 $ 4,405

Net of Reinsurance

2018 2017
Beginning reserves $ 17,333 % 19,376
Incurred losses and loss adjustment expenses 5,113 (799)
Calendar year payments for losses and loss adjustment expenses 611 1,244
Ending reserves $ 21,835 $ 17,333

The amounts in the tables above are subject to the retroactive reinsurance agreement with NICO
discussed previously in Note 1.

The Company recorded environmental-related bulk and IBNR reserves for unreported loss and LAE
claims totaling $9,228 on a direct basis, $3,695 on an assumed basis, and $12,149, net of reinsurance, at
December 31, 2018. The Company recorded environmental bulk and IBNR reserves of $3,984 on a direct
basis, $3,694 on an assumed basis, and $7,344, net of reinsurance, at December 31, 2017.

The Company recorded environmental-related case, bulk, and IBNR reserves for future LAE (including

potential coverage dispute costs) totaling $555 and $623 on a direct basis, $556 and $554 on an assumed
basis, and $1,069 and $1,135 net of reinsurance, at December 31, 2018 and 2017, respectively.

* kK Kk kX
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Annual Statement for the year 2018 of e BERKSHIRE HATHAWAY SPECIALTY INSURANCE COMPANY

SUMMARY INVESTMENT SCHEDULE

Gross Admitted Assets as Reported
Investment Holdings in the Annual Statement
1 2 3 4 5 6
Securities Lending Total
Reinvested (Col. 3+4)
Investment Categories Amount Percentage Amount Collateral Amount Amount Percentage
1. Bonds:
1.1 U.S. treaSUNY SECUMHES. .......c.cveveveevecieeieie ettt s s ssessans | eeversinens 7,014,109 | ............. 02 | e 7,014,109 | oo [ e 7,014,109 | ............. 0.2
1.2 U.S. government agency obligations (excluding mortgage-backed
securities):
1.21 Issued by U.S. government agenCies...........ccoeueurrerereverercrseesesessnins | eoenessssssesissssesiesins | seseniennd 0.0 [ oo | e | e (01 IO 0.0
1.22 Issued by U.S. government SPONSOred gENCIES...........vuverererrrueernrennens | covsseeessssssssssssesesees | sessssssessns 0.0 [ oo | e | e (0] IO 0.0
1.3 Non-U.S. government (including Canada, excluding mortgage-
DACKEA SECUMHES)......v.vverreeriiiieiecie e | seenens 111,132,625 | ... 26 | .. 111,132,625 | oo | v 111,132,625 | ..coovveneee 2.6
1.4 Securities issued by states, territories and possessions and political
subdivisions in the U.S.:
1.41 States, territories and possessions general obligations.............cccoeeverees | vevereereeees 517,545 | ............. 0.0 | v BAT 545 | oo | e 517,545 | oot 0.0
1.42 Political subdivisions of states, territories and possessions and
political subdivisions general 0bligations...............ocereueenieneerneneeneereirsins | cevereereenees 405,000 | ............. 0.0 | v 405,000 [ ..ovoverereneirereireis | s 405,000 | ............. 0.0
1.43 Revenue and assessment 0blIgations...........ccccvvieenenrneieieiensenens [ eovnenessieensienenes | cnnenieend 0.0 [ oo | e | e (01 IO 0.0
1.44 Industrial development and similar OblIGaAtioNS...........c..cueverrurririeneerririns | cerereereeneseineeseeneens | eeereieenn 0.0 | oo [ et | e (01 IO 0.0
1.5 Mortgage-backed securities (includes residential and commercial MBS):
1.51 Pass-through securities:
1.511 Issued or guaranteed by GNMA.............ccoevevrneriennisninsnsenes | conniensnsnnsensesnenies | eonnrennennsi0000 | e
1.512 Issued or guaranteed by FNMA and FHLMC. . ...313,281
1513 AlLOthET.....oocieresresisessisssssssssssssssssessssssensas | seesseesssensnsssssnnssenns | sernneennen 000 [ e
1.52 CMOs and REMICs:
1.521 Issued or guaranteed by GNMA, FNMA, FHLMC or VA.......ccccccooes | vovnerinerinenenad 4612 | oo 0.0 [ oo A812 [ s | e 4612 | e 0.0
1.522 Issued by non-U.S. Government issuers and collateralized
by mortgage-based securities issued or guaranteed
by agencies Shown in LINE 1.5271........ccvrurimrnernncnnneensnsinsinsnns | seresensesssnssnssssssssnns | sesssensssens 0.0 [ e | v | e (0 I 0.0
1.523 Al Ot ...t essns | seeseissssssessssssenssseens | sebessssseens 0.0 [ e [ e | e 0 [ oo 0.0
2. Other debt and other fixed income securities (excluding short-term):
2.1 Unaffiliated domestic securities (includes credit tenant loans and
NYDrid SECUMLIES)......eveeveeeeceeeeceee e ssissieseessssesessessesssssenanns | eeveneneens 1,000,843 | 0.0 [ i 1,000,843 | ..coveeeeeieeees | e 1,000,843 | ............. 0.0
2.2 Unaffiliated non-U.S. securities (including Canada)...........cccceeveviereveniieies | covrerrersessensensnisnies | eovnereened0000 | i [ e | oo (01 IO 0.0
2.3 Affiliated SECUMHIES........cvvureericrierierierierierienisnienienssssessssssssssssssessnssns | eenessnsssssssensnenenns | senneenneennd0:00 [t | | e 0 [ oo 0.0
3. Equity interests:
3.1 Investments in MULUAI fUNDS.........ccuivirieeeissssissssesnees | s | seseesneens 0.0 [ oo e | e (V1 IO 0.0
3.2 Preferred stocks:
321 AFFIBEE. ..ottt | e | erbeesnnees 0.0 [ o [ e | e 0 [ oo 0.0
3.22 UNGFIIALEA. ......coooeeei sttt | seeseesseess s eessennss | eeveesineens 0.0 [ e [ e | e 0 [ oo 0.0
3.3 Publicly traded equity securities (excluding preferred stocks):
331 ASfIREE. ... v
3.32 Unaffiliated
3.4 Other equity securities:
3.41 Affiliated
3.42 Unaffiliated
3.5 Other equity interests including tangible personal property under lease:
3.51 Affiliated
3.52 Unaffiliated.
4. Mortgage loans:
4.1 Construction and 1and development............ccccevreeeniinieiennsnesnsesessenes | cvnnensessesssessesssnnes | eonnenrernss0000 | nieiieisieieinsiesieinis [ e | e (01 IO 0.0
4.2 AGHCURUIAL. ... ieesessssssessssesssssssssessssssssessnnsnes | sesssssessnsssssessnnsensnns | sevessensnss020 [ tininrnniininsinniniinns [ e | coreesesssssneessssesseeens (U1 I 0.0
4.3 Single family residential Properties..........cccvvereevrieienneieessssessessesesennns | evnnensessessnsessessssnies | eonsenrersss0000 | rieiiiiieesieiieieies [ e | e (01 IO 0.0
4.4 Multifamily residential PrOPEMIES..........covrwrererrerrerenrerrerreneeneessesesnesseessssensnnens | seessssesssssssssessmnsnnsnne | sevreeeeenss020 [ oninrinsiisiinsinnnniinis [ e | covesessssssesssssesseeens (0] IO 0.0
4.5 COMMErCIal I08NS.......cvuniieieriniieieieessineinesesissisesesssssessseensssssesensesssessenens | senesessnesnensesssssnsnnes | seveesrneenes00 [ [ | s (V1 I 0.0
4.6 Mezzanine real estate [0aNS...........covveirrririrninerenenieeseseessesesssseesennes | snsenesennessssnsensennes | senernerernss0000 | viniisieienesiieieins [ e | e (0] IO 0.0
5. Real estate investments:
5.1 Property occupied bY COMPEANY........ccrvuriririninieieinireiseesesssseeeessssssesssssessssnes | seseesesssssssessessessssene | sesssseeseen 0.0 [ oo | e | e 0] e 0.0
5.2 Property held for production of income (including §.......... 0 of
property acquired in satisfaction of debt)...........cccverrrrrinirrerenneeeiene | v | e 0.0 [ o | v | e (0] IO 0.0
5.3 Property held for sale (including §......... 0 property acquired in
SAtISTACHION OF AEDE)........cvvevecieee ettt snes | seresesssssesesessessesenns | sevensesinaad 0.0 [ eoeveeeeeeeereeieies | e
8. CONrACEI0ANS.......cuieererireireireieeiese ittt ssssssssessessssssssssssssesens | snssssssessssessnsssensessnns | sesneenerness000 | irineinsnsneiessnnns [ s
7. DEMIVALIVES......cooeeieccriecncresnieieesisisenenssssssnsnenesissenesensessssssssensesssssnenessenes | snssenensensennsnsensessnns | seneenernens0000 [ [ e
8. Receivables for SECUNMHIES. ..ottt ssiseseens | eeessesesseeseees 1,656 | .ooveeen0.0 | i 1,856 | e
9. Securities lending (Line 10, Asset Page reinvested collateral)...
10. Cash, cash equivalents and short-term investments............c.cccoceeeieccniercvesicns | e 2,426,758,783 | ..........56.1 | ....2,426,758,783 | ....occeveerererrrrernns
11, Other INVESIE @SSELS........urvrrirrereiieeiecieet et eees | onessees 13,728,345 .
12. Total invested assets.. .| ....4,326,913,536 | ......... 100.0 | ..... 4,313,185,191 ..4,313,185,191
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BERKSHIRE HATHAWAY SPECIALTY INSURANCE COMPANY

