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For the transition period from                      to                      

Commission File Number 1-13754

THE HANOVER INSURANCE GROUP, INC.

(Exact name of registrant as specified in its charter)

﻿
﻿
Delaware 04-3263626
(State or other jurisdiction of

incorporation or organization)

(I.R.S. Employer

Identification No.)
440 Lincoln Street, Worcester, Massachusetts 01653

Edgar Filing: HANOVER INSURANCE GROUP, INC. - Form 10-Q

1



(Address of principal executive offices) (Zip Code)

(508) 855-1000

(Registrant’s telephone number, including area code)

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the
Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past 90 days.    Yes  ☒    No  ☐

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if
any, every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T
(§232.405 of this chapter) during the preceding 12 months (or for such shorter period that the registrant was required
to submit and post such files).    Yes  ☒    No  ☐ 

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer,
or a smaller reporting company. See the definitions of “large accelerated filer,” “accelerated filer” and “smaller reporting
company” in Rule 12b-2 of the Exchange Act.

﻿
﻿
Large accelerated filer ☒ Accelerated filer ☐
﻿
Non-accelerated filer ☐  (Do not check if a smaller reporting company) Smaller reporting company ☐

﻿

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange
Act).    Yes  ☐    No   ☒ 

The number of shares outstanding of the registrant’s common stock was 42,743,708 as of July 27, 2016.   

﻿
﻿

﻿

﻿

﻿

Edgar Filing: HANOVER INSURANCE GROUP, INC. - Form 10-Q

2



Edgar Filing: HANOVER INSURANCE GROUP, INC. - Form 10-Q

3



﻿

﻿
﻿
﻿ TABLE OF CONTENTS
﻿
PART I. FINANCIAL INFORMATION
﻿
Item 1. Financial Statements
﻿ Consolidated Statements of Income 2 
﻿ Consolidated Statements of Comprehensive Income 3 
﻿ Consolidated Balance Sheets 4 
﻿ Consolidated Statements of Shareholders’ Equity 5 
﻿ Consolidated Statements of Cash Flows 6 
﻿ Notes to Interim Consolidated Financial Statements 7 
﻿
Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations 29 
﻿
Item 3. Quantitative and Qualitative Disclosures About Market Risk 52 
﻿
Item 4. Controls and Procedures 53 
﻿
PART II. OTHER INFORMATION
﻿
Item 1. Legal Proceedings 54 
﻿
Item 1A. Risk Factors 55 
﻿
Item 2. Unregistered Sales of Equity Securities and Use of Proceeds 57 
﻿
Item 6. Exhibits 58 
﻿
﻿SIGNATURES 59 
﻿
﻿

﻿

﻿

﻿

Edgar Filing: HANOVER INSURANCE GROUP, INC. - Form 10-Q

4



Table of Contents

﻿

﻿

﻿

﻿

﻿

﻿

﻿

﻿

﻿

﻿

﻿

﻿

﻿
﻿PART I - FINANCIAL INFORMATION
﻿ITEM 1 - FINANCIAL STATEMENTS
﻿
THE HANOVER INSURANCE GROUP, INC. AND SUBSIDIARIES
﻿CONSOLIDATED STATEMENTS OF INCOME (UNAUDITED)
﻿
﻿ Three Months Ended Six Months Ended
﻿ June 30, June 30,
(In millions, except per share data) 2016 2015 2016 2015
Revenues
Premiums $ 1,145.5 $ 1,205.8 $ 2,296.8 $ 2,416.8 
Net investment income 69.1 70.7 137.4 140.8 
Net realized investment gains (losses):
Net realized gains from sales and other 4.3 14.5 26.7 26.6 
Net other–than–temporary impairment losses on investments
recognized in earnings (5.0) (1.9) (25.9) (4.6)
Total net realized investment (losses) gains (0.7) 12.6 0.8 22.0 
Fees and other income 8.1 8.0 14.6 16.2 
Total revenues 1,222.0 1,297.1 2,449.6 2,595.8 
﻿
Losses and expenses
Losses and loss adjustment expenses 729.7 744.9 1,429.3 1,518.0 
Amortization of deferred acquisition costs 254.4 262.0 513.5 522.6 
Interest expense 15.6 15.0 30.3 31.1 
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Gain on disposal of U.K. motor business (0.4) (37.7) (1.2) (37.7)
Net loss from repayment of debt 86.1 1.8 86.1 18.5 
Other operating expenses 143.7 158.5 290.6 313.7 
Total losses and expenses 1,229.1 1,144.5 2,348.6 2,366.2 
Income (loss) before income taxes (7.1) 152.6 101.0 229.6 
﻿
Income tax expense (benefit):
Current 6.5 5.7 39.9 34.9 
Deferred (15.5) 26.0 (18.9) 18.9 
Total income tax (benefit) expense (9.0) 31.7 21.0 53.8 
﻿
Income from continuing operations 1.9 120.9 80.0 175.8 
Net gain (loss) from discontinued operations (net of tax benefit of
$1.7 and $0.1 for the three months ended June 30, 2016 and June
30, 2015 and $2.2 and $0.2 for the six months ended June 30, 2016
and June 30, 2015, respectively) 0.1 (0.2) 0.2 (0.2)
Net income $ 2.0 $ 120.7 $ 80.2 $ 175.6 
﻿
Earnings per common share:
Basic:
Income from continuing operations $ 0.04 $ 2.74 $ 1.86 $ 3.98 
Net gain (loss) from discontinued operations 0.01 (0.01) 0.01  -
Net income per share $ 0.05 $ 2.73 $ 1.87 $ 3.98 
Weighted average shares outstanding 43.0 44.2 43.0 44.2 
﻿
Diluted:
Income from continuing operations $ 0.04 $ 2.69 $ 1.84 $ 3.90 
Net gain (loss) from discontinued operations 0.01 (0.01)  -  -
Net income per share $ 0.05 $ 2.68 $ 1.84 $ 3.90 
Weighted average shares outstanding 43.4 45.0 43.5 45.1 
﻿
The accompanying notes are an integral part of these interim consolidated financial statements.
﻿
﻿
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THE HANOVER INSURANCE GROUP, INC. AND SUBSIDIARIES
﻿CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME (UNAUDITED)
﻿

﻿
Three Months
Ended Six Months Ended

﻿ June 30, June 30,
(In millions) 2016 2015 2016 2015
Net income $ 2.0 $ 120.7 $ 80.2 $ 175.6 
Other comprehensive income (loss), net of tax:
Available-for-sale securities:
Net appreciation (depreciation) during the period 74.2 (92.6) 167.8 (63.5)
Change in other-than-temporary impairment losses
recognized in other comprehensive income 2.8 (2.1) 5.7 (4.4)
Total available-for-sale securities 77.0 (94.7) 173.5 (67.9)
Pension and postretirement benefits:
Net actuarial losses and prior service costs arising
in the period -  (3.3) -  (1.4)
Amortization recognized as net periodic benefit and
postretirement cost 1.7 3.4 3.3 5.1 
Total pension and postretirement benefits 1.7 0.1 3.3 3.7 
Cumulative foreign currency translation adjustment:
Amount recognized as cumulative foreign currency
translation during the period (0.7) 7.7 (1.3) (2.2)
Total other comprehensive income (loss), net of tax 78.0 (86.9) 175.5 (66.4)
Comprehensive income $ 80.0 $ 33.8 $ 255.7 $ 109.2 
﻿
The accompanying notes are an integral part of these interim consolidated financial
statements.
﻿

﻿

﻿

﻿

﻿
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THE HANOVER INSURANCE GROUP, INC. AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS (UNAUDITED)
﻿

