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SALUTATION 
 
April 1, 2013 
 
Honorable Karen Weldin Stewart 
Delaware Department of Insurance 
841 Silver Lake Boulevard 
Dover, Delaware 19904 
 
Dear Commissioner: 
 

In compliance with instructions and pursuant to statutory provisions contained in 

Certificate of Authority No.12-020, dated M a y  8, 2012, an Association examination has been 

made of the affairs, financial condition and management of the 

VALIANT INSURANCE COMPANY 

hereinafter referred to as “Company” or “VIC” incorporated under the laws of the State of Delaware 

with its home office located at 1209 Orange Street, Wilmington, Delaware.  The examination was 

conducted at the main administrative office of the Company at 250 Commercial Street, Manchester, 

New Hampshire 03101. 

The report of this examination is respectfully submitted. 
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SCOPE OF EXAMINATION 

The last exam was completed as of December 31, 2006.  This examination covers the 

period of January 1, 2007 through December 31, 2011 and encompassed a general review of the 

Company’s business policies and practices, as well as management, and relevant corporate matters, 

with a determination of the financial condition of the Company at December 31, 2011.  Transactions 

subsequent to the latter date were reviewed where deemed necessary. 

We conducted our examination in accordance with the National Association of Insurance 

Commissioners (NAIC) Financial Condition Examiners Handbook (Handbook).  The NAIC 

Handbook requires that we plan and perform the examination to evaluate the financial condition 

and identify prospective risk of the Company by obtaining information about the Company 

including corporate governance, identifying and assessing inherent risk within the Company and 

evaluating system controls and procedures used to mitigate those risks.  The examination also 

included assessing the principles used and significant estimates made by management, as well as 

evaluating the overall financial statement presentation, management’s compliance with Statutory 

Accounting Principles and annual statement instructions when applicable to domestic state 

regulation. 

During the examination, consideration was given to work performed by the Company’s 

external accounting firm, PricewaterhouseCoopers, LLP (PwC), Boston, MA.  Certain auditor 

work papers have been incorporated into the work papers of the examiners and have been utilized 

in determining the scope and areas of emphasis in conducting the examination.  The Company was 

Sarbanes Oxley (SOX) Section 404 compliant as of the examination date and we reviewed and 

relied on the work completed by PwC’s SOX Compliance audit. 

Arrangement was made with the California Insurance Department (CID) to share 

information and work papers regarding their concurrent financial examinations.  As California is an 
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accredited state, we benefited from CID work as the insurance companies have common 

management and corporate governance, information systems and control processes. 

In addition to items noted in this report, the following topics were reviewed without 

material exception and are included in the work papers of this examination: 

Conflict of Interest 
Custodial Agreements  
Risk Based Capital 
Legal Actions 
All Asset and Liability Items not mentioned 

This report of examination was confined to financial statements and comments on matters 

that involved departures from laws, regulation or rules, or which were deemed to require special 

explanation or description. 

SUMMARY OF SIGNIFICANT FINDINGS 

There were no significant findings as a result of this examination. 

SUBSEQUENT EVENTS 

There were no events occurring subsequent to the end of the current examination period 

through the date of this filing requiring disclosure. 

COMPANY HISTORY 

Valiant Insurance Company was incorporated on June 1, 1973 and commenced business in 

October, 1975.  VIC, a property and casualty insurance company is a wholly-owned subsidiary of 

Valiant Insurance Group (VIG), whose parent is TIG Insurance Company (TIC), a property and 

casualty insurer domiciled in California.  VIG acquired the Company on October 1, 2007 from 

Maryland Casualty Company, a wholly-owned subsidiary of Zurich America Insurance Company. 

The Company was previously domiciled in the State of Iowa and was re-domesticated to the 

State of Delaware on November 15, 2007. 
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On November 5, 2010, First Mercury Financial Corporation's (FMFC) principal insurance 

subsidiary, First Mercury Insurance Company (FMIC), purchased VIG from Ariel Holdings, Ltd. 

(Ariel).  On February 9, 2011, FMFC merged with a wholly-owned indirect subsidiary of Fairfax 

Financial Holdings Limited (Fairfax), a Canadian financial services holding company with shares 

listed on the Toronto Stock Exchange. Fairfax is the Company's ultimate parent company. 

Common Capital Stock 

As of December 31, 2011, the Company had 5,000,000 shares of $1.00 par value common 

stock authorized, issued and outstanding. 

Dividends 

The Company made the following dividend distributions to its stockholder during the 

examination period: 

 
Amount Paid 

 
Dept. Approval Date 

 
Date Paid 

Ordinary or 
Extraordinary 

$  1,000,000 August 16, 2007 August 31, 2007 Ordinary 

$15,000,000 June 3, 2011 June 30, 2011 Extraordinary 

These dividends were properly fi led and approved by the Delaware Department of 

Insurance (Department). 