SUPPLEMENTAL SCHEDULE OF REINSURANCE INTERROGATORIES

For reinsurance contracts entered into, renewed or amended on or after January 1, 1994.

7.1 Has this reporting entity reinsured any risk with any other entity under a quota share
reinsurance contract that includes a provision that would limit the reinsurer's losses below
the stated quota share percentage (e.g., a deductible, a loss ratio corridor, a loss cap, an
aggregate limit or any similar provisions)?

Yes [ ] No [X]

7.2 If 7.1 is yes, indicate the number of reinsurance contracts containing such provisions:

7.3 If 7.1 is yes, does the amount of reinsurance credit taken reflect the reduction in quota
share coverage caused by any applicable limiting provision(s)?
Yes [ ] No [X]

9.1 Has the reporting entity ceded any risk under any reinsurance contract (or under multiple
contracts with the same reinsurer or its affiliates) for which during the period covered by
the statement: (i) it recorded a positive or negative underwriting result greater than 5% of
prior year-end surplus as regards policyholders or it reported calendar year written
premium ceded or year-end loss and loss expense reserves ceded greater than 5% of prior
year-end surplus as regards policyholders; (ii) it accounted for that contract as
reinsurance and not as a deposit; and (iii) the contract(s) contain one or more of the
following features or other features that would have similar results:

(a) A contract term longer than two years and the contract is noncancellable by the
reporting entity during the contract term;

(b) A limited or conditional cancellation provision under which cancellation triggers
an obligation by the reporting entity, or an affiliate of the reporting entity, to enter
into a new reinsurance contract with the reinsurer, or an affiliate of the reinsurer;

(©) Aggregate stop loss reinsurance coverage;

(d) A unilateral right by either party (or both parties) to commute the reinsurance

contract, whether conditional or not, except for such provisions which are only
triggered by a decline in the credit status of the other party;
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9.2

9.3

BERKSHIRE HATHAWAY SPECIALTY INSURANCE COMPANY

SUPPLEMENTAL SCHEDULE OF REINSURANCE INTERROGATORIES

(e) A provision permitting reporting of losses, or payment of losses, less frequently
than on a quarterly basis (unless there is no activity during the period); or

® Payment schedule, accumulating retentions from multiple years or any features
inherently designed to delay timing of the reimbursement to the ceding entity
Yes [ ] No [X]

Has the reporting entity during the period covered by the statement ceded any risk under
any reinsurance contract (or under multiple contracts with the same reinsurer or its
affiliates), for which, during the period covered by the statement, it recorded a positive
or negative underwriting result greater than 5% of the prior year-end surplus as regards
policy holders or it reported calendar year written premium ceded or year-end loss and
loss expense reserves ceded greater than 5% of prior year-end surplus as regards policy
holders; excluding cessions to approved pooling arrangements or to captive insurance
companies that are directly or indirectly controlling, controlled by, or under common
control with (i) one or more unaffiliated policyholders of the reporting entity, or (i1) an
association of which one or more unaffiliated policyholders of the reporting entity is a
member where:

(a) The written premium ceded to the reinsurer by the reporting entity or its affiliates
represents fifty percent (50%) or more of the entire direct and assumed premium
written by the reinsurer based on its most recently available financial statement; or

(b) Twenty-five percent (25%) or more of the written premium ceded to the reinsurer has
been retroceded back to the reporting entity or its affiliates in a separate reinsurance
contract.