﻿ June 30,
December
31,

(In millions, except share data) 2016 2015
Assets
Investments:
Fixed maturities, at fair value (amortized cost of $6,842.8 and $6,934.0) $ 7,142.0 $ 6,983.4 
Equity securities, at fair value (cost of $507.8 and $528.5) 582.7 576.6 
Other investments 454.8 393.4 
Total investments 8,179.5 7,953.4 
Cash and cash equivalents 361.6 338.8 
Accrued investment income 60.6 62.9 
Premiums and accounts receivable, net 1,509.8 1,391.7 
Reinsurance recoverable on paid and unpaid losses and unearned premiums 2,688.1 2,635.0 
Deferred acquisition costs 522.5 508.8 
Deferred income taxes 50.4 137.9 
Goodwill 185.2 186.0 
Other assets 525.7 483.7 
Assets of discontinued operations 80.2 83.0 
Total assets $ 14,163.6 $ 13,781.2 
﻿
Liabilities
Loss and loss adjustment expense reserves $ 6,778.0 $ 6,574.4 
Unearned premiums 2,620.5 2,540.8 
Expenses and taxes payable 594.0 724.9 
Reinsurance premiums payable 274.7 205.2 
Debt 797.8 803.1 
Liabilities of discontinued operations 88.9 88.4 
Total liabilities 11,153.9 10,936.8 
﻿
Commitments and contingencies
Shareholders’ Equity
Preferred stock, par value $0.01 per share; 20.0 million shares authorized; none issued  -  -
Common stock, par value $0.01 per share; 300.0 million shares authorized; 60.5 million
shares issued 0.6 0.6 
Additional paid-in capital 1,835.2 1,833.5 
Accumulated other comprehensive income 229.4 53.9 
Retained earnings 1,841.5 1,803.5 
Treasury stock at cost (17.8 and 17.5 million shares) (897.0) (847.1)
Total shareholders’ equity 3,009.7 2,844.4 
Total liabilities and shareholders’ equity $ 14,163.6 $ 13,781.2 
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﻿
THE HANOVER INSURANCE GROUP, INC. AND SUBSIDIARIES
﻿CONSOLIDATED STATEMENTS OF SHAREHOLDERS’ EQUITY (UNAUDITED)
﻿
﻿ Six Months Ended
﻿ June 30,
(In millions) 2016 2015
Preferred Stock
Balance at beginning and end of period $ -  $             - 
Common Stock
Balance at beginning and end of period 0.6 0.6 
Additional Paid-in Capital
Balance at beginning of period 1,833.5 1,830.7 
Employee and director stock-based awards and other 1.7 (0.4)
Balance at end of period 1,835.2 1,830.3 
Accumulated Other Comprehensive Income (Loss), net of tax
Net Unrealized Appreciation (Depreciation) on Investments:
Balance at beginning of period 149.9 300.9 
Net appreciation (depreciation) on available-for-sale securities 173.5 (67.9)
Balance at end of period 323.4 233.0 
Defined Benefit Pension and Postretirement Plans:
Balance at beginning of period (78.6) (84.3)
Net amount arising in the period -  (1.4)
Net amount recognized as net periodic benefit cost 3.3 5.1 
Balance at end of period (75.3) (80.6)
Cumulative Foreign Currency Translation Adjustment:
Balance at beginning of period (17.4) (10.2)
Amount recognized as cumulative foreign currency translation during the period (1.3) (2.2)
Balance at end of period (18.7) (12.4)
Total accumulated other comprehensive income 229.4 140.0 
Retained Earnings
Balance at beginning of period 1,803.5 1,558.7 
Net income 80.2 175.6 
Dividends to shareholders (39.6) (36.3)
Stock-based compensation (2.6) (7.9)
Balance at end of period 1,841.5 1,690.1 
Treasury Stock
Balance at beginning of period (847.1) (752.4)
Shares purchased at cost (67.5) (23.5)
Net shares reissued at cost under employee stock-based compensation plans 17.6 23.4 
Balance at end of period (897.0) (752.5)
Total shareholders’ equity $ 3,009.7 $ 2,908.5 
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THE HANOVER INSURANCE GROUP, INC. AND SUBSIDIARIES
﻿CONSOLIDATED STATEMENTS OF CASH FLOWS (UNAUDITED)
﻿
﻿ Six Months Ended
﻿ June 30,
(In millions) 2016 2015
Cash Flows From
Operating Activities
Net income $ 80.2 $ 175.6 
Adjustments to
reconcile net income to
net cash provided by
operating activities:
Gain on disposal of
U.K. motor business (1.2) (37.7)
Net loss from
repayment of debt 86.1 18.5 
Net realized investment
gains (0.8) (21.6)
Net amortization and
depreciation 16.2 16.8 
Stock-based
compensation expense 5.5 7.5 
Amortization of defined
benefit plan costs 5.0 7.2 
Deferred income tax
(benefit) expense (18.0) 18.8 
Change in deferred
acquisition costs (13.5) (21.4)
Change in premiums
receivable, net of
reinsurance premiums
payable (48.6) (98.9)
Change in loss, loss
adjustment expense and
unearned premium
reserves 332.2 329.2 
Change in reinsurance
recoverable (58.8) (191.2)
Change in expenses and
taxes payable (96.1) (60.3)
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Other, net (56.6) (39.8)
Net cash provided by
operating activities 231.6 102.7 
﻿
Cash Flows From
Investing Activities
Proceeds from disposals
and maturities of fixed
maturities 801.5 881.7 
Proceeds from disposals
of equity securities and
other investments 198.1 230.0 
Purchase of fixed
maturities (771.0) (668.8)
Purchase of equity
securities and other
investments (211.1) (236.0)
Cash received from
disposal of U.K. motor
business, net of cash
transferred  - 44.3 
Capital expenditures (8.5) (8.1)
Net cash provided by
investing activities 9.0 243.1 
﻿
Cash Flows From
Financing Activities
Proceeds from exercise
of employee stock
options 11.3 9.3 
Proceeds from debt
borrowings, net 370.5  -
Change in cash
collateral related to
securities lending
program (21.8) 2.1 
Dividends paid to
shareholders (39.6) (36.3)
Repayment of debt (461.3) (86.5)
Repurchases of common
stock (67.5) (23.5)
Other financing
activities (9.3) (2.3)
Net cash used in
financing activities (217.7) (137.2)
Effect of exchange rate
changes on cash (0.1) 1.8 
Net change in cash and
cash equivalents 22.8 210.4 
Cash and cash
equivalents, beginning

338.8 373.3 
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of period
Cash and cash
equivalents, end of
period $ 361.6 $ 583.7 
﻿
The accompanying notes are an integral part of these interim consolidated financial statements.
﻿
﻿
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THE HANOVER INSURANCE GROUP, INC. AND SUBSIDIARIES

NOTES TO INTERIM CONSOLIDATED FINANCIAL STATEMENTS (UNAUDITED)

1. Basis of Presentation and Principles of Consolidation

The accompanying unaudited consolidated financial statements of The Hanover Insurance Group, Inc. and
subsidiaries (“THG” or the “Company”) have been prepared in accordance with generally accepted accounting principles
in the United States of America (“U.S. GAAP”) for interim financial information and with the requirements of Form
10-Q. Certain financial information that is provided in annual financial statements, but is not required in interim
reports, has been omitted.

The interim consolidated financial statements of THG include the accounts of The Hanover Insurance Company
(“Hanover Insurance”) and Citizens Insurance Company of America, THG’s principal U.S. domiciled property and
casualty companies; Chaucer Holdings Limited (“Chaucer”), a specialist insurance underwriting group which operates
through the Society and Corporation of Lloyd’s (“Lloyd’s”) and certain other insurance and non-insurance subsidiaries.
These legal entities conduct their operations through several business segments discussed in Note 9 – “Segment
Information”. Additionally, the interim consolidated financial statements include the Company’s discontinued
operations, consisting primarily of the Company’s former life insurance businesses and its accident and health
business. All intercompany accounts and transactions have been eliminated.

The preparation of financial statements in conformity with U.S. GAAP requires the Company 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 financial statements and the reported amount of revenues and expenses during the reporting period.
Actual results could differ from those estimates.

In the opinion of the Company’s management, the accompanying interim consolidated financial statements reflect all
adjustments, consisting of normal recurring items, necessary for a fair presentation of the financial position and results
of operations. The results of operations for the three and six months ended June 30, 2016 are not necessarily indicative
of the results to be expected for the full year. These financial statements should be read in conjunction with the
Company’s 2015 Annual Report on Form 10-K filed with the Securities and Exchange Commission (“SEC”) on
February 25, 2016.

2. New Accounting Pronouncements

Recently Implemented Standards

In April 2015, the Financial Accounting Standards Board (“FASB”) issued Accounting Standards Codification (“ASC”)
Update No. 2015-03, (Subtopic 835-30) Interest-Imputation of Interest: Simplifying the Presentation of Debt Issuance
Costs. This ASC update requires that debt issuance costs be presented in the balance sheet as a direct deduction from
the carrying amount of a debt liability, consistent with debt discounts or premiums, and amortization of debt issuance
cost shall be reported as interest expense. The recognition and measurement guidance for debt issuance costs are not
affected by the amendments in this ASC update. The updated guidance is to be applied on a retrospective basis and
early adoption is permitted. The update is effective for financial statements issued for fiscal years beginning after
December 15, 2015, and interim periods within those fiscal years. The Company implemented this guidance effective
January 1, 2016. The effect of implementing this guidance was not material to the Company’s financial position or
results of operations.