CORPORATE RECORDS 

The Company redomesticated from the State of Iowa to the State of Delaware effective 

November 15, 2007 upon approval from both States and properly filed changes to Certificate of 

Incorporation.  No amendments were made to the bylaws during the examination period. 

The recorded minutes of the shareholder and Board of Directors were reviewed for the 

period under examination.  The recorded minutes adequately documents the approvals, ratifications 

and transactions that occurred during the meetings. 
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MANAGEMENT AND CONTROL 

Board of Directors 

The Board of Directors (Board) shall not have less than four or exceed eighteen members.  

As of the examination date, the Board was comprised of four members.  Individuals elected and 

serving on the Board at December 31, 2011 were: 

John Bator, Chairman 

Nicholas Bentley 

Richard Fabian 

John Parker 

 
Officers 

The bylaws of the Company state that officers of shall be elected or appointed by the Board.  As 

of December 31, 2011, the Company’s principal officers and their respective titles are as follows: 

Nicholas Bentley President 

Richard Fabian Secretary 

John Bator Treasurer 

 
Committees 

The Company’s bylaws provide for the Board to designate one or more internal committees.  

Valiant Insurance Company does not have its own Audit or Investment Committees, decisions are 

currently undertaken by the full board; however, as an indirect subsidiary of TIG Insurance Company, 

matters are also addressed by the Audit and Investment Committees of TIG Insurance Company and 

all members of the Board are invited to attend.  As of December 31, 2011, the Board of TIG Insurance 

Company had appointed the following committees and members: 

Investment Committee 

John Bator, Chairman 

Nicholas Bentley 

John Parker 
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Audit Committee 

John Parker, Chairman 

John Bator 

Nicholas Bentley 

 
Conflict of Interest 

The Company has in place an established conflict of interest policy and procedures for the 

disclosure of any material interest or affiliation by any director, officer or employee which is likely to 

conflict with their official duties.  The signed conflict of interest disclosure statement for each 

director and officer serving during 2011 was reviewed with no exceptions noted. 

HOLDING COMPANY SYSTEM 

The Company is a member of an insurance holding company system.  The ultimate 

controlling parent is Fairfax Financial Holdings Limited. 

The following is an abridged U.S corporate organizational chart as of December 31, 2011: 
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AFFILIATED AGREEMENTS 

The Company was party to the following affiliated agreements during the current examination 

period and subsequent: 

Underwriting Policy Administration and Processing Management Agreement 

Effective November 15, 2007, the Company entered into an Underwriting Policy 

Administration and Processing Management Agreement with Investment and Administrative 

Services Company (IASCO), an affiliate, whereby IASCO provided employees, office space, and 

other administrative services related to the operation of the Company.  This agreement was properly 

filed and approved by the Department on February 11, 2008.  This arrangement was terminated in 

conjunction with the change in ownership and control. 

Investment and Administrative Services Agreement 

Effective November 15, 2007, the Company entered into an Investment and Administrative 

services Agreement with IASCO, whereby IASCO provided investment management and 

administrative services to the Company.  This agreement was properly filed and approved by the 

Department on December 3, 2007.  This arrangement was terminated in conjunction with the change 

in ownership and control. 

Claims Administrative Services Agreement 

Effective November 15, 2007, the Company entered into a Claims Administrative Services 

Agreement with IASCO, whereby IASCO provided claims handling services to the Company.  This 

agreement was properly filed and approved by the Department on December 4, 2007.  This 

arrangement was terminated in conjunction with the change in ownership and control. 
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Administrative Services Agreement 

Effective February 9, 2011, the Company entered into an Administrative Services Agreement 

with United States Fire Insurance Company (US Fire), an affiliate, whereby US Fire provides 

underwriting advice, policy issuance and billing, claims processing, and various other support 

functions for the Company.  This agreement was properly filed and approved by the Department on 

May 13, 2011. 

Investment Management Agreement 

Effective February 9, 2011, the Company entered into an Investment Management Agreement 

with Fairfax Financial Holdings Limited (Fairfax), ultimate parent company, and Hamblin Watsa 

Investment Counsel, Ltd. (HWIC), an affiliate, whereby Fairfax and HWIC provides investment 

management and administrative services to the Company.  This agreement was properly filed and 

approved by the Department on May 9, 2011. 

Claims Administrative Agreement 

Effective May 9, 2011, the Company entered into a Claims Administrative Agreement with 

RiverStone Claims Management LLC (RS Claims), an affiliate, whereby RS Claims provides the 

claims handling services necessary for the Company's operations.  This agreement was properly filed 

and approved by the Department on April 11, 2011. 