Yes[ ] No [X]
If yes to 9.1 or 9.2, please provide the following information in the Reinsurance

Summary Supplemental Filing for General Interrogatory 9:

(a) The aggregate financial statement impact gross of all such ceded reinsurance
contracts on the balance sheet and statement of income;

(b) A summary of the reinsurance contract terms and indicate whether it applies to
the contracts meeting the criteria in 9.1 or 9.2; and

(c) A brief discussion of management’s principle objectives in entering into the
reinsurance contract including the economic purpose to be achieved.
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94

9.5

BERKSHIRE HATHAWAY SPECIALTY INSURANCE COMPANY

SUPPLEMENTAL SCHEDULE OF REINSURANCE INTERROGATORIES

Except for transactions meeting the requirements of paragraph 31 of SSAP No. 62R,
Property and Casualty Reinsurance, has the reporting entity ceded any risk under any
reinsurance contract (or multiple contracts with the same reinsurer or its affiliates) during
the period covered by the financial statement, and either:

(a) Accounted for that contract as reinsurance (either prospective or retroactive)
under statutory accounting principles (“SAP”) and as a deposit under generally

accepted accounting principles (“GAAP”); or

(b) Accounted for that contract as reinsurance under GAAP and as a deposit under
SAP?

Yes [ ] No [X]

If yes to 9.4, explain in the Reinsurance Summary Supplemental Filing for General
Interrogatory 9 (Section D) why the contract(s) is treated differently for GAAP and SAP.
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SUPPLEMENTAL INVESTMENT RISKS INTERROGATORIES'
For the year ended December 31, 2017
(To be filed by April 1)
Of BERKSHIRE HATHAWAY SPECIALTY INSURANCE COMPANY
Address (City, State, Zip Code): Omaha NE 68102-1944

NAIC Group Code.....0031 NAIC Company Code.....22276 Employer's ID Number.....63-0202590

The Investment Risks Interrogatories are to be filed by April 1. They are also to be included with the Audited Statutory Financial Statements.
Answer the following interrogatories by reporting the applicable U.S. dollar amounts and percentages of the reporting entity's total admitted
assets held in that category of investments.

1. Reporting entity's total admitted assets as reported on Page 2 of this annual statement.

2. Tenlargest exposures to a single issuer/borrower/investment.

$....4,755,964,739

1 2 3 4
Percentage of Total
Issuer Description of Exposure Amount Admitted Assets
2.01 BANK OF NEW YORK MELLON CORP.... COMMON STOCK 510,191,730 ... 10.7 %
2.02 USBANCORP.......cccoomrrrmrinrirnrireriereinns COMMON STOCK . . 418,229,308
2.03 GOLDMAN SACHS GROUP INC.............. COMMON STOCK . . 317,395,000

2.04 APPLEINC COMMON STOCK 217,838,940 ...
2.05 BANK OF AMERICA CORPORATION...... COMMON STOCK.. 159,888,960 ...
2.06 SINGAPORE GOVERNMENT . . SOVEREINGS....
2.07 PHILLIPS 66 COMMON STOCK........rviirreiieririerisinesisesisss s ssssssssssssssness Puvveees
2.08 WELLS FARGO & CO COMMON STOCK.......crvviriiieriieriiiesiiesiississssssssisssssssssssssssssssssssnnss. Pavveees
2.09 EMORY UNIVERSITY.. . CORPORATES... | [pi—

210 MICHIGAN ST...... . MUNITAX.......

3. Amounts and percentages of the reporting entity's total admitted assets held in bonds and preferred stocks by NAIC designation.