Recently Issued Standards
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In June 2016, the FASB issued ASC Update No. 2016-13, (Topic 326) Financial Instruments – Credit Losses:
Measurement of Credit Losses on Financial Instruments.  This ASC update introduces new guidance for the
accounting for credit losses on financial instruments within its scope. A new model, referred to as the current expected
credit losses model, requires an entity to determine credit-related impairment losses for financial instruments held at
amortized cost and to estimate these expected credit losses over the life of an exposure (or pool of exposures). The
estimate of expected credit losses should consider both historical and current information, reasonable and supportable
forecasts, as well as estimates of prepayments. The estimated credit losses and subsequent adjustment to such loss
estimates, will be recorded through an allowance account which is deducted from the amortized cost of the financial
instrument, with the offset recorded in current earnings. ASC No. 2016-13 also modifies the impairment model for
available-for-sale debt securities. The new model will require an estimate of expected credit losses only when the fair
value is below the amortized cost of the asset, thus the length of time the fair value of an available-for-sale debt
security has been below the amortized cost will no longer affect the determination of whether a credit loss exists. In
addition, credit losses on available-for-sale debt securities will be limited to the difference between the security’s
amortized cost basis and its fair value. The updated guidance is effective for fiscal years beginning after December 15,
2019, including interim periods within those fiscal years. Early adoption is permitted for periods beginning after
December 15, 2018. The Company is evaluating the impact of the adoption of ASC Update No. 2016-13 on its
financial position and results of operations.

7
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In March 2016, the FASB issued ASC Update No. 2016-09, (Topic 718) Compensation – Stock Compensation:
Improvements to Employee Share-Based Payment Accounting. This ASC update requires all excess tax benefits and
tax deficiencies to be recognized as income tax expense or benefit in the income statement, and be treated as discreet
items in the reporting period in which they occur. Additionally, excess tax benefits will be classified with other
income tax cash flows as an operating activity and cash paid by an employer when directly withholding shares for tax
withholding purposes will be classified as a financing activity. Awards that are used to settle employee tax liabilities
will be allowed to qualify for equity classification for withholdings up to the maximum statutory tax rates in
applicable jurisdictions. Regarding forfeitures, a company can make an entity-wide accounting policy election to
either continue estimating the number of awards that are expected to vest or account for forfeitures when they occur.
The updated guidance is effective for annual periods beginning after December 15, 2016 and interim periods within
those annual periods. Early adoption is permitted. The Company is evaluating the impact of the adoption of ASC
update 2016-09 on its financial position and results of operations.

In February 2016, the FASB issued ASC Update No. 2016-02, (Topic 842) Leases. This ASC update requires a lessee
to recognize a right-of-use asset, which represents the lessee’s right to use a specified asset for the lease term, and a
corresponding lease liability, which represents a lessee’s obligation to make lease payments arising from a lease,
measured on a discounted basis, for all leases that extend beyond 12 months. For finance or capital leases, interest on
the lease liability will be recognized separately from amortization of the right-of-use asset in the statements of income
and comprehensive income. In addition, the repayment of the principal portion of the lease liability will be classified
as a financing activity while the interest component will be included in the operating section of the statement of cash
flows. For operating leases, the asset and liability will be amortized as a single lease cost, such that the cost of the
lease is allocated over the lease term, on a generally straight-line basis, with all cash flows included within operating
activities in the statement of cash flows. The updated guidance is effective for annual periods beginning after
December 15, 2018, including interim periods within those fiscal years, and is required to be implemented by
applying a modified retrospective transition approach. The Company is evaluating the impact of the adoption of ASC
update 2016-02 on its financial position and results of operations.

In January 2016, the FASB issued ASC Update No. 2016-01, (Subtopic 825-10) Financial Instruments-
Overall: Recognition and Measurement of Financial Assets and Financial Liabilities. This ASC update requires
unconsolidated equity investments to be measured at fair value with changes in the fair value recognized in net
income, except for those accounted for under the equity method. This update eliminates the cost method for equity
investments without readily determinable fair values and replaces with other methods, including the use of Net Asset
Value. Additionally, when a public entity is required to measure fair value for disclosure purposes and holds financial
instruments measured at amortized cost, the updated guidance requires these instruments to be measured using exit
price. It also requires financial assets and financial liabilities to be presented separately in the notes to the financial
statements, grouped by measurement category and form of financial asset. The updated guidance is effective for
annual periods beginning after December 15, 2017. The Company is evaluating the impact of the adoption of ASC
update 2016-01 on its financial position and results of operations.

In May 2015, the FASB issued ASC Update No. 2015-09, (Topic 944) Financial Services- Insurance: Disclosures
about Short-Duration Contracts. This ASC update requires several additional disclosures regarding short-duration
insurance contracts, including; disaggregated incurred and paid claims development information, quantitative and
qualitative information about claim frequency and duration, and the sum of incurred but not reported liabilities plus
expected development on reported claims included in the liability for unpaid claims and claim adjustment expenses
along with a description of reserving methodologies. This information is required to be presented by accident year, for
the number of years for which claims typically remain outstanding, but need not exceed 10 years. A reconciliation of
the claims development disclosures to the aggregate carrying amount of the liability for unpaid claims and claim
adjustment expenses, including a separate disclosure for reinsurance recoverables is also required for each period
presented in the statement of financial position. In addition, this ASC requires insurance entities to disclose
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information about significant changes in methodologies and assumptions used to calculate the liability for unpaid
claims and claim adjustment expenses, including reasons for the change and the effects on the financial
statements.  The updated guidance is effective for annual periods beginning after December 15, 2015, and interim
periods within annual periods beginning after December 15, 2016. Early adoption is permitted. The Company does not
expect the adoption of ASC Update 2015-09 to have a material impact on its financial position or results of
operations, as the update is disclosure related.

In May 2014, the FASB issued ASC Update No. 2014-09, (Topic 606) Revenue from Contracts with Customers. This
ASC was issued to clarify the principles for recognizing revenue. Insurance contracts and financial instrument
transactions are not within the scope of this updated guidance, and; therefore, only an insignificant amount of the
Company’s revenue is subject to this updated guidance. In August 2015, the FASB issued ASC Update No. 2015-14,
(Topic 606) Revenue from Contracts with Customers, which deferred the effective date of ASC Update No. 2014-09
by one year. Accordingly, the updated guidance is effective for periods beginning after December 15, 2017 and is not
expected to have a material effect on the Company’s financial position or results of operations. 

In August 2014, the FASB issued ASC update No. 2014-15, (Subtopic 205-40) Presentation of Financial Statement-
Going Concern. This ASC update provides guidance on determining when and how to disclose going concern
uncertainties in the financial statements, and requires management to perform interim and annual assessments of an
entity’s ability to continue as a going concern within one year of the date the financial statements are issued. The
updated guidance is effective for annual periods ending after December 15, 2016 and interim periods thereafter. Early
adoption is permitted. The Company does not expect the adoption of ASC update 2014-15 to have a material impact
on its financial position or results of operations.

8
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3. Income Taxes

Income tax expense for the six months ended June 30, 2016 and 2015 has been computed using estimated annual
effective tax rates. These rates are revised, if necessary, at the end of each successive interim period to reflect current
estimates of the annual effective tax rates.

For the six months ended June 30, 2016, the tax provision is comprised of a $3.9 million U.S. federal income tax
expense and a $17.1 million foreign income tax expense. For the six months ended June 30, 2015, the tax provision
was comprised of a $37.4 million U.S. federal income tax expense and a $16.4 million foreign income tax expense.

Although most of the Company’s non–U.S. income is subject to U.S. federal income tax, certain of its non–U.S. income
is not subject to U.S. federal income tax until repatriated. Foreign taxes on this non–U.S. income are accrued at the
local foreign tax rate, as opposed to the higher U.S. statutory rate, since these earnings currently are expected to be
indefinitely reinvested overseas. This assumption could change as a result of a sale of the subsidiaries, the receipt of
dividends from the subsidiaries, a change in management’s intentions, or as a result of various other events. The
Company has not made a provision for U.S. taxes on $10.6 million and $63.0 million of non-U.S. income for the six
months ended June 30, 2016 and 2015, respectively. However, in the future, if such earnings were distributed to the
Company, taxes of $49.1 million would be payable on the accumulated undistributed earnings and would be reflected
in the tax provision for the year in which these earnings are no longer intended to be indefinitely reinvested overseas,
assuming all foreign tax credits are realized.

The Company or its subsidiaries files income tax returns in the U.S. federal jurisdiction and various state jurisdictions,
as well as foreign jurisdictions. The Company and its subsidiaries are subject to U.S. federal income tax examinations
by tax authorities for years after 2011, U.S. state income tax examinations for years after 2011 and foreign
examinations for years after 2011.

4. Debt

Debt consists of the following:

﻿
(in millions) June 30, 2016 December 31, 2015
Senior debentures maturing April 15, 2026 $ 375.0 $ -  
Senior debentures maturing June 15, 2021 -  300.0 
Senior debentures maturing March 1, 2020 -  80.0 
Senior debentures maturing October 15, 2025 74.6 74.6 
Subordinated debentures maturing March 30, 2053 175.0 175.0 
Subordinated debentures maturing February 3, 2027 59.7 59.7 
FHLBB borrowings (secured) 125.0 125.0 
Total principal debt $ 809.3 $ 814.3 
Unamortized debt issuance costs (11.5) (11.2)
Total $ 797.8 $ 803.1 
On April 8, 2016 the Company issued $375 million aggregate principal amount of 4.50% senior unsecured debentures
due April 15, 2026. The senior debentures are subject to certain restrictive covenants, including limitations on the
issuance or disposition of stock of restricted subsidiaries and limitations on liens. These debentures pay interest
semi-annually.