Management Services Agreement 

Effective July 1, 2011, the Company entered into a Management Services Agreement with 

RiverStone Resources LLC (RiverStone), an affiliate, whereby RiverStone provides the management, 

administrative and technical services necessary for a portion of the Company's daily operations.  This 

agreement was properly filed and approved by the Department on June 13, 2011. 
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Administrative Services Agreement 

Effective July 1, 2011, the Company entered into an Administrative Services Agreement with 

First Mercury Insurance Company (FMIC), an affiliate, whereby FMIC provides underwriting 

advice, policy issuance and billing and claims processing related to the operation of the Company.  

This agreement was properly filed and approved by the Department on June 13, 2011. 

Tax and Compliance Services Agreement 

Effective July 1, 2011, the Company entered into a Tax and Compliance Services Agreement 

with Fairfax (US), Inc. (Fairfax (US)), an affiliate, whereby Fairfax (US) provides tax services to the 

Company.  This agreement was properly filed and approved by the Department on June 17, 2011. 

Tax Allocation Agreement 

Effective July 1, 2011, the Company was included as a member in an existing Tax Allocation 

Agreement with TIG Holdings, Inc., an affiliate.  The agreement sets forth the manner in which the 

total consolidated federal income tax liability or benefit is allocated to each entity in the group as if 

separate tax returns were filed.  This agreement was properly filed and approved by the Department 

on June 16, 2011. 

FIDELITY BOND AND OTHER INSURANCE 

The Company maintains fidelity insurance coverage in the amount of $15,000,000 which 

meets the minimum amount suggested by the NAIC. 

Review of the other insurance coverage policies in force reveals the Company maintains 

adequate coverage for the types of hazards to which the Company is exposed. 

TERRITORY AND PLAN OF OPERATION 

As of December 31, 2011, the Company is licensed to transact business in 48 jurisdictions: 

the District of Columbia and all states except Hawaii, Massachusetts and Nevada.  Effective July 1, 

2011, subsequent to the acquisition by Fairfax, any previously non-discontinued lines of business 
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were placed into runoff. 

GROWTH OF THE COMPANY 

The following exhibit reflects the Company’s operating trends as reported in its Annual 

Statements for the examination period: 

 2011 2010 2009 2008 2007 

Net Admitted Assets $40,382,563 $84,981,971 $80,810,437 $65,491,261 $51,544,727 

Total Capital and Surplus $30,359,271 $54,228,095 $51,353,235 $51,068,434 $50,473,175 

Gross Premium Written $23,536,058 $66,737,874 $61,578,547 $24,905,014  $1,717,085 

Net Income    $(3,038,849) $(2,896,202) $(10,110,924) $(9,383,234)      $57,964 

 
During 2011, total admitted assets decreased $44.6 million or 53% primarily attributed to 

cash used in operations of $19.7 million and the payment of a $15 million dividend to Company's 

former parent.  Invested assets as of December 31, 2011 are primarily comprised of bonds 

($2,492,511), common stock in one subsidiary ($20,305,801) and cash ($15,000,163).  Total 

liabilities decreased approximately $20.7 million or 67% due primarily to the decision to discontinue 

all underwriting and place existing business in runoff. 

REINSURANCE 

Assumed 

Reinsurance assumed is not considered significant.  Assumed premiums during 2011 was 

$366,313 from unaffiliated companies with reserves of $3.4 million collateralized with $7.9 million. 

Ceded 

Reinsurance ceded is considered significant as 100% ($23,536,058) was ceded during 2011.  

Of this total, $17,511,832 or 74% was ceded to one affiliate (First Mercury Insurance Company) and 

$6,024,226 or 26% to twenty non-affiliates. 

On November 5, 2010, First Mercury Insurance Company (FMIC) purchased Valiant 

Insurance Group from Ariel Holdings Ltd. (Ariel).  Under the terms of this agreement, Ariel agreed 
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to provide FMIC with full protection related to the runoff of VIC's net loss and loss adjustment 

expense reserves and unearned premium reserves reflected on the closing date balance sheet through 

excess of loss reinsurance contracts.  In addition, FMIC provided full protection related to VIC's net 

loss and loss adjustment expenses and unearned premium reserves after the closing date through a 

quota share reinsurance agreement.  

ACCOUNTS AND RECORDS 

All records are maintained at the Company’s administrative office in Manchester, NH.  The 

accounts and records reviewed included an evaluation of the Company’s operational and 

organizational controls.  The areas evaluated included computer systems, accounting systems, 

organizational structure and the processing structure.  The general ledger account balances were 

reconciled and traced to amounts reported in the annual statement for the most recent year 

under review.  All balance sheet accounts were summarized and traced to the appropriate asset 

exhibits and liability lines within the annual statement. 

PwC audited the statutory financial statements of the Company and certain affiliates as of 

December 31, 2011.  PwC reviewed the internal control structure in order to establish necessary 

audit procedures required to express an opinion on the December 31, 2011 financial statements.  