Bonds 1 2
3.01 $..1,709,377,042 ......ccoeeee... 359 %
3.02 . $ 0.0 %
3.03 $ 0.0 %
3.04 $ 0.0 %
3.05 $ 0.0 %
3.06 . $ 0.0 %
3 4
3.07 $ 0.0 %
3.08 .9 0.0 %
3.09 $ 0.0 %
3.10 .9 0.0 %
311 .9 0.0 %
3.12 . $ 0.0 %
4. Assets held in foreign investments:
4.01 Are assets held in foreign investments less than 2.5% of the reporting entity's total admitted assets?
If response to 4.01 above is yes, responses are not required for interrogatories 5-10.
4.02 Total admitted assets held in foreign investments $...111,132,625 ...
4.03 Foreign-currency-denominated investments $....111,132,625 ...
4.04 Insurance liabilities denominated in that same foreign currency $......77,267,191
5. Aggregate foreign investment exposure categorized by NAIC sovereign designation:
1 2
5.01 Countries designated NAIC 1.. . $ 0 0.0 %
5.02 Countries designated NAIC 2.. $ 0.0 %
5.03 Countries designated NAIC 3 or below $ 0.0 %
6.  Largest foreign investment exposures by country, categorized by the country's NAIC sovereign designation:
Countries designated NAIC 1: 1 2
6.01 Country 1: e $ 0 0.0 %
6.02 Country 2: $ 0 0.0 %
Countries designated NAIC 2:
6.03 Country 1: o $ 0.0 %
6.04 Country 2: . $ 0.0 %
Countries designated NAIC 3 or below:
6.05 Country 1: o $ 0.0 %
6.06 Country 2: . $ 0.0 %
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Aggregate unhedged foreign CUMTENCY EXPOSUE............cverrvmuirerieerirmerieesessseesees st snseees e $ 0
Aggregate unhedged foreign currency exposure categorized by NAIC sovereign designation: 1 2
8.01 Countries designated NAIC 1.. . $ 0
8.02 Countries designated NAIC 2.. e
8.03  Countries designated NAIC 3 OF DEIOW..........c.cuuiiiriiiieicisiesei sttt bbb $
Largest unhedged foreign currency exposures by country, categorized by the country's NAIC sovereign designation:
Countries designated NAIC 1: 1 2
9.01 Country 1: . $ 0
9.02 Country 2: . $ 0
Countries designated NAIC 2:
9.03  COUNMIY 15 1oivieeiesesressseeessesessseses st es s8R $
0,04 COUNMIY 20 1.iveoierssressseeessesessseses st sesess s8££ 88888 $
Countries designated NAIC 3 or below:
9.05 Country 1: . $
9.06 Country 2: . $
Ten largest non-sovereign (i.e. non-governmental) foreign issues:
1 2
Issuer NAIC Designation 3 4
10,07 ettt eebessee s SRR RS sSsRS R e $
10.02 e .3
10.03 s .3
10,04 F e —————————————— .9
10,05 P —— $
10,08 rvvvreeeerseeeesesessesessenesssensss s ss e ss s e e RS e eeseseseeesee et s s e e s e e ettt ettt n e $
10.07 v .3
10,08 S-S | || .........isccsssessessisneieies st st s ssesnsseesss $
10,09 ettt eebes s eSS SRR R RS SRRSee $
10,10 1 rveereeerseeeeseeessseeesseeee s esess s s s s s RS eeeese e es e et e s ettt ettt ettt n e $
Amounts and percentages of the reporting entity's total admitted assets held in Canadian investments and unhedged Canadian
currency exposure:
11.01 Are assets held in Canadian investments less than 2.5% of the reporting entity's total admitted assets?
If response to 11.01 is yes, detail is not required for the remainder of Interrogatory 11.
11.02 Total admitted assets held in Canadian Investments . $
11.03 Canadian currency-denominated investments..... . $
11.04 Canadian-denominated insurance liabilities. . $
11.05 Unhedged Canadian currency exposure $
Report aggregate amounts and percentages of the reporting entity's total admitted assets held in investments with contractual sales restrictions.
12.01 Are assets held in investments with contractual sales restrictions less than 2.5% of the reporting entity's total
admitted assets?
If response to 12.01 is yes, responses are not required for the remainder of Interrogatory 12.
1 2 3
12.02 Aggregate statement value of investments with contractual sales restrictions.............c.coocvvevrerrnrinnnen. [T $
Largest three investments with contractual sales restrictions:
12.03 $
12.04 $
12.05 $
Amounts and percentages of admitted assets held in the ten largest equity interests:
13.01 Are assets held in equity interest less than 2.5% of the reporting entity's total admitted assets?
If response to 13.01 above is yes, responses are not required for the remainder of Interrogatory 13.
1 2 3
Name of Issuer
13.02 BANK OF NEW YORK MELLON CORP $....510,191,730
13.03 US BANCORP $....418,229,308 ...
13.04 GOLDMAN SACH GROUP INC $.....317,395,000
13.05 APPLE INC.... $....217,838,940
13.06 BANK OF AMERICA $.....159,888,960
13.07 PHILLIPS 66 $.....95477,374 ... .2
13.08 WELLS FARGO & CO. $.....47,015424 ... J
13.09 $
13.10 $
13.11 $
Amounts and percentages of the reporting entity's total admitted assets held in nonaffiliated, privately placed equities:
14.01 Are assets held in nonaffiliated, privately placed equities less than 2.5% of the reporting entity's total admitted assets?
If response to 14.01 above is yes, responses are not required for the remainder of Interrogatory 14.
1 2 3
14.02 Aggregate statement value of investments held in nonaffiliated, privately placed eqUItIES............c.couvrrvrrrrernrrneririnereie $
Largest three investments held in nonaffiliated, privately placed equities:
14.03 $
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0.0 %

0.0 %
0.0 %
0.0 %

0.0 %
0.0 %

0.0 %
0.0 %

0.0 %
0.0 %

0.0 %
0.0 %
0.0 %
0.0 %
0.0 %
0.0 %
0.0 %
0.0 %
0.0 %
0.0 %

Yes[X] NoJ[ ]
0.0 %
0.0 %

0.0 %
0.0 %

Yes[X] No[ ]

0.0 %
0.0 %

0.0 %
0.0 %

Yes[ ] No[X]

Yes[X] No[ ]

0.0 %

0.0 %



20.

14.04 $
14.05 $

Amounts and percentages of the reporting entity's total admitted assets held in general partnership interests:
15.01 Are assets held in general partnership interests less than 2.5% of the reporting entity's total admitted assets?
If response to 15.01 above is yes, responses are not required for the remainder of Interrogatory 15.

0.0 %
0.0 %

Yes[X] NoJ[ ]