Net proceeds from the issuance of the aforementioned debentures were $370.5 million. On May 21, 2016, the
proceeds, together with cash on hand, were used to redeem the outstanding 7.50% notes due March 1, 2020 and
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6.375% notes due June 15, 2021. The redemption of these notes resulted in a pre-tax loss of $86.1 million.

At June 30, 2016, the Company was in compliance with the covenants associated with its debt indentures and credit
arrangements.

﻿

9
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5. Investments

A. Fixed maturities and equity securities

The amortized cost and fair value of available-for-sale fixed maturities and the cost and fair value of equity securities
were as follows:

﻿
﻿
﻿ June 30, 2016
﻿ Amortized Gross Gross OTTI
﻿ Cost or Unrealized Unrealized Unrealized
(in millions) Cost Gains Losses Fair Value Losses
Fixed maturities:
U.S. Treasury and government agencies $ 364.9 $ 11.6 $ -  $ 376.5 $ -  
Foreign government 229.4 7.2 -  236.6 -  
Municipal 1,084.6 76.2 0.9 1,159.9 -  
Corporate 3,728.8 182.7 28.8 3,882.7 18.6 
Residential mortgage-backed 849.0 26.1 0.9 874.2 0.3 
Commercial mortgage-backed 507.5 25.5 0.1 532.9 -  
Asset-backed 78.6 0.9 0.3 79.2 -  
Total fixed maturities $ 6,842.8 $ 330.2 $ 31.0 $ 7,142.0 $ 18.9 
Equity securities $ 507.8 $ 76.8 $ 1.9 $ 582.7 $ -  
﻿
﻿

﻿

﻿

﻿

﻿
﻿
﻿ December 31, 2015
﻿ Amortized Gross Gross OTTI
﻿ Cost or Unrealized Unrealized Unrealized
(in millions) Cost Gains Losses Fair Value Losses
Fixed maturities:
U.S. Treasury and government agencies $ 447.1 $ 5.5 $ 3.5 $ 449.1 $          - 
Foreign government 244.7 2.6 1.5 245.8          - 
Municipal 1,074.5 50.0 4.2 1,120.3          - 
Corporate 3,699.9 86.8 95.7 3,691.0 27.5 
Residential mortgage-backed 887.6 13.4 4.9 896.1 0.3 
Commercial mortgage-backed 499.6 5.8 4.3 501.1          - 
Asset-backed 80.6 0.2 0.8 80.0          - 
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Total fixed maturities $ 6,934.0 $ 164.3 $ 114.9 $ 6,983.4 $ 27.8 
Equity securities $ 528.5 $ 55.7 $ 7.6 $ 576.6 $          - 
﻿
Other-than-temporary impairments (“OTTI”) unrealized losses in the tables above represent OTTI recognized in
accumulated other comprehensive income. This amount excludes net unrealized gains on impaired securities relating
to changes in the value of such securities subsequent to the impairment measurement date of $18.9 million and $1.1
million as of June 30, 2016 and December 31, 2015, respectively.

The amortized cost and fair value by maturity periods for fixed maturities are shown below. Actual maturities may
differ from contractual maturities because borrowers may have the right to call or prepay obligations with or without
call or prepayment penalties, or the Company may have the right to put or sell the obligations back to the issuers.

﻿
﻿
﻿ June 30, 2016
﻿ Amortized Fair
(in millions) Cost Value
Due in one year or less $ 433.1 $ 437.9 
Due after one year through five years 2,499.2 2,607.8 
Due after five years through ten years 2,026.6 2,123.4 
Due after ten years 448.8 486.6 
﻿ 5,407.7 5,655.7 
Mortgage-backed and asset-backed securities 1,435.1 1,486.3 
Total fixed maturities $ 6,842.8 $ 7,142.0 
﻿

10
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B. Securities in an unrealized loss position

The following tables provide information about the Company’s fixed maturities and equity securities that were in an
unrealized loss position at June 30, 2016 and December 31, 2015 including the length of time the securities have been
in an unrealized loss position:

﻿

﻿

﻿
﻿
﻿ June 30, 2016

﻿
12 months or
less

Greater than 12
months Total

﻿ Gross Gross Gross
﻿ UnrealizedFair UnrealizedFair UnrealizedFair
(in millions) Losses Value Losses Value Losses Value
Fixed maturities:
Investment grade:
U.S. Treasury and government agencies $  - $ 5.0 $  - $  - $  - $ 5.0 
Foreign governments  - 4.1  - 1.2  - 5.3 
Municipal 0.2 12.8 0.7 33.0 0.9 45.8 
Corporate 1.4 51.6 6.2 113.9 7.6 165.5 
Residential mortgage-backed 0.2 25.1 0.7 35.6 0.9 60.7 
Commercial mortgage-backed  - 8.1 0.1 9.3 0.1 17.4 
Asset-backed 0.2 5.8 0.1 4.3 0.3 10.1 
Total investment grade 2.0 112.5 7.8 197.3 9.8 309.8 
Below investment grade:
Corporate 5.0 81.3 16.2 98.1 21.2 179.4 
Total fixed maturities 7.0 193.8 24.0 295.4 31.0 489.2 
Equity securities 1.9 76.2  -  - 1.9 76.2 
Total $ 8.9 $ 270.0 $ 24.0 $ 295.4 $ 32.9 $ 565.4 
﻿
﻿

﻿

﻿
﻿
﻿ December 31, 2015

﻿ 12 months or less
Greater than 12
months Total

﻿ Gross Gross Gross
﻿ UnrealizedFair UnrealizedFair UnrealizedFair
(in millions) Losses Value Losses Value Losses Value
Fixed maturities:
Investment grade:
U.S. Treasury and government agencies $ 1.5 $ 139.0 $ 2.0 $ 77.2 $ 3.5 $ 216.2 
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Foreign governments 0.8 63.6 0.7 8.4 1.5 72.0 
Municipal 2.3 143.0 1.9 57.4 4.2 200.4 
Corporate 30.7 1,138.3 18.9 122.3 49.6 1,260.6 
Residential mortgage-backed 3.0 334.5 1.9 47.0 4.9 381.5 
Commercial mortgage-backed 4.2 293.8 0.1 9.7 4.3 303.5 
Asset-backed 0.8 56.6 -  1.4 0.8 58.0 
Total investment grade 43.3 2,168.8 25.5 323.4 68.8 2,492.2 
Below investment grade:
Corporate 19.6 165.5 26.5 63.2 46.1 228.7 
Total fixed maturities 62.9 2,334.3 52.0 386.6 114.9 2,720.9 
Equity securities 7.6 166.8 -  -  7.6 166.8 
Total $ 70.5 $ 2,501.1 $ 52.0 $ 386.6 $ 122.5 $ 2,887.7 
﻿
The Company views gross unrealized losses on fixed maturities and equity securities as being temporary since it is its
assessment that these securities will recover in the near term, allowing the Company to realize the anticipated
long-term economic value. The Company employs a systematic methodology to evaluate declines in fair value below
amortized cost for fixed maturity securities or cost for equity securities. In determining OTTI of fixed maturity and
equity securities, the Company evaluates several factors and circumstances, including the issuer’s overall financial
condition; the issuer’s credit and financial strength ratings; the issuer’s financial performance, including earnings
trends, dividend payments and asset quality; any specific events which may influence the operations of the issuer; the
general outlook for market conditions in the industry or geographic region in which the issuer operates; and the length
of time and the degree to which the fair value of an issuer’s securities remains below the Company’s cost. With respect
to fixed maturity investments, the Company considers any factors that might raise doubt about the issuer’s ability to
make contractual payments as they come due and whether the Company expects to recover the entire amortized cost
basis of the security. With respect to equity securities, the Company considers its ability and intent to hold the
investment for a period of time to allow for a recovery in value.

11
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C. Other investments

In accordance with Lloyd’s operating guidelines, the Company deposits funds at Lloyd’s to support underwriting
operations. These funds are available only to fund claim obligations. These assets consisted of approximately $503
million of fixed maturities and $12 million of cash and cash equivalents as of June 30, 2016. The Company also
deposits funds with various state and governmental authorities in the U.S. For a discussion of the Company’s deposits
with state and governmental authorities, see also Note 3 – “Investments” of the Notes to Consolidated Financial
Statements in our Annual Report on Form 10-K for the year ended December 31, 2015.

