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Global Insurance Group 

Global Insurance Group (GIG), an SEC registrant, provides insurance and reinsurance worldwide. It maintains a significant portfolio of fixed maturity and equity securities. Management, in consultation with relevant external investment managers, has determined that none of the securities held are permanently impaired and that any securities in which fair value is below cost are only temporarily impaired. 

The following information, excerpted from the GIG’s Form 10-K for the year ended December 31, 2010, has been compiled for the review team:
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MD&A of Financial Condition and Results of Operations 
Net Realized Gains 
Currently, our portfolio is actively managed on a total-return basis within certain guidelines. Our investment portfolio is under the management of external investment managers. The effect of financial market movements will influence the recognition of net realized gains and losses as the portfolio is adjusted and rebalanced. The net realized gains of $22.0 million and $22.5 million for 2010 and 2009, respectively, on our fixed-income portfolio resulted from the sale of certain securities to reduce credit exposure and from sales related to rebalancing the portfolio. 

Our investment portfolio is classified as “available for sale.” During 2010 and 2009, we realized gross losses of $12.4 million and $5.0 million, respectively, from the sale of investments with fixed maturities. With respect to the securities that were sold at a loss, the following is an analysis of the gross realized losses based on the period those securities had been in an unrealized loss position: 
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The fair values of such securities sold at a loss during 2010 and 2009 were $1.49 billion and $779.5 million, respectively. We did not record any OTTIs on securities that were purchased and subsequently sold at a loss during 2010 or 2009.
Critical Accounting Policies 
Investments 
We currently classify all of our fixed-maturity investments, short-term investments, and publicly traded equity securities as “available for sale” and, accordingly, they are carried at estimated fair value. 

We periodically review our investments to determine whether a decline in fair value below the amortized cost basis is other than temporary. Our process for identifying declines in the fair value of investments that are other than temporary involves consideration of several factors. These factors include (1) the period in which there has been a significant decline in value; (2) an analysis of the liquidity, business prospects, and overall financial condition of the issuer; (3) the significance of the decline; and (4) our intent and ability to hold the investment for a sufficient period for the value to recover. When our analysis of the above factors results in the conclusion that declines in fair values are other than temporary, the cost of the securities is written down to fair value and is reflected as a realized loss. 

For securities whose decline in value is determined to be temporary and is not written down, a subsequent decision may be made to sell that security and realize a loss. However, subsequent decisions to sell a security are made within the context of overall risk management, new information, and the assessment of the security’s value relative to comparable securities. While our external investment managers may, at any given time, believe the preferred course of action is to hold securities until such losses are recovered, the dynamic nature of portfolio management may result in our subsequent decision to sell the security and realize the loss on the basis of a change in market and other factors discussed above. We believe these subsequent decisions are consistent with the classification of our investment portfolio as “available for sale.” 

Footnotes to the Financial Statements 
Footnote 2 (Excerpt) 
The Company had gross unrealized losses on its fixed-maturity securities of $28.1 million and $4.1 million as of December 31, 2010, and 2009, respectively. As of December 31, 2010, and 2009, approximately 1,135 and 349 fixed-maturity securities out of a total of approximately 2,029 and 1,363 securities were in an unrealized loss position, respectively, and the largest single unrealized loss from one investment in the Company’s fixed-maturities portfolio was $1.4 million and $0.3 million, respectively. The information presented below for the gross unrealized losses on the Company’s fixed-maturity securities as of December 31, 2010, and 2009, indicates the potential effect upon future earnings and financial position in the event management later concludes that some of the current declines in the fair value of such securities are other than temporary. 

The following table contains an analysis of the length of time each of those fixed maturities with an unrealized loss as of December 31, 2010, has been in a continual unrealized loss position:
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As of December 31, 2009, no fixed maturities or equity securities had been in an unrealized loss position for more than 12 months and one equity security with a fair value of $1.9 million was held with an unrealized loss of $6,000. The following table lists the components of fixed maturities with an unrealized loss as of December 31, 2009:



In assessing whether securities in its fixed-maturities portfolio are other-than-temporarily impaired, GIG consulted its external investment managers and assigned its fixed maturities to the following categories as of December 31, 2010:

Securities with market values equal to or in excess of their amortized cost, which, by definition, are not subject to OTTI review. As of December 31, 2010, GIG’s fixed-maturities portfolio had approximately $2.5 billion of securities in this category, with an unrealized gain of approximately $67.1 million.

U.S. government and agency securities in an unrealized loss position (i.e., market value is less than amortized cost). Any unrealized losses on the GIG’s investments in U.S. Treasury obligations and direct obligations of the U.S. government agencies were the result of interest rate increases. Because GIG has the ability and intent to hold these investments for a sufficient period for the value to recover, GIG does not consider these investments to be OTTI as of December 31, 2010. As of December 31, 2010, GIGs fixed-maturities portfolio had approximately $1.3 billion of securities in this category, with an unrealized loss of approximately $11.2 million.

Other securities in an unrealized loss position, when there has been no perceived change in credit status. The unrealized loss associated with these securities resulted primarily from changes in the interest rate environment rather than from particular credit issues. Because GIG has the ability and intent to hold these types of investments for a sufficient period for the value to recover, it does not consider these securities to be OTTI as of December 31, 2010. As of December 31, 2010, GIG’s fixed-maturities portfolio had approximately $1.7 billion of securities in this category, with an unrealized loss of approximately $16.3 million.

Other securities in an unrealized loss position, when there may have been some change in credit status but the securities are not categorized as OTTI as of December 31, 2010, because of the specific facts and circumstances of each issuer and GIG’s ability and intent to hold these securities for a sufficient period for the value to recover. As of December 31, 2010, GIG held approximately $28.5 million of securities in this category, with an unrealized loss of approximately $0.6 million.

Other securities in an unrealized loss position that, in GIG’s judgment based on specific facts and circumstances (including change in credit status), may not recover in price to fair value and may be required to be classified as OTTI. As of December 31, 2010, none of the securities in GIG’s fixed-maturities portfolio were classified in this category. 

In addition, GIG consulted with its external investment managers and reviewed each fixed-maturity security that had been in an unrealized loss position for more than 12 months. GIG determined, through discussions and analysis with the relevant external investment managers, that none of these securities were OTTI. This determination was based on the specific facts and circumstances and credit status of the issuer and on GIGs ability and intent to hold these securities for a sufficient period for the value to recover. As of December 31, 2010, Global Insurance Group held approximately $104.4 million of securities that had been in a loss position for more than 12 months, with a collective unrealized loss of approximately $1.8 million. 