1 2 3
15.02 Aggregate statement value of investments held in general partnership interests..............coocoeririinrnrneinrnceieciecreeenns $ 0.0 %
Largest three investments in general partnership interests:
15.03 $ 0.0 %
15.04 $ 0.0 %
15.05 $ 0.0 %
Amounts and percentages of the reporting entity's total admitted assets held in mortgage loans:
16.01 Are mortgage loans reported in Schedule B less than 2.5% of the reporting entity's total admitted assets? Yes[X] No[ ]
If response to 16.01 above is yes, responses are not required for the remainder of Interrogatory 16 and Interrogatory 17.
1 2 3
Type (Residential, Commercial, Agricultural)
16.02 $ 0.0 %
16.03 $ 0.0 %
16.04 $ 0.0 %
16.05 $ 0.0 %
16.06 $ 0.0 %
16.07 $ 0.0 %
16.08 $ 0.0 %
16.09 $ 0.0 %
16.10 $ 0.0 %
16.11 $ 0.0 %
Amount and percentage of the reporting entity's total admitted assets held in the following categories of mortgage loans:
Loans
16.12 Construction loans . et $ 0.0 %
16.13 Mortgage loans over 90 days past due . $ 0.0 %
16.14 Mortgage loans in the process of foreclosure.. . $ 0.0 %
16.15 Mortgage loans foreclosed....... . . . $ 0.0 %
16.16 Restructured mortgage loans... $ 0.0 %
Aggregate mortgage loans having the following loan-to-value ratios as determined from the most current appraisal as of the annual
statement date:
Loan-to-Value Residential Commercial Agricultural
1 2 3 4 5 6
17.01 above 95%... 00%$ 0.0% $ 0.0 %
17.02 91% to 95%.. 00%$ 0.0% $ 0.0 %
17.03 81% to 90%.. 00%$ 0.0% $ 0.0 %
17.04 71% to 80%.. 00%$ 0.0% $ 0.0 %
17.05 below 70%.... 00%$ 0.0% $ 0.0 %
Amounts and percentages of the reporting entity's total admitted assets held in each of the five largest investments in real estate:
18.01 Are assets held in real estate reported less than 2.5% of the reporting entity's total admitted assets? Yes[X] No[ ]
If response to 18.01 above is yes, responses are not required for the remainder of Interrogatory 18.
Largest five investments in any one parcel or group of contiguous parcels of real estate:
Description 2 3
18.02 $ 0.0 %
18.03 $ 0.0 %
18.04 $ 0.0 %
18.05 $ 0.0 %
18.06 $ 0.0 %
Report aggregate amounts and percentages of the reporting entity's total admitted assets held in investments held in mezzanine real estate loans.
19.01 Are assets held in investments held in mezzanine real estate loans less than 2.5% of the reporting entity's admitted assets" Yes[X] NoJ[ ]
If response to 19.01 is yes, responses are not required for the remainder of Interrogatory 19.
1 2 3
19.02 Aggregate statement value of investments held in mezzanine real estate loans $ 0.0 %
Largest three investments held in mezzanine real estate loans:
19.03 $ 0.0 %
19.04 $ 0.0 %
19.05 $ 0.0 %
Amounts and percentages of the reporting entity's total admitted assets subject to the following types of agreements:
At Year-End At End of Each Quarter
1st Qtr 2nd Qtr 3rd Qtr
1 2 3 4 5

20.01 Securities lending agreements (do not include assets

held as collateral for SUCH traNSACHONS)............ccvvcuuurrreermrereererreeresressisseeseesseeseseenas $ 00%$ $ $
20.02 Repurchase agreements...... $ 0.0%$ $ $
20.03 Reverse repurchase agreements. $ 0.0%$ $ $
20.04 Dollar repurchase agreements......... $ 0.0%$ $ $
20.05 Dollar reverse repurchase agreements.... ) 00%$ $ $
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21.

22.

23.

Amounts and percentages of the reporting entity's total admitted assets for warrants not attached to other financial instruments, options,

, caps and floors:

Owned Written

1 2 3 4
21.01 Hedging s $ 0.0 % $ 0.0 %
21.02 Income generation . $ 0.0 % $ 0.0 %
21,03 0Tt $ 0.0 % $ 0.0 %
Amounts and percentages of the reporting entity's total admitted assets of potential exposure for collars, swaps, and forwards:

At Year-End At End of Each Quarter
1st Qtr 2nd Qtr 3rd Qtr

1 2 3 4 5
22.01 Hedging S, $ 0.0% $ $ $
22.02 Income generation . et s . % 00%$ $ $
22.03 Replications. et $ 00%$ $ $
22.04 Other................ et s e $ 00%$ $ $
Amounts and percentages of the reporting entity's total admitted assets of potential exposure for futures contracts:

At Year-End At End of Each Quarter
1st Qtr 2nd Qtr 3rd Qtr

1 2 3 4 5
23.01 Hedging........c.crmeveenmreerneriennnns s $ 00%$ $ $
23.02 Income generation............. . $ 00%$ $ $
23.03 Replications. ST $ 00%$ $ $
23.04 Other............... s s $ 00%$ $ $
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Cameron MclLisky

New Zealand CEO

Berkshire Hathaway Specialty Insurance Company
Level 19 HSBC House

1 Queen Street

Auckland NZ 1010

3 July 2019

Dear Cameron,

Berkshire Hathaway Specialty Insurance Company - Insurance (Prudential
Supervision) Act 2010 Section 78 Appointed Actuary Report
Dear Cameron

Berkshire Hathaway Specialty Insurance Company New Zealand (“BHSI NZ”) is the New Zealand
branch of Berkshire Hathaway Specialty Insurance Company (“BHSIC”). BHSI NZ was granted a
license to begin writing insurance business in New Zealand by RBNZ on 29 June 2015.

BHSIC has appointed me, Daniel Vaughan, to be BHSI NZ’'s Appointed Actuary as described by
the New Zealand Insurance (Prudential Supervision) Act 2010 (the “Act”).

As per Section 78 of the New Zealand Insurance (Prudential Supervision) Act 2010, | have reviewed
the actuarial information contained in, or used in the preparation of, the financial statements of
BHSIC as at 31 December 2018. This report (referred to as the “Appointed Actuary’s report”)
documents my review.

Should you have any questions or require any further information please do not hesitate to contact
me on +61 (2) 8002 2113.

Yours sincerely

Mo~

Daniel Vaughan

Fellow of the New Zealand Society of Actuaries (FNZSA)
Appointed Actuary, Berkshire Hathaway Specialty Insurance Company (New Zealand Branch).
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Ref.

(a)
(b)

Requirement of the Appointed Actuary’s
report, Section 78 of the New Zealand
Insurance (Prudential Supervision) Act 2010

The actuary’s name

The work done by the actuary

Comments

Daniel Vaughan

The prime responsibility of the Appointed Actuary is to provide advice to the Board of
a general insurer on the value of its insurance liabilities and the preparation of the
actuarial information contained in its financial statements.

In New Zealand, the Appointed Actuary must provide written advice in accordance
with the Act and the RBNZ’s Solvency Standard for General Insurance Business
(“Solvency Standard”). Additionally, the Appointed Actuary must provide written
advice to BHSI NZ, giving an impartial assessment of the overall financial condition of
the insurer as at 31 December 2018, in accordance with BHSI NZ’s licence
requirement and the New Zealand Society of Actuary’s Professional Standard 31 (PS
31).