D. Proceeds from sales

The proceeds from sales of available-for-sale securities and gross realized gains and losses on those sales, were as
follows:

﻿

﻿
﻿
﻿ Three Months Ended June 30,
﻿ 2016 2015
﻿ Proceeds fromGross Gross Proceeds fromGross Gross
(in millions) Sales Gains Losses Sales Gains Losses
Fixed maturities $ 145.4 $ 3.5 $ 0.9 $ 594.4 $ 10.6 $ 1.4 
Equity securities $ 84.5 $ 1.7 $ 0.8 $ 83.1 $ 7.7 $  -
﻿
﻿

﻿

﻿
﻿
﻿ Six Months Ended June 30,
﻿ 2016 2015
﻿ Proceeds fromGross Gross Proceeds fromGross Gross
(in millions) Sales Gains Losses Sales Gains Losses
Fixed maturities $ 307.9 $ 5.9 $ 4.2 $ 824.7 $ 12.9 $ 4.7 
Equity securities $ 173.4 $ 26.4 $ 1.7 $ 167.8 $ 20.1 $  -
﻿
E. Other-than-temporary impairments

For the three months ended June 30, 2016, total OTTI was $2.8 million, consisting primarily of equity securities.  Of
this amount, $5.0 million was recognized in earnings, including $2.2 million which was transferred from unrealized
losses in accumulated other comprehensive income (“AOCI”). For the six months ended June 30, 2016, total OTTI was
$19.2 million, consisting primarily of fixed maturities and, to a lesser extent, equity securities. Of this amount, $25.9
million was recognized in earnings, including $6.7 million which was transferred from unrealized losses in AOCI.

For the three months ended June 30, 2015, total OTTI of fixed maturities was $5.1 million.  Of this amount, $1.9
million was recognized in earnings and the remaining $3.2 million was recorded as unrealized losses in AOCI. For the
six months ended June 30, 2015, total OTTI of fixed maturities and equity securities was $11.4 million. Of this
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amount, $4.6 million was recognized in earnings and the remaining $6.8 million was recorded as unrealized losses in
AOCI.

The methodology and significant inputs used to measure the amount of credit losses on fixed maturities in 2016 and
2015 were as follows:

Corporate bonds – the Company utilized a financial model that derives expected cash flows based on
probability-of-default factors by credit rating, loss-given-default factors based on security type and position in the
capital structure and asset duration.  These factors are based on historical data provided by an independent third-party
rating agency.

The following table provides rollforwards of the cumulative amounts related to the Company’s credit loss portion of
the OTTI losses on fixed maturity securities for which the non-credit portion of the loss is included in other
comprehensive income.

﻿

﻿

﻿

﻿

﻿

﻿

﻿

﻿

﻿
﻿

﻿
Three Months
Ended June 30,

Six Months
Ended June 30,

(in millions) 2016 2015 2016 2015
Credit losses at beginning of period $ 13.4 $ 4.5 $ 18.0 $ 4.2 
Credit losses for which an OTTI was not previously recognized 0.7 1.7 5.2 2.7 
Additional credit losses on securities for which an
OTTI was previously recognized 0.4  - 2.1  -
Reductions for securities sold, matured or called (1.6) (0.1) (1.6) (0.8)
Reductions for securities reclassified as intended to sell (1.2)  - (12.0)  -
Credit losses at end of period $ 11.7 $ 6.1 $ 11.7 $ 6.1 
﻿
﻿

﻿

﻿

﻿
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﻿

﻿

﻿

﻿
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6. Fair Value

Fair value is defined as the price that would be received to sell an asset or paid to transfer a liability, i.e., exit price, in
an orderly transaction between market participants. The Company emphasizes the use of observable market data
whenever available in determining fair value. Fair values presented for certain financial instruments are estimates
which, in many cases, may differ significantly from the amounts that could be realized upon immediate liquidation. A
hierarchy of the three broad levels of fair value are as follows, with the highest priority given to Level 1 as these are
the most observable, and the lowest priority given to Level 3:

Level 1 – Unadjusted quoted prices in active markets for identical assets or liabilities.

Level 2 – Quoted prices for similar assets or liabilities in active markets, quoted prices for identical or similar assets or
liabilities in markets that are not active, or other inputs that are observable or can be corroborated by observable
market data, including model-derived valuations.

Level 3 – Unobservable inputs that are supported by little or no market activity.

When more than one level of input is used to determine fair value, the financial instrument is classified as Level 2 or 3
according to the lowest level input that has a significant impact on the fair value measurement.

The following methods and assumptions were used to estimate the fair value of each class of financial instruments and
have not changed since last year.

Cash and Cash Equivalents

The carrying amount approximates fair value. Cash equivalents primarily consist of money market instruments, which
are generally valued using unadjusted quoted prices in active markets that are accessible for identical assets and are
classified as Level 1.

Fixed Maturities

Level 1 securities generally include U.S. Treasury issues and other securities that are highly liquid and for which
quoted market prices are available. Level 2 securities are valued using pricing for similar securities and pricing
models that incorporate observable inputs including, but not limited to yield curves and issuer spreads. Level 3
securities include issues for which little observable data can be obtained, primarily due to the illiquid nature of the
securities, and for which significant inputs used to determine fair value are based on the Company’s own assumptions.
Non-binding broker quotes are also included in Level 3.

The Company utilizes a third party pricing service for the valuation of the majority of its fixed maturity securities and
receives one quote per security. When quoted market prices in an active market are available, they are provided by the
pricing service as the fair value and such values are classified as Level 1. Since fixed maturities other than U.S.
Treasury securities generally do not trade on a daily basis, the pricing service prepares estimates of fair value for those
securities using pricing applications based on a market approach. Inputs into the fair value pricing common to all asset
classes include: benchmark U.S. Treasury security yield curves; reported trades of identical or similar fixed maturity
securities; broker/dealer quotes of identical or similar fixed maturity securities and structural characteristics such as
maturity date, coupon, mandatory principal payment dates, frequency of interest and principal payments, and optional
redemption features. Inputs into the fair value applications that are unique by asset class include, but are not limited
to:
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· U.S. government agencies – determination of direct versus indirect government support and whether any
contingencies exist with respect to the timely payment of principal and interest.

· Foreign government – estimates of appropriate market spread versus underlying related sovereign treasury curve(s)
dependent on liquidity and direct or contingent support.

· Municipals – overall credit quality, including assessments of the level and variability of: sources of payment such as
income, sales or property taxes, levies or user fees; credit support such as insurance; state or local economic and
political base; natural resource availability; and susceptibility to natural or man-made catastrophic events such as
hurricanes, earthquakes or acts of terrorism.

· Corporate fixed maturities – overall credit quality, including assessments of the level and variability of: economic
sensitivity; liquidity; corporate financial policies; management quality; regulatory environment; competitive
position; ownership; restrictive covenants; and security or collateral.

· Residential mortgage-backed securities – estimates of prepayment speeds based upon: historical prepayment rate
trends; underlying collateral interest rates; geographic concentration; vintage year; borrower credit quality
characteristics; interest rate and yield curve forecasts; government or monetary authority support programs; tax
policies; delinquency/default trends; and, in the case of non-agency collateralized mortgage obligations, severity of
loss upon default and length of time to recover proceeds following default.

· Commercial mortgage-backed securities – overall credit quality, including assessments of the value and
supply/demand characteristics of: collateral type such as office, retail, residential, lodging, or other; geographic
concentration by region, state, metropolitan statistical area and locale; vintage year; historical collateral performance
including defeasance, delinquency, default and special servicer trends; and capital structure support features.

13
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· Asset-backed securities – overall credit quality, including assessments of the underlying collateral type such as credit
card receivables, auto loan receivables and equipment lease receivables; geographic diversification; vintage year;
historical collateral performance including delinquency, default and casualty trends; economic conditions
influencing use rates and resale values; and contract structural support features.

﻿

Generally, all prices provided by the pricing service, except actively traded securities with quoted market prices, are
reported as Level 2.

The Company holds privately placed fixed maturity securities and certain other fixed maturity securities that do not
have an active market and for which the pricing service cannot provide fair values. The Company determines fair
values for these securities using either matrix pricing utilizing the market approach or broker quotes. The Company
will use observable market data as inputs into the fair value applications, as discussed in the determination of Level 2
fair values, to the extent it is available, but is also required to use a certain amount of unobservable judgment due to
the illiquid nature of the securities involved. Unobservable judgment reflected in the Company’s matrix model
accounts for estimates of additional spread required by market participants for factors such as issue size, structural
complexity, high bond coupon or other unique features. These matrix-priced securities are reported as Level 2 or
Level 3, depending on the significance of the impact of unobservable judgment on the security’s value. Additionally,
the Company may obtain non-binding broker quotes which are reported as Level 3.

Equity Securities

Level 1 consists of publicly traded securities, including exchange traded funds, valued at quoted market prices. Level
2 includes securities that are valued using pricing for similar securities and pricing models that incorporate observable
inputs. Level 3 consists of common or preferred stock of private companies for which observable inputs are not
available.

The Company utilizes a third party pricing service for the valuation of the majority of its equity securities and receives
one quote for each equity security. When quoted market prices in an active market are available, they are provided by
the pricing service as the fair value and such values are classified as Level 1. The Company holds certain equity
securities that have been issued by privately-held entities that do not have an active market and for which the pricing
service cannot provide fair values. Generally, the Company estimates fair value for these securities based on the
issuer’s book value and market multiples. These securities are reported as Level 2 or Level 3 depending on the
significance of the impact of unobservable judgment on the security’s value. Additionally, the Company may obtain
non-binding broker quotes which are reported as Level 3.

