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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

FORM 10-Q

QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF
1934

For the quarterly period ended September 30, 2016

OR

TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF
1934

For the transition period from to

Commission File Number: 000-50070

SAFETY INSURANCE GROUP, INC.

(Exact name of registrant as specified in its charter)
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20 Custom House Street, Boston, Massachusetts 02110

(Address of principal executive offices including zip code)

(617) 951-0600

(Registrant’s telephone number, including area code)

Not Applicable

(Former name or former address, if changed since last report)

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 large accelerated filer, an accelerated filer, a non-accelerated filer, or
a smaller reporting company. See definitions of “large accelerated filer,” “accelerated filer,” and “smaller reporting
company” in Rule 12b-2 of the Exchange Act. (Check one):

Large accelerated filer Accelerated filer

Non-accelerated filer Smaller reporting company

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act).
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Safety Insurance Group, Inc. and Subsidiaries
Consolidated Balance Sheets

(Dollars in thousands, except share data)

Assets

Investments:

Securities available for sale:

Fixed maturities, at fair value (amortized cost: $1,109,950 and $1,063,971)
Equity securities, at fair value (cost: $89,247 and $102,541)

Other invested assets

Total investments

Cash and cash equivalents

Accounts receivable, net of allowance for doubtful accounts

Receivable for securities sold

Accrued investment income

Taxes recoverable

Receivable from reinsurers related to paid loss and loss adjustment expenses
Receivable from reinsurers related to unpaid loss and loss adjustment expenses
Ceded unearned premiums

Deferred policy acquisition costs

Deferred income taxes

Equity and deposits in pools

Other assets

Total assets

Liabilities

Loss and loss adjustment expense reserves
Unearned premium reserves

Accounts payable and accrued liabilities
Payable for securities purchased

Payable to reinsurers

Deferred income taxes

Taxes payable

Other liabilities

Total liabilities

Commitments and contingencies (Note 7)

Shareholders’ equity

September 30,
2016
(Unaudited)

$ 1,152,283
100,621
21,622
1,274,526
52,277
199,655
647
9,602
34,614
80,632
26,600
75,099
28,132
13,789

$ 1,795,573

$ 552,242
439,732
54,382
6,342
30,393
6,079
421
18,679
1,108,270

December 31,
2015

$ 1,081,637

110,204
17,602
1,209,443
47,494
178,567
260

8,922
15,497
40,972
68,261
23,222
68,937
4,430
23,558
14,306
1,703,869

553,977
401,961
53,722
8,607
11,547

29,556
1,059,370
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Common stock: $0.01 par value; 30,000,000 shares authorized; 17,430,189 and

17,373,643 shares issued 174 174
Additional paid-in capital 183,397 179,896
Accumulated other comprehensive income, net of taxes 34,910 16,464
Retained earnings 552,657 531,800
Treasury stock, at cost: 2,279,570 shares (83,835) (83,835)
Total shareholders’ equity 687,303 644,499
Total liabilities and shareholders’ equity $ 1,795,573 $ 1,703,869

The accompanying notes are an integral part of these financial statements.
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Safety Insurance Group, Inc. and Subsidiaries
Consolidated Statements of Operations
(Unaudited)

(Dollars in thousands, except per share data)

Three Months

Ended September 30,

2016 2015
Net earned premiums $ 190,712 $ 186,582
Net investment income 8,967 9,950
Earnings from partnership investments 802 859
Net realized gains (losses) on investments 4,891 (310)
Net impairment losses on investments (a) — (434)
Finance and other service income 4,713 4,623
Total revenue 210,085 201,270
Losses and loss adjustment expenses 124,961 128,931
Underwriting, operating and related expenses 58,406 53,624
Interest expense 22 22
Total expenses 183,389 182,577
Income (loss) before income taxes 26,696 18,693
Income tax expense (credit) 8,099 6,712
Net income (loss) $ 18,597 $ 11,981
Earnings (loss) per weighted average common
share:
Basic $1.24 $ 0.80
Diluted $1.23 $ 0.80
Cash dividends paid per common share $ 0.70 $ 0.70
Number of shares used in computing earnings
(loss) per share:
Basic 14,960,516 14,880,796
Diluted 15,076,635 14,907,672