The RBNZ has exempted BHSI NZ from certain compliance requirements with their
Solvency Standard for General Insurance Business. This exemption has been granted
subject to various conditions, including obligations of the Appointed Actuary, which
have been described in my Financial Condition Report for BHSI NZ.

It is ultimately the responsibility of the BHSIC Board and BHSI NZ senior
management to place an appropriate valuation on BHSI NZ’s insurance liabilities,
after considering actuarial and other advice. A report has been prepared and a
formal recommendation of the value of the insurance liabilities at 31 December
2018 has been completed to assist BHSIC in meeting this responsibility, including
meeting the conditions set out by the RBNZ.
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Ref.

(c)

(d)

(e)

Requirement of the Appointed Actuary’s
report, Section 78 of the New Zealand
Insurance (Prudential Supervision) Act 2010

The scope and limitations of the review

The existence of any relationship (other than
that of actuary) that the actuary has with, or any
interests that the actuary has in, the licensed
insurer or any of its subsidiaries;

Whether the actuary has obtained all
information and explanations that he or she has
required

Comments

The scope of the review includes all insurance liabilities and associated reinsurance
recoveries owned by BHSIC at 31 December 2018. There were no limitations placed
on me in preparing the actuarial information.

| have no relationship with BHSIC other than being an employee and the Appointed
Actuary for the BHSI NZ.

| can confirm that | have obtained all information and explanations as required —the
information used is detailed in Appendix A.
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(f)

(h)

Whether, in the actuary’s opinion and from an
actuarial perspective

(i) the actuarial information contained in the
financial statements and any group financial
statements has been appropriately included in
those statements (and if not, the respects in
which it has been inappropriately included); and

(i) the actuarial information used in the
preparation of the financial statements and any
group financial statements has been used
appropriately (and if not, the respects in which it
has been used inappropriately).

Whether, in the actuary’s opinion and from an
actuarial perspective, the licensed insurer is
maintaining the solvency margin that applies
under a condition imposed under section 21(2)(b)
(as at the balance date of the insurer); and

In the case of a life insurer, whether, in the
actuary’s opinion and from an actuarial
perspective, the life insurer is maintaining the
solvency margins that apply in respect of its
statutory funds under a condition imposed
undersection 21(2)(c) (as at the balance date of
the insurer).

In my opinion from an actuarial perspective:

e the actuarial information contained in the financial statements of BHSIC has been
appropriately included in these statements

e the actuarial information used in the preparation of the financial statements of
BHSIC has been used appropriately.

| form these conclusions based on a comparison of the results within the Statement of
Actuarial Opinion and BHSIC's financial statements.

| note however, that the insurance liabilities in the financial statements have been
calculated on an undiscounted basis with an allowance for claims handling expenses but
without the inclusion of a risk margin to target a specified probability of sufficiency for
the reserve. This is different from the basis as described under section 115 of the
RBNZ’s Solvency Standard which specifically states that the insurance liabilities should
be discounted at a risk free rate and include a risk margin intended to target a specified
probability of sufficiency. However there exists an implicit risk margin in the booked
reserves due to the lack of discounting in the reserves, although | have not assessed
whether this implicit margin is higher or lower than what would be required under
RBNZ’s Solvency Standard.

In my opinion and from an actuarial perspective, BHSIC, as the legal entity covering
the business in BHSI NZ is maintaining the solvency margin that applies under a
condition imposed under section 21(2) (b) of the Act.

N/A

Page 4 of 5



Appendix A - Information Used

| have made use of the following documents:

e Statement of Actuarial Opinion for BHSIC prepared by Chuan Cao, Chief Reserving Actuary for BHSIC for the year ended 31 December 2018;

e  BHSIC Annual Statement for the year ended 31 December 2018; and

Financial Statements of BHSIC titled “Statutory-Basis Financial Statements as of and for the Years Ended December 31, 2018 and 2017, Supplemental Schedules as
of and for the Year Ended December 31, 2018, and Independent Auditors’ Report”.
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DIRECTORS' REPORT

The Directors present the financial statements for Berkshire Hathaway Specialty Insurance Company ('BHS!' or 'Company') -
New Zealand Branch (the 'Branch') for the year ended 31 December 2018.

The Directors are responsible for the preparation, in accordance with New Zealand Law and New Zealand equivalents to
International Financial Reporting Standards ('NZ IFRS'), of financial statements that present fairly the financial position of the
Branch as at 31 December 2018 and the results of its operations and cash flows for the year ended 31 December 2018.

The Directors consider that the financial statements of the Branch have been prepared using accounting policies appropriate
to the Branch's circumstances, consistently applied and supported by reasonable judgements and estimates, and that all
applicable NZ IFRS have been followed.

The Directors consider that adequate steps have been taken to safeguard the assets of the Branch and to prevent and detect
fraud and other irregularities.

Principal activities

The principal activity of the Branch was the underwriting of general insurance. There has been no significant change in the
nature of this activity during the year.

Disclosure

With the agreement of the shareholder, no disclosure has been made in respect of s211 (a) and (e) to (j) of subsection (1) and
subsection (2) in accordance with s211 (3) of the Companies Act 1993.

Directors

Peter James Eastwood (18 November 2013 to Present)
David Neil Fields (18 November 2013 to Present)

Ajit Jain (18 November 2013 to Present)

Brian Gerard Snover (07 April 2010 to Present)

Ralph Tortorella Ill (18 November 2013 to Present)
Bruce John Byrnes (11 August 2017 to Present)

Peter Michael Shelley (30 June 2016 to Present)

Directors ceased during the year
None
Events subsequent to Statement of Financial Position date

There has not arisen in the interval between the end of the year and the date of this report any other item, transaction or
event or a material or unusual nature likely, in the opinion of the directors, to affect significantly the operations of the
Branch, the results of those operations, or the state of affairs of the Branch in subsequent years.