Other Investments

Other investments primarily include mortgage participations, overseas trust funds required in connection with our
Lloyd’s business and cost basis limited partnerships. Fair values of mortgage participations and other mortgage loans
are estimated by discounting the contractual cash flows using the rates at which similar loans would be made to
borrowers with comparable credit ratings and are reported as Level 3. Fair values of overseas trust funds are provided
by the investment manager based on quoted prices for similar instruments in active markets and are reported as Level
2. The fair values of cost basis limited partnerships are based on the net asset value provided by the general partner
and recent financial information and are excluded from the fair value hierarchy.

Debt
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The fair value of debt is estimated based on quoted market prices for identical or similar issuances. If a quoted market
price is not available, fair values are estimated using discounted cash flows that are based on current interest rates and
yield curves for debt issuances with maturities and credit risks consistent with the debt being valued. Debt is reported
as Level 2.

The estimated fair value of the financial instruments were as follows:

﻿
﻿
﻿ June 30, 2016 December 31, 2015
﻿ Carrying Fair Carrying Fair
(in millions) Value Value Value Value
Financial Assets
Cash and cash equivalents $ 361.6 $ 361.6 $ 338.8 $ 338.8 
Fixed maturities 7,142.0 7,142.0 6,983.4 6,983.4 
Equity securities 582.7 582.7 576.6 576.6 
Other investments 423.0 430.5 365.4 367.9 
Total financial assets $ 8,509.3 $ 8,516.8 $ 8,264.2 $ 8,266.7 
Financial Liabilities
Debt $ 797.8 $ 893.9 $ 803.1 $ 927.8 
﻿
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The Company has processes designed to ensure that the values received from its third party pricing service are
accurately recorded, that the data inputs and valuation techniques utilized are appropriate and consistently applied, and
that the assumptions are reasonable and consistent with the objective of determining fair value. The Company
performs a review of the fair value hierarchy classifications and of prices received from its pricing service on a
quarterly basis. The Company reviews the pricing services’ policies describing its methodology, processes, practices
and inputs, including various financial models used to value securities. Also, the Company reviews the portfolio
pricing, including a process for which securities with changes in prices that exceed a defined threshold are verified to
independent sources, if available. If upon review, the Company is not satisfied with the validity of a given price, a
pricing challenge would be submitted to the pricing service along with supporting documentation for its review. The
Company does not adjust quotes or prices obtained from the pricing service unless the pricing service agrees with the
Company’s challenge. During 2016 and 2015, the Company did not adjust any prices received from brokers or its
pricing service.

Changes in the observability of valuation inputs may result in a reclassification of certain financial assets or liabilities
within the fair value hierarchy. Reclassifications between levels of the fair value hierarchy are reported as of the
beginning of the period in which the reclassification occurs. As previously discussed, the Company utilizes a third
party pricing service for the valuation of the majority of its fixed maturities and equity securities. The pricing service
has indicated that it will only produce an estimate of fair value if there is objectively verifiable information to produce
a valuation. If the pricing service discontinues pricing an investment, the Company will use observable market data to
the extent it is available, but may also be required to make assumptions for market based inputs that are unavailable
due to market conditions.

The following tables provide, for each hierarchy level, the Company’s assets that were measured at fair value on a
recurring basis.

﻿
﻿
﻿ June 30, 2016
(in millions) Total Level 1 Level 2 Level 3
Fixed maturities:
U.S. Treasury and government agencies $ 376.5 $ 178.8 $ 197.7 $  -
Foreign government 236.6 47.5 189.1  -
Municipal 1,159.9  - 1,125.5 34.4 
Corporate 3,882.7  - 3,878.3 4.4 
Residential mortgage-backed, U.S. agency backed 815.1  - 815.1  -
Residential mortgage-backed, non-agency 59.1  - 59.1  -
Commercial mortgage-backed 532.9  - 516.2 16.7 
Asset-backed 79.2  - 78.8 0.4 
Total fixed maturities 7,142.0 226.3 6,859.8 55.9 
Equity securities 574.0 572.7  - 1.3 
Other investments 94.1  - 90.5 3.6 
Total investment assets at fair value $ 7,810.1 $ 799.0 $ 6,950.3 $ 60.8 
﻿

﻿

﻿
﻿
﻿ December 31, 2015
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(in millions) Total Level 1 Level 2 Level 3
Fixed maturities:
U.S. Treasury and government agencies $ 449.1 $ 193.6 $ 255.5 $               - 
Foreign government 245.8 52.5 193.3               - 
Municipal 1,120.3               - 1,085.9 34.4 
Corporate 3,691.0               - 3,687.3 3.7 
Residential mortgage-backed, U.S. agency backed 824.5               - 824.5               - 
Residential mortgage-backed, non-agency 71.6               - 71.6               - 
Commercial mortgage-backed 501.1               - 484.1 17.0 
Asset-backed 80.0               - 79.5 0.5 
Total fixed maturities 6,983.4 246.1 6,681.7 55.6 
Equity securities 567.7 566.4               - 1.3 
Other investments 104.5               - 100.9 3.6 
Total investment assets at fair value $ 7,655.6 $ 812.5 $ 6,782.6 $ 60.5 
﻿
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The following tables provide, for each hierarchy level, the Company’s estimated fair values of financial instruments
that were not carried at fair value:

﻿
﻿
﻿
﻿ June 30, 2016
(in millions) Total Level 1 Level 2 Level 3
Assets:
Cash and cash equivalents $ 361.6 $ 361.6 $  - $  -
Equity securities 8.7  - 8.7  -
Other investments 269.3  -  - 269.3 
Liabilities:
Debt $ 893.9 $  - $ 893.9 $  -
﻿
﻿
﻿ December 31, 2015
(in millions) Total Level 1 Level 2 Level 3
Assets:
Cash and cash equivalents $ 338.8 $ 338.8 $  - $  -
Equity securities 8.9  - 8.9  -
Other investments 203.5  -  - 203.5 
Liabilities:
Debt $ 927.8 $  - $ 927.8 $  -
Investments measured at fair value using net asset value based on an ownership interest in partners’ capital have not
been included in the table above. The fair values of these investments were $67.1 million and $59.9 million as of June
30, 2016 and December 31, 2015, respectively, which are less than 1% of total investment assets.
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The tables below provide a reconciliation for all assets measured at fair value on a recurring basis using significant
unobservable inputs (Level 3).

﻿

﻿

﻿
﻿
﻿ Fixed Maturities

(in millions) Municipal Corporate
Commercial
mortgage-backed Asset-backed Total

Equity
and
Other

Total
Assets

Three Months Ended
June 30, 2016
Balance April 1, 2016 $ 34.7 $ 3.8 $ 16.8 $ 0.5 $ 55.8 $ 4.9 $ 60.7 
Total gains:
Included in other comprehensive
income - net appreciation
on available-for-sale securities 0.6 0.7 0.2 -  1.5 -  1.5 
Sales (0.9) (0.1) (0.3) (0.1) (1.4) -  (1.4)
Balance June 30, 2016 $ 34.4 $ 4.4 $ 16.7 $ 0.4 $ 55.9 $ 4.9 $ 60.8 
﻿
Three Months Ended
June 30, 2015
Balance April 1, 2015 $ 27.2 $ 9.5 $ 20.9 $ 0.8 $ 58.4 $ 5.1 $ 63.5 
Transfers into Level 3 -  -  -  0.5 0.5 -  0.5 
Total gains (losses):
Included in earnings -  0.1 -  -  0.1 -  0.1 
Included in other comprehensive
income - net depreciation
on available-for-sale securities (1.2) (0.1) (0.9) -  (2.2) -  (2.2)
Purchases and sales:
Purchases 1.4 -  -  -  1.4 -  1.4 
Sales (0.4) (0.1) (2.0) -  (2.5) -  (2.5)
Balance June 30, 2015 $ 27.0 $ 9.4 $ 18.0 $ 1.3 $ 55.7 $ 5.1 $ 60.8 
﻿
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﻿