Nine Months Ended

September 30,

2016 2015

$ 563,759 $ 551,593
28,235 30,824
3,089 1,436
4,928 (72)
(429) (434)
13,282 13,564
612,864 596,911
366,084 484,281
171,876 157,919
67 67
538,027 642,267
74,837 (45,356)
22,205 (21,213)

$ 52,632 $ (24,143)

$ 3.50 $ (1.62)

$ 3.48 $ (1.62)

$ 2.10 $ 2.10

14,941,732 14,861,533
15,018,124 14,861,533

(a) No portion of the other-than-temporary impairments recognized in the period indicated were included in

comprehensive income
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The accompanying notes are an integral part of these financial statements.
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Safety Insurance Group, Inc. and Subsidiaries
Consolidated Statements of Comprehensive Income (Loss)
(Unaudited)

(Dollars in thousands)

Net income (loss)

Other comprehensive income, net of tax:

Unrealized holding gains or (losses) during the period, net of
income tax expense (benefit) of $723, ($2,489), $11,657 and
($6,105)

Reclassification adjustment for losses or gains included in net
income, net of income tax (expense) benefit of ($1,712), $109,
($1,725) and $25

Unrealized (losses) or gains on securities available for sale

Comprehensive income (loss)

Three Months Nine Months Ended

Ended September 30, September 30,

2016 2015 2016 2015

$ 18,597 $ 11,981 $ 52,632 $ (24,143)
1,343 (4,622) 21,649 (11,337)
(3,179) 202 (3,203) 47
(1,836) (4,420) 18,446 (11,290)

$ 16,761 $ 7,561 $ 71,078 $ (35,433)
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The accompanying notes are an integral part of these financial statements.
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Safety Insurance Group, Inc. and Subsidiaries

Consolidated Statements of Changes in Shareholders’ Equity

(Unaudited)

(Dollars in thousands)

Balance at

December 31, 2014
Net loss, January 1 to
September 30, 2015
Unrealized losses on
securities available for
sale, net of deferred
federal income taxes
Restricted share awards
issued

Recognition of
employee share-based
compensation, net of
deferred federal income
taxes

Exercise of options, net
of federal income taxes
Dividends paid and
accrued

Balance at

September 30, 2015

Additional
Common Paid-in
Stock Capital
$ 173 $ 175,583
1 246
2,691
196
$ 174 $ 178,716
Additional
Common Paid-in
Stock Capital

Accumulated
Other
Comprehensive
Income, Retained
Net of Taxes  Earnings
$ 28,715 $ 587,647
(24,143)
(11,290)
(31,542)
$ 17,425 $ 531,962
Accumulated
Other
Comprehensive
Income, Retained
Net of Taxes  Earnings
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Treasury
Stock

$ (83,835)

$ (83,835)

Treasury
Stock

Total
Shareholders’
Equity
$ 708,283
(24,143)
(11,290)
247
2,691
196
(31,542)
$ 644,442
Total
Shareholders’
Equity

11



Edgar Filing

Balance at

December 31, 2015 $ 174
Net income, January 1 to
September 30, 2016
Unrealized gains on
securities available for
sale, net of deferred
federal income taxes
Restricted share awards
issued

Recognition of employee
share-based
compensation, net of
deferred federal income
taxes

Exercise of options, net
of federal income taxes
Dividends paid and
accrued

Balance at

September 30, 2016 $ 174

: SAFETY INSURANCE GROUP INC - Form 10-Q

$

$

179,896

280

2,970

251

183,397

$ 16,464

18,446

$ 34910

$ 531,800

52,632

(31,775)

$ 552,657

The accompanying notes are an integral part of these financial statements.
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$ (83,835)

$ (83,835)

$

$

644,499

52,632

18,446

280

2,970
251
(31,775)

687,303
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Safety Insurance Group, Inc. and Subsidiaries
Consolidated Statements of Cash Flows
(Unaudited)

(Dollars in thousands)

Cash flows from operating activities:

Net income (loss)

Adjustments to reconcile net income (loss) to net cash provided by (used for)
operating activities:

Depreciation and amortization, net
Provision (credit) for deferred income taxes
Net realized (gains) losses on investments
Net impairment losses on investments
Earnings from partnership investments
Changes in assets and liabilities:

Accounts receivable

Accrued investment income

Receivable from reinsurers

Ceded unearned premiums

Deferred policy acquisition costs

Taxes recoverable

Other assets

Loss and loss adjustment expense reserves
Unearned premium reserves

Accounts payable and accrued liabilities
Payable to reinsurers

Other liabilities

Net cash provided by (used for) operating activities

Cash flows from investing activities:

Fixed maturities purchased

Equity securities purchased

Other invested assets purchased

Proceeds from sales and paydowns of fixed maturities

Proceeds from maturities, redemptions, and calls of fixed maturities
Proceed from sales of equity securities

Proceeds from other invested assets redeemed

Fixed assets purchased

Net cash (used for) provided by investing activities

Nine Months Ended
September 30,
2016 2015

$ 52,632 $ (24,143)

10,974 8,829
577 (497)
(4,928) 72

429 434
(3,089) (1,436)
(21,088) (18,236)
(680) 901
(6,013) (48,658)
(3,378) (2,576)
(6,162) (5,647)
15,497 (23,929)
(3,998) (5,527)
(1,735) 71,317
37,771 34,648
1,033 (23,110)
18,846 18,627
(10,877) 8,149
75,811 (10,782)

(210,063) (157,820)

(18,370) (23,725)
(3,525) (3,434)
77,514 109,346
77,995 97,403
37,486 23,032
2,656 1,195
(3,245) (3,140)
(39,552) 42,857

13
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Cash flows from financing activities:

Proceeds from stock options exercised

Excess tax (expense) benefit from stock options exercised
Dividends paid to shareholders

Net cash used for financing activities

Net increase in cash and cash equivalents

Cash and cash equivalents at beginning of year
Cash and cash equivalents at end of period

The accompanying notes are an integral part of these financial statements.

257
(6)
(31,727)
(31,476)

4,783
47,494
$ 52,277

193

2
(31,482)
(31,287)

788
42,455
$ 43,243

14
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Safety Insurance Group, Inc. and Subsidiaries
Notes to Unaudited Consolidated Financial Statements

(Dollars in thousands except per share and share data)

1. Basis of Presentation

The consolidated financial statements have been prepared on the basis of accounting principles generally accepted in
the United States of America (“GAAP”). The preparation of financial statements in conformity with GAAP requires
management to make estimates and assumptions that affect the reported amounts of assets and liabilities at the date of
the financial statements and the reported amounts of revenues and expenses during the reporting periods. Actual
results could differ from these estimates.

The consolidated financial statements include Safety Insurance Group, Inc. and its subsidiaries (the “Company”). The
subsidiaries consist of Safety Insurance Company, Safety Indemnity Insurance Company, Safety Property and

Casualty Insurance Company, Safety Asset Management Corporation (“SAMC”), and Safety Management Corporation,
which is SAMC’s holding company. All intercompany transactions have been eliminated.

The financial information for the quarter and nine months ended September 30, 2016 and 2015 is unaudited; however,
in the opinion of the Company, the information includes all adjustments, consisting only of normal recurring
adjustments, necessary for a fair presentation of the financial condition, results of operations, and cash flows for the
periods. The financial information as of December 31, 2015 is derived from the audited financial statements included
in the Company's 2015 annual report on Form 10-K filed with the SEC on February 26, 2016.

These unaudited interim consolidated financial statements may not be indicative of financial results for the full year
and should be read in conjunction with the audited financial statements included in the Company’s annual report on
Form 10-K filed with the U.S. Securities and Exchange Commission (“SEC”) on February 26, 2016.

The Company is a leading provider of property and casualty insurance focused primarily on the Massachusetts
market. The Company’s principal product line is automobile insurance. The Company operates through its insurance
company subsidiaries, Safety Insurance Company, Safety Indemnity Insurance Company, and Safety Property and
Casualty Insurance Company (together referred to as the “Insurance Subsidiaries”).

15
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The Insurance Subsidiaries began writing private passenger automobile and homeowners insurance in New
Hampshire during 2008, personal umbrella insurance in New Hampshire during 2009, and commercial automobile
insurance in New Hampshire during 2011. The Insurance Subsidiaries began writing all of these lines of business in
Maine during 2016.