Signed for and on behalf of the Board of Directors who authorised the issue of these financial statements in Boston,
Massachusetts, United States of America on 30 April 2019.

sign: J Sigm// :\Q‘_ ’7, ’f;z_-
X— /

)

Name: DC\V\C\ N' ﬁé\-ds Name: /}DP 'l'r’,;r (3 - 5‘(5“'%/00 Cj :

Director, BHSI Director, BHSI
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Premium revenue
Outwards reinsurance expense
Net premium revenue

Claims expense

New Zealand Branch | Financial Statements 2018

STATEMENT OF COMPREHENSIVE INCOME
For the year ended 31st December 2018

Note 2018 2017
$ $
5 41,753,940 25,633,710
6 (33,570,242) (20,607,726)
8,183,698 5,025,984

(15,234,187) (18,504,745)

Reinsurance and other recoveries revenue 12,703,417 13,972,719
Net claims incurred 7 (2,530,770) (4,532,026)
Acquisition costs 8 (2,170,451) (1,514,575)
Reinsurance commission revenue 9 2,780,210 1,852,389
Net commission revenue 609,759 337,814
Other reinsurance commission revenue 10 5,452,099 5,181,313
Underwriting expenses 11 (6,819,129) (6,439,175)
Underwriting result 4,895,657 (426,090)
Investment income 404,181 220,912
Profit/(Loss) before income tax 5,299,838 (205,178)
Income tax (expense)/benefit 12(a) (1,296,025) 40,581
Profit/(Loss) for the year, net of tax 4,003,813 (164,597)
Items that may be reclassified subsequently to profit/(loss), net of tax - -
Items that will not be reclassified subsequently to profit/{loss), net of tax - -
Other comprehensive income/(loss) for the year net of tax 4,003,813 (164,597)
Total comprehensive income/(loss) for the year attributable to owners of

the Company 4,003,813 (164,597)
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STATEMENT OF CHANGES IN EQUITY
For the year ended 31st December 2018

New Zealand Branch | Financial Statements 2018

Head Office Retained .
. Total Equity
Account Earnings
$ $ $
Balance at the beginning of the year 15,000,000 (430,641) 14,569,359
Changes recognised in total comprehensive income
Profit for the year - 4,003,813 4,003,813
Other comprehensive income - - -
Transactions with the Branch
Head office account - - -
Balance at the end of the year 15,000,000 3,573,172 18,573,172
STATEMENT OF CHANGES IN EQUITY
For the year ended 31 December 2017
Head Office Retained .
i Total Equity
Account Earnings
$ $ $

Balance at the beginning of the year 15,000,000 (266,044) 14,733,956
Changes recognised in total comprehensive income
Loss for the year - (164,597) (164,597)
Other comprehensive income - - -
Transactions with the Branch
Head office account - - -
Balance at the end of the year 15,000,000 (430,641) 14,569,359
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STATEMENT OF FINANCIAL POSITION
As at 31 December 2018

Note 2018 2017
$ $

Assets
Cash and cash equivalent 13 27,056,934 26,396,797
Premium receivables 22,556,467 . 13,451,418
Current tax assets 12(a) - 232,452
Reinsurance recoverable 15 27,800,187 19,986,392
Deferred reinsurance premiums 22 29,852,955 19,649,733
Deferred acquisition costs 23 1,878,094 1,295,910
Property, plant and equipment 14 183,353 195,187
Deferred tax assets 12(b) 426,193 411,268
Total assets 109,754,183 81,619,157
Liabilities
‘Trade and other payables 16 1,012,957 - 1,245,740
Reinsurance liabilities 18 11,409,795 11,942,250
Deferred commission liabilities 19 2,420,155 1,637,818
Current tax liabilities 12(a) 1,333,254 -
Other tax liabilities 17 1,897,459 2,267,841
Intercompany payable 28 875,955 225,782
Unearned premium reserve 24 37,316,171 24,562,159
Outstanding claims payable 20 34,636,746 24,950,303
Employee benefits provision 21 278,519 217,906
Total liabilities 91,181,011 67,049,798
Net assets 18,573,172 14,569,359
Equity
Head office account 25 15,000,000 15,000,000
Retained earnings 3,573,172 (430,641)
Total equity for the Branch 18,573,172 14,569,359
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STATEMENT OF CASH FLOWS

New Zealand Branch | Financial Statements 2018

For the year ended 31st December 2018

Cash flows from operating activities
Premiums received

Commission revenue received
Interest received

Claims paid

Acquisition costs paid

Net reinsurance paid

Payments to suppliers and employees
Income tax paid

Intercompany funds received

Net cash from operating activities

Cash flows from investing activities
Payments for purchases of plant and equipment
Net cash used in investing activities

Cash flows from financing activities
Capital funds received

Net cash from financing activities

Net increase in cash and cash equivalents

Cash and cash equivalents at the beginning of the year

Cash and cash equivalents at the end of the year

Note 2018 2017
$ $

44,146,334 31,114,753

3,562,547 2,416,661

404,181 220,912

(6,915,954)  (22,976,004)
(2,752,635) (1,937,958)
(31,844,126) 6,113,921
(6,672,883) (6,720,571)

254,757 (217,245)

503,884 (154,251)

26 686,105 7,860,218
(25,968) (16,361)
(25,968) (16,361)

660,137 7,843,857

26,396,797 18,552,940
27,056,934 26,396,797
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1. SUMMARY OF ACCOUNTING POLICIES

The principal accounting policies adopted in the preparation of the financial statements are set out below.

These general purpose financial statements cover Berkshire Hathaway Specialty Insurance Company — New Zealand Branch
(the ‘Branch’). Berkshire Hathaway Specialty Insurance Company (the ‘Company’) is an insurance company incorporated in
the United States of America. The Branch is domiciled in New Zealand, registered address at Level 19, HSBC House, 1 Queen
Street, Auckland, New Zealand. The Branch is a FMC reporting entity under the Financial Markets Conduct Act 2013 and its
financial statements comply with this Act and the Companies Act 1993.

Statement of compliance

The Branch was incorporated on 26 June 2015 and was granted its licence to carry on Insurance Business in New Zealand on
29 June 2015 by the Reserve Bank of New Zealand pursuant to the Insurance (Prudential Supervision) Act 2010. For the
purposes of preparing the financial statements the Branch is a for-profit entity.

The annual financial statements have been prepared in accordance with the Generally Accepted Accounting Practice in New
Zealand (‘NZ GAAP’). They fully comply with the New Zealand Equivalents of International Financial Reporting Standards
(‘NZ IFRS’) and other applicable Financial Reporting Standards as appropriate for for-profit entities. The financial statements
also comply with International Financial Reporting Standards (‘IFRS’).