﻿
﻿
﻿ Fixed Maturities

(in millions) MunicipalCorporate
Commercial
mortgage-backedAsset-backed Total

Equity
and
Other

Total
Assets

Six Months Ended
June 30, 2016
Balance January 1, 2016 $ 34.4 $ 3.7 $ 17.0 $ 0.5 $ 55.6 $ 4.9 $ 60.5 
Total gains (losses):
Included in earnings 0.1 (0.2)  -  - (0.1)  - (0.1)
Included in other comprehensive
   income-net appreciation
   on available-for-sale securities 1.6 0.7 0.7  - 3.0  - 3.0 
Purchases and sales:
Purchases  - 0.3  -  - 0.3  - 0.3 
Sales (1.7) (0.1) (1.0) (0.1) (2.9)  - (2.9)
Balance June 30, 2016 $ 34.4 $ 4.4 $ 16.7 $ 0.4 $ 55.9 $ 4.9 $ 60.8 
﻿
Six Months Ended
June 30, 2015
Balance January 1, 2015 $ 25.7 $ 9.6 $ 21.4 $  - $ 56.7 $ 5.0 $ 61.7 
Transfers into Level 3  -  -  - 1.3 1.3  - 1.3 
Total gains (losses):
Included in earnings  - 0.1  -  - 0.1  - 0.1 
Included in other comprehensive
   income-net (depreciation)
appreciation on
   available-for-sale securities (0.8) (0.2) (0.6)  - (1.6) 0.1 (1.5)
Purchases and sales:
Purchases 3.1  -  -  - 3.1  - 3.1 
Sales (1.0) (0.1) (2.8)  - (3.9)  - (3.9)
Balance June 30, 2015 $ 27.0 $ 9.4 $ 18.0 $ 1.3 $ 55.7 $ 5.1 $ 60.8 
During the three and six months ended June 30, 2016, the Company did not transfer assets between Level 2 and Level
3. During the three and six months ended June 30, 2015, the Company transferred fixed maturities between Level 2
and Level 3 primarily as a result of assessing the significance of unobservable inputs on the fair value measurement.
There were no transfers between Level 1 and Level 2 during the three months or six months ended June 30, 2016 or
2015. There were no Level 3 liabilities held by the Company for the six months ended June 30, 2016 and 2015.

The following table summarizes gains and losses due to changes in fair value that were recorded in net income for
Level 3 assets:

﻿

﻿
﻿ Three Months Ended June 30, Six Months Ended June 30,
﻿ 2016 2015 2016 2015
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﻿
Net
realizedOther than

Net
realizedOther than

Net
realizedOther than

Net
realizedOther than

﻿ investmenttemporary investmenttemporary investmenttemporary investmenttemporary
(in millions) gainsimpairments gains impairments gains impairments gains impairments
Level 3 Assets:
Fixed maturities:
Corporate $  - $  - $ 0.1 $  - $  - $ (0.2) $ 0.1 $  -
Municipal  -  -  -  - 0.1  -  -  -
Total fixed maturities $  - $  - $ 0.1 $  - $ 0.1 $ (0.2) $ 0.1 $  -
﻿
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The following table provides quantitative information about the significant unobservable inputs used by the Company
in the fair value measurements of Level 3 assets. Where discounted cash flows were used in the valuation of fixed
maturities, the internally-developed discount rate was adjusted by the significant unobservable inputs shown in the
table. Valuations for securities based on broker quotes for which there was a lack of transparency as to inputs used to
develop the valuations of $0.4 million have been excluded.

﻿

﻿
﻿
﻿ June 30, 2016 December 31, 2015
﻿ Valuation Significant Fair Range Fair Range

(in millions) Technique
Unobservable
Inputs Value (Wtd Average) Value (Wtd Average)

Fixed maturities:
Municipal Discounted Discount for: $ 34.4 $ 34.4 

﻿

cash flow Small issue size
Credit stress
Above-market
coupon

0.6 - 6.8%
 (3.2%)  
0.9 - 1.5%
 (1.2%)
0.3 - 1.0%
 (0.4%)

0.6 - 6.8%
 (3.2%)  
0.9 - 1.5%
 (1.2%)
0.3 - 1.0%
 (0.4%)

Corporate Discounted Discount for: 4.2 3.7 

﻿

cash flow Small issue size
Above-market
coupon
Credit stress

2.3 - 2.5%
 (2.4%)
0.3 - 0.8%
 (0.6%)
0.4%  (0.4%)

1.0%  (1.0%)

0.3 - 0.8%
 (0.6%)

10.0%  (10.0%)
Commercial
mortgage-backed Discounted Discount for: 16.7 17.0 

﻿

cash flow Small issue size
Above-market
coupon
Lease structure

1.5 - 3.1%
 (2.6%)
0.5%  (0.5%)
0.3%  (0.3%)

0.5 - 1.0%
 (0.5%)
0.5%  (0.5%)
0.3%  (0.3%)

Asset-backed Discounted Discount for: 0.4 0.5 
﻿ cash flow Small issue size 0.7%  (0.7%) 0.7%  (0.7%)
Equity securities Market Net tangible asset 1.1 1.1 
﻿ comparables market multiples 1.0X  (1.0X) 1.0X  (1.0X)
Other Discounted Discount rate 3.6 18.0%  (18.0%) 3.6 18.0%  (18.0%)
﻿ cash flow
Significant increases (decreases) in any of the above inputs in isolation would result in a significantly lower (higher)
fair value measurement. There were no interrelationships between these inputs which might magnify or mitigate the
effect of changes in unobservable inputs on the fair value measurement. 
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7. Pension and Other Postretirement Benefit Plans

The components of net periodic pension cost for defined benefit pension and other postretirement benefit plans
included in the Company’s results of operations are as follows:  

﻿

﻿

﻿

﻿

﻿
﻿
﻿ Three Months Ended June 30,
﻿ 2016 2015 2016 2015
﻿

(in millions) Pension Plans
Postretirement
Plans

Service cost - benefits earned during the period $ 0.2 $ 0.4 $ -  $ -  
Interest cost 7.4 7.3 0.1 0.1 
Expected return on plan assets (7.5) (7.9) -  -  
Recognized net actuarial loss 2.8 4.8 -  0.1 
Amortization of prior service cost -  -  (0.3) (0.3)
Curtailment gain -  (1.8) -  -  
Net periodic pension cost (benefit) $ 2.9 $ 2.8 $ (0.2) $ (0.1)
﻿
﻿ Six Months Ended June 30,
﻿ 2016 2015 2016 2015
﻿

(in millions) Pension Plans
Postretirement
Plans

Service cost - benefits earned during the period $ 0.4 $ 0.7 $ -  $ -  
Interest cost 14.8 14.6 0.2 0.3 
Expected return on plan assets (15.0) (15.7) -  -  
Recognized net actuarial loss 5.6 7.8 0.1 0.1 
Amortization of prior service cost -  -  (0.7) (0.7)
Curtailment gain -  (1.8) -  -  
Net periodic pension cost (benefit) $ 5.8 $ 5.6 $ (0.4) $ (0.3)
In the second quarter of 2015, the Company recognized a $1.8 million curtailment gain due to the disposal of the U.K.
motor business.  Included in the table above in recognized net actuarial loss was an equal and offsetting expense.

﻿

﻿
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8. Other Comprehensive Income

﻿

The following table provides changes in other comprehensive income.

﻿

﻿
﻿ Three Months Ended June 30,
﻿ 2016 2015
﻿ Tax Tax
﻿ Benefit Net of Benefit Net of
(in millions) Pre-Tax (Expense) Tax Pre-Tax (Expense) Tax
Unrealized gains (losses) on available-for-sale
securities:
Unrealized gains (losses) arising during period $ 124.1 $ (43.3) $ 80.8 $ (128.2) $ 44.8 $ (83.4)
Amount of realized gains from sales and other (4.5) (2.5) (7.0) (14.4) 1.9 (12.5)
Portion of other-than-temporary impairment losses
recognized in earnings 5.0 (1.8) 3.2 1.9 (0.7) 1.2 
Net unrealized gains (losses) 124.6 (47.6) 77.0 (140.7) 46.0 (94.7)
Pension and postretirement benefits:
Net actuarial losses and prior service cost
arising in the period  -  -  - (4.2) 0.9 (3.3)
Amortization of net actuarial loss and prior service
cost recognized as net periodic benefit cost 2.5 (0.8) 1.7 4.7 (1.3) 3.4 
Net pension and postretirement benefits 2.5 (0.8) 1.7 0.5 (0.4) 0.1 
Cumulative foreign currency translation
adjustment:
Foreign currency translation recognized during
the period (1.1) 0.4 (0.7) 11.9 (4.2) 7.7 
Other comprehensive income (loss) $ 126.0 $ (48.0) $ 78.0 $ (128.3) $ 41.4 $ (86.9)
﻿
﻿
﻿ Six Months Ended June 30,
﻿ 2016 2015
﻿ Tax Tax
﻿ Benefit Net of Benefit Net of
(in millions) Pre-Tax (Expense) Tax Pre-Tax (Expense) Tax
Unrealized gains (losses) on available-for-sale
securities:
Unrealized gains (losses) arising during period $ 282.0 $ (98.6) $ 183.4 $ (73.5) $ 25.7 $ (47.8)
Amount of realized gains from sales and other (27.3) 0.6 (26.7) (26.4) 3.3 (23.1)
Portion of other-than-temporary impairment losses
recognized in earnings 25.9 (9.1) 16.8 4.6 (1.6) 3.0 
Net unrealized gains (losses) 280.6 (107.1) 173.5 (95.3) 27.4 (67.9)
Pension and postretirement benefits:
Net actuarial losses and prior service cost
arising in the period  -  -  - (1.2) (0.2) (1.4)
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Amortization of net actuarial loss and prior service
cost recognized as net periodic benefit cost 5.0 (1.7) 3.3 7.3 (2.2) 5.1 
Net pension and postretirement benefits 5.0 (1.7) 3.3 6.1 (2.4) 3.7 
Cumulative foreign currency translation
adjustment:
Foreign currency translation recognized during
the period (2.0) 0.7 (1.3) (3.4) 1.2 (2.2)
Other comprehensive income (loss) $ 283.6 $ (108.1) $ 175.5 $ (92.6) $ 26.2 $ (66.4)
﻿