No material qualifying deficiencies were found to exist in either the design or oversight of the 

internal control structure. 

Based on the examination review of the Company’s accounts and records related to its filed 

annual statements, observations, discussions with management, and the review of financial reporting 

processes and controls, the Company’s accounting systems, processes, and procedures were found to 

conform to required insurance accounting practices. 
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STATUTORY AND SPECIAL DEPOSITS 

In compliance with various state statutory and special deposit requirements, the Company 

maintained the following deposits as of December 31, 2011: 

State  Type of Security  
Par or Book 

Value  Fair Value 

Arkansas  Special Revenue Bond  $118,875  $119,139
California  U.S. Political Subdivision Bond  $120,060  $120,635

Delaware  Money Market Fund  $2,500,050  $2,500,050

Georgia  U.S. Treasury Notes  $77,037  $75,803

Idaho  U. S. Treasury Bond  $40,909  $45,408

Kansas  U.S. Political Subdivision Bond  $110,430  $110,317

Louisiana  U. S. Treasury Bond  $95,455  $105,952

New Mexico  U.S. Political Subdivision Bond  $327,489  $333,342

North Carolina  U.S. Treasury Note  $360,716  $361,662

Oregon  U.S. Treasury Notes  $267,062  $262,783

Virginia  U.S. Treasury Notes  $77,037  $75,803

Totals    $1,595,070  $1,610,844
 

FINANCIAL STATEMENTS 

The financial condition of the Company and the results of its operations for the five-year 

period under examination are reflected in the following statements: 

Statement of Assets, Liabilities, Surplus and Other Funds;  

Statement of Income;  

Statement of Capital and Surplus. 
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STATEMENT OF ASSETS, LIABILITIES, SURPLUS AND OTHER FUNDS 

FOR THE PERIOD ENDING DECEMBER 31, 2011  

 

 

Bonds $  2,492,511
Common stocks 20,305,801      
Cash and short term investments 15,000,163      
Receivable for securities 100,000          

Subtotals 37,898,475$    

Investment income due and accrued 21,973
Amounts recoverable from reinsurers 2,377,534
Aggregate write-ins for other than invested assets 84,581

Total Assets 40,382,563$    

Losses 1,067,123$      
Loss adjustment expenses 873,101
Commissions payable 381,665
Other expenses 210,820
Ceded reinsurance premiums payable 2,180,878
Funds held by company under reinsurance treaties 765,258
Provision for reinsurance 3,753,000
Payable to parent, subsidiaries and affiliates 2,731,673
Aggregate write-ins for liabilities (1,940,226)

Total Liabilities $10,023,292

Common capital stock $  5,000,000
Aggregate write-ins for special surplus funds $  1,940,226
Gross paid in and contributed surplus 65,500,000
Unassigned funds (surplus) (42,080,955)

Surplus as Regards Policyholders 30,359,271$    

Total Liabilities, Surplus & Other Funds 40,382,563$    
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STATEMENT OF INCOME 

FOR THE YEAR ENDED DECEMBER 31, 2011 

 

 

Underwriting Income
Premiums earned -$                  

Deductions
Losses incurred 1,067,123$    
Loss adjustment expenses incurred 873,101
Other underwriting expenses incurred 3,285,536

Total underwriting deductions 5,225,760$    

Net underwriting (loss) (5,225,760)$  

Investment Income
Net investment income earned 4,790$           
Net realized capital gains 1,931

Net investment gain 6,721$           

Other Income
Gain on retroactive reinsurance ceded 1,940,226$    

Total other income 1,940,226$    

Net income before federal income taxes (3,278,813)

Federal income taxes incurred (239,964)

Net Income (3,038,849)$  
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STATEMENT OF CAPITAL AND SURPLUS 

FOR THE YEAR ENDED DECEMBER 31, 2011 

 

 

Capital and Surplus, December 31, 2010 54,228,095$    

Net income (3,038,849)$    
Change in net unrealized capital losses (1,119,254)
Change in net deferred income tax 650,577
Change in nonadmitted assets (1,608,298)
Change in provision for reinsurance (3,753,000)
Dividends to stockholders (15,000,000)

Net change in capital and surplus (23,868,824)$  

Capital and Surplus, December 31, 2011 30,359,271$    
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COMMENTS ON THE FINANCIAL STATEMENTS 

There are no proposed financial adjustments to the Company’s filed 2011 Annual Statement 

based on the results of this examination. 

COMPLIANCE WITH PRIOR EXAMINATION RECOMMENDATIONS 

The prior examination report as of December 31, 2006 by the State of Iowa disclosed no 

recommendations. 

SUMMARY OF RECOMMENDATIONS 

No recommendations were made as a result of this examination. 
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