The accounting policies below have been applied in preparing the financial statements for the year ended 31 December
2018 and comparative information presented in these financial statements for the year ended 31 December 2017.

These financial statements are presented in New Zealand Dollars ($), which is the Branch’s functional currency. All financial
is information presented in New Zealand Dollars, except where otherwise indicated.

These financial statements were authorised for issue by the Directors on 30 April 2019.
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Accounting standards and interpretations issued but not yet effective

At the date of authorisation of the financial statements, the following standards and interpretations, including those
standards or interpretations issued by the IASB/IFRIC where an equivalent New Zealand standard or interpretations
has not been approved, were on issue but not yet effective, and have not been applied in preparing the Branch's
financial statements. Assessment of the impact of the initial application of these standards is still to be completed
and may have an impact on disclosures.

Effective for annual Expected to be initially
Standard reporting periods applied in the year
beginning on or after ending
NZ IFRS 16 Leases 1-Jan-19 31-Dec-19
NZ IFRS 17 Insurance Contracts 1-Jan-21 31-Dec-21

NZ IFRS 16 Leases

NZ IFRS 16 was issued in January 2016 and it replaces NZ IAS 17 Leases, NZ IFRIC 4 Determining whether an
Arrangment contains a Lease, NZ SIC-15 Operating Leases - Incentives and NZ SIC - 27 Evaluating the Substance of
Transactions Involving Legal Form of a Lease. NZ IFRS 16 sets out the principles for the recognition, measurement,
presentation and disclosure of leases and requires lessees to account for all leases under a single on-balance sheet
model similar to the accounting for finance leases under NZ IAS 17. The standard includes two recognition
exemptions for lessees - leases of 'low-value' assets (e.g. personal computers) and short-term leases (i.e. leases with
a lease term of 12 months or less). At the commencement date of a lease, a lessee will recognise a liability to make
lease payments (i.e. the lease liability) and an asset representing the right to use the underlying asset during the lease
term (i.e. the right-of-use asset). Lessees will be required to separately reconise the interest expense on the lease
liability and the depreciation expense on the right-of-use asset.

Lessees will also be required to remeasure the lease liability upon the occurrence of certain events (e.g. a change in
the lease term, a change in future lease payments resulting from a change in an index or rate used to determine
those payments). The lessee will generally recognise the amount of the remeasurement of the lease liability as an
adjustment to the right-of-use asset.

Lessor accounting under NZ IFRS 16 is substantially unchanged from today's accounting under NZ I1AS 17. Lessors will
continue to classify all leases using the same classification principle as in NZ IAS 17 and distinguish between two types
of leases: operating and finance leases.

NZ IFRS 16, which is effective for annual periods beginning on or after 1 January 2019, requires lessees and lessors to
make more extensive disclosures than under NZ IAS 17.

Transition to NZ IFRS 16

The Branch plans to adopt NZ IFRS 16 in 2019 and will elect to apply the standard to contracts that were previously
identified as leases applying NZ IAS 17. The Branch will elect to use the exemptions proposed by the standard on
lease contracts for which the lease terms ends within 12 months as of the date of application, and lease contracts for
which the underlying asset is of low value.
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NZ IFRS 17 Insurance Contracts

In August 2017, the NZA SB issued NZ IFRS 17 Insurance Contracts (NZ IFRS 17), a comprehensive new accounting
standard for insurance contracts covering recognition, measurement, presentation and disclosure. Once effective, NZ
IFRS 17 will replace NZ IFRS 4 that was issued in 2012. NZ IFRS 17 applies to all types of insurance contracts,
regardless of the type of entities that issue them, as well as to certain guarantees and financial instruments with
discretionary participation features. A few scope exceptions will apply. The overall objective of NZ IFRS 17 is the
general model, supplemented by:

- A specific adaptation for contracts with direct participation features (the variable fee approach)

- A simplified approach (the premium allocation approach) mainly for short-duration contracts

NZ IFRS 17 is effective for reporting periods beginning on or after 1 January 2021, with comparative figures required.

Accounting standards and interpretations issued which are effective from 2018
NZ IFRS 9 Financial Instruments

In the current year, the Branch has applied NZ IFRS 9 Financial Instruments (NZ IFRS 9) and the related consequential
amendments to other NZ IFRS Standards that are effective for an annual period that begins on or after 1 January
2018. The Branch applied NZ IFRS 9 prospectively, with an initial application date of 1 January 2018.

IFRS 9 introduced new requirements for:

1) The classification and measurement of financial assets and financial liabilities;
2) Impairment of financial assets; and

3) General hedge accounting.

The application of NZ IFRS 9 has had no impact on the classification and measurement of the Branch’s financial assets
and liabilities. The financial assets which were previously classified as loans and receivables are now classified at
amortised cost. The financial liabilities continue to be classified as amortised cost. The Branch does not enter into
hedging contracts.

In relation to the impairment of financial assets, NZ IFRS 9 requires an expected credit loss model as opposed to an
incurred credit loss model under NZ IAS 39. The expected credit loss model requires the Branch to account for
expected credit losses and changes in those expected credit losses at each reporting date to reflect changes in credit
risk since initial recognition of the financial assets. In other words, it is no longer necessary for a credit event to have
occurred before credit losses are recognised. The change from an incurred credit loss model to an expected credit
loss model has had no impact on the Branch’s financial instruments classified as amortised cost.

NZ IFRS 15 Revenue from Contracts with Customers

The NZ IFRS has issued a new standard for the recognition of revenue. This replaces NZ IAS 18 which covers contracts
for goods and services and NZ IAS 11 which covers construction contracts. The new standard is based on the principle
that revenue is recognised when control of a good or service transfers to a customer - so the notion of control
replaces the existing notion of risks and rewards.

The Branch's main sources of income is Revenue from contracts under NZ IFRS 4 Insurance Contracts and interest. All
of these are outside of the scope of the new revenue standard.

Except for NZ IFRS 17, the Branch anticipates that the application of the new standards and amendments to New
Zealand Accounting Standards listed above are not likely to have a material impact on the financial statements.
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