21

Edgar Filing: HANOVER INSURANCE GROUP, INC. - Form 10-Q

44



Table of Contents

Reclassifications out of accumulated other comprehensive income were as follows:

﻿
﻿

﻿
Three Months
Ended

Six Months
Ended

﻿ June 30, June 30,
﻿
(in millions) 2016 2015 2016 2015
﻿
﻿ Amount Reclassified from
Details about Accumulated Other Accumulated Other Affected Line Item in the Statement
Comprehensive Income Components Comprehensive Income Where Net Income is Presented
Unrealized gains on
available-for-sale
securities $ 4.5 $ 14.4 $ 27.3 $ 26.4 Net realized gains from sales and other
﻿ Net other-than-temporary impairment

﻿ (5.0) (1.9) (25.9) (4.6)
losses on investments recognized  in
earnings

﻿ (0.5) 12.5 1.4 21.8 Total before tax
﻿ 4.3 (1.2) 8.5 (1.7) Tax benefit (expense) 
﻿ 3.8 11.3 9.9 20.1 Net of tax
Amortization of defined benefit
pension Loss adjustment expenses and other
and postretirement plans (2.5) (4.7) (5.0) (7.3) operating expenses
﻿ 0.8 1.3 1.7 2.2 Tax benefit
﻿ (1.7) (3.4) (3.3) (5.1) Net of tax
Total reclassifications for the period $ 2.1 $ 7.9 $ 6.6 $ 15.0 Benefit to income, net of tax
The amount reclassified from accumulated other comprehensive income for the pension and postretirement benefits
was allocated approximately 40% to loss adjustment expenses and 60% to other operating expenses for the six months
ended June 30, 2016 and 2015.

﻿
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9. Segment Information

The Company’s primary business operations include insurance products and services provided through four operating
segments. The domestic operating segments are Commercial Lines, Personal Lines and Other, and the Company’s
international operating segment is Chaucer. Commercial Lines includes commercial multiple peril, commercial
automobile, workers’ compensation, and other commercial coverages, such as inland marine, specialty program
business, management and professional liability and surety. Personal Lines includes personal automobile,
homeowners and other personal coverages. Chaucer includes marine and aviation, property, energy, casualty and
other coverages (which includes international liability, specialist coverages, and syndicate participations), and U.K.
motor. Effective June 30, 2015, the Company transferred its U.K. motor business to an unaffiliated party.
Accordingly, results from the Chaucer segment no longer include this business subsequent to June 30, 2015. Included
in Other are Opus Investment Management, Inc., which markets investment management services to institutions,
pension funds and other organizations; earnings on holding company assets; and, a discontinued voluntary pools
business. The separate financial information is presented consistent with the way results are regularly evaluated by the
chief operating decision maker in deciding how to allocate resources and in assessing performance.

The Company reports interest expense related to debt separately from the earnings of its operating segments. This
consists of interest on the Company’s senior debentures, subordinated debentures, collateralized borrowings with the
Federal Home Loan Bank of Boston, and letter of credit facility. Management evaluates the results of the
aforementioned segments based on operating income before taxes, which also excludes interest expense on debt.
Operating income before taxes excludes certain items which are included in net income, such as net realized
investment gains and losses. Such gains and losses are excluded since they are determined by interest rates, financial
markets and the timing of sales. Also, operating income before taxes excludes net gains and losses on disposals of
business assets, gains and losses related to the repayment of debt, discontinued operations, costs to acquire businesses,
restructuring costs, the cumulative effect of accounting changes and certain other items. Although the items excluded
from operating income before taxes may be important components in understanding and assessing the Company’s
overall financial performance, management believes that the presentation of operating income before taxes enhances
an investor’s understanding of the Company’s results of operations by highlighting net income attributable to the core
operations of the business. However, operating income before taxes should not be construed as a substitute for income
before income taxes and operating income should not be construed as a substitute for net income. 
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Summarized below is financial information with respect to the Company’s business segments.

﻿

﻿

﻿
Three Months
Ended Six Months Ended

﻿ June 30, June 30,
(in millions) 2016 2015 2016 2015
Operating revenues:
Commercial Lines $ 616.1 $ 598.8 $ 1,228.8 $ 1,185.5 
Personal Lines 384.5 377.7 763.3 751.7 
Chaucer 219.8 306.3 452.9 632.8 
Other 2.3 1.7 3.8 3.8 
Total 1,222.7 1,284.5 2,448.8 2,573.8 
Net realized investment gains (0.7) 12.6 0.8 22.0 
Total revenues $ 1,222.0 $ 1,297.1 $ 2,449.6 $ 2,595.8 
Operating income (loss) before interest expense and income taxes:
Commercial Lines:
Underwriting income $ 5.1 $ 8.5 $ 8.8 $ 2.6 
Net investment income 39.1 39.4 78.5 78.0 
Other (expenses) income (0.2) 0.3 (0.6) (1.2)
Commercial Lines operating income 44.0 48.2 86.7 79.4 
Personal Lines:
Underwriting income 29.3 13.0 57.9 16.4 
Net investment income 17.1 18.3 34.5 36.2 
Other income 1.0 0.8 2.1 1.8 
Personal Lines operating income 47.4 32.1 94.5 54.4 
Chaucer:
Underwriting (loss) income (6.5) 27.5 16.0 63.1 
Net investment income 11.3 12.0 22.0 24.3 
Other income 0.7 2.5 1.2 3.8 
Chaucer operating income 5.5 42.0 39.2 91.2 
Other:
Underwriting loss (0.6) (0.7) (1.3) (1.4)
Net investment income 1.6 1.0 2.4 2.3 
Other net expenses (3.2) (3.1) (6.4) (6.0)
Other operating loss (2.2) (2.8) (5.3) (5.1)
Operating income before interest expense and income taxes 94.7 119.5 215.1 219.9 
Interest on debt (15.6) (15.0) (30.3) (31.1)
Operating income before income taxes 79.1 104.5 184.8 188.8 
Non-operating income items:
Net realized investment (losses) gains (0.7) 12.6 0.8 22.0 
Net gain on disposal of U.K. motor business 0.4 37.7 1.2 37.7 
Net loss from repayment of debt (86.1) (1.8) (86.1) (18.5)
Other non-operating items 0.2 (0.4) 0.3 (0.4)
Income (loss) before income taxes $ (7.1) $ 152.6 $ 101.0 $ 229.6 
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The Company recognized approximately $9 million in net foreign currency transaction losses and approximately $11
million in net foreign currency transaction gains in the Statements of Income during the three months ended June 30,
2016 and 2015, respectively. The Company recognized approximately $21 million in net foreign currency transaction
losses and approximately $15 million in net foreign currency transaction gains in the Statements of Income during the
six months ended June 30, 2016 and 2015, respectively.

﻿
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The following table provides identifiable assets for the Company’s business segments and discontinued operations:

﻿

﻿
﻿

﻿
June 30,
2016

December
31, 2015

﻿
(in millions) Identifiable Assets
U.S. Companies $ 9,907.6 $ 9,616.0 
Chaucer 4,175.8 4,082.2 
Discontinued operations 80.2 83.0 
Total $ 14,163.6 $ 13,781.2 
The Company reviews the assets of its U.S. Companies collectively and does not allocate them between the
Commercial Lines, Personal Lines and Other segments.

10. Stock-based Compensation

As of June 30, 2016, there were 4,934,810 shares, 2,420,768 shares and 705,382 shares available for grant under The
Hanover Insurance Group 2014 Long-Term Incentive Plan, The Hanover Insurance Group 2014 Employee Stock
Purchase Plan and the Chaucer Share Incentive Plan, respectively.

Compensation cost for the Company’s stock-based awards and the related tax benefits were as follows:

﻿

﻿
Three Months
Ended June 30,

Six Months
Ended June 30,

(in millions) 2016 2015 2016 2015
Stock-based compensation expense $ 2.7 $ 4.2 $ 5.5 $ 7.5 
Tax benefit (0.9) (1.4) (1.9) (2.6)
Stock-based compensation expense, net of taxes $ 1.8 $ 2.8 $ 3.6 $ 4.9 
Stock Options

Information on the Company’s stock option plans is summarized below.

﻿
﻿
﻿
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