2. Recent Accounting Pronouncements

In August 2016, the Financial Accounting Standards Board (“FASB”) issued Accounting Standards Update ("ASU")
No. 2016-15, Statement of Cash Flows (Topic 230): Classification of Certain Cash Receipts and Cash Payments
("ASU 2016-15"). ASU 2016-15 reduces diversity in practice in how certain transactions are classified in the
statement of cash flows. The amendments in ASU 2016-15 provide guidance on specific cash flow issues including
debt prepayment or debt extinguishment costs, settlement of zero-coupon debt instruments or other debt instruments
with coupon interest rates that are insignificant in relation to the effective interest rate of the borrowing, contingent
consideration payments made after a business combination, proceeds from the settlement of insurance claims,
proceeds from the settlement of corporate-owned life insurance policies, and distributions received from equity
method investees. ASU 2016-15 is effective for annual and interim periods beginning after December 15, 2017. The
impact of the adoption of ASU 2016-15 to the Company’s financial position and results of operations is currently being
evaluated.

In June 2016, the FASB issued Accounting Standards Update (“ASU”) 2016-13, Financial Instruments — Credit Losses
(Topic 326): Measurement of Credit Losses on Financial Statements, which amends the guidance for the impairment
of financial instruments and is expected to result in more timely recognition of impairment losses. The update
introduces an impairment model referred to as the current expected credit loss (CECL) model. The impairment

8
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Safety Insurance Group, Inc. and Subsidiaries
Notes to Unaudited Consolidated Financial Statements

(Dollars in thousands except per share and share data)

model is based on expected losses rather than incurred losses. Under the new guidance, an entity recognizes as an
allowance its estimate of expected credit losses. The ASU is also intended to reduce the complexity of the current
guidance by decreasing the number of credit impairment models that entities use to account for debt instruments. For
public business entities that are SEC filers, the amendments in ASU No. 2016-13 are effective for fiscal years
beginning after December 15, 2019, including interim periods within those fiscal years. Entities may adopt the
amendments in this update earlier as of the fiscal years beginning after December 15, 2018, including interim periods
within those fiscal years. The impact of the adoption of ASU 2016-13 to the Company’s financial position and results
of operations is currently being evaluated.

In March 2016, the FASB issued Accounting Standards Update (“ASU”) 2016-09, Compensation-Stock Compensation
(Topic 718): 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 impact of the adoption of ASU 2016-01 to the Company’s
financial position and results of operations is currently being evaluated.

In February 2016, the FASB issued ASU No. 2016-02, Leases (ASU 2016-02”). ASU 2016-02 establishes a
right-of-use (ROU) model that requires a lessee to record a ROU asset and a lease liability on the balance sheet for all
leases with terms longer than 12 months. Leases will be classified as either finance or operating, with classification
affecting the pattern of expense recognition in the income statement. The new standard is effective for fiscal years
beginning after December 15, 2018, including interim periods within those fiscal years. A modified retrospective
transition approach is required for lessees for capital and operating leases existing at, or entered into after, the
beginning of the earliest comparative period presented in the financial statements, with certain practical expedients
available. The impact of the adoption of ASU 2016-02 to the Company’s financial position and results of operations is
currently being evaluated.

In January 2016, the FASB issued ASU 2016-01, Financial Instruments-Overall (Subtopic 825-10), Recognition and
Measurement of Financial Assets and Financial Liabilities (“ASU 2016-01"). The amendments in this ASC update
address certain aspects of recognition, measurement, presentation and disclosure of financial instruments. ASU

17
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2016-01: (1) requires equity investments (except those accounted for under the equity method or those that result in

the consolidation of the investee) to be measured at fair value with changes in the fair value recognized in net income;
(2) simplifies the impairment assessment of equity investments without readily determinable fair values by requiring a

qualitative assessment to identify impairment; (3) requires the use of the exit price notion when measuring the fair
value of financial instruments for disclosure purposes; and (4) requires separate presentation of financial assets and
financial liabilities by measurement category and form of financial asset on the balance sheet or the notes to the
financial statements. These amendments are effective for fiscal years beginning after December 15, 2017, including
interim periods within those fiscal years. The impact of the adoption of ASU 2016-01 to the Company’s financial
position and results of operations is currently being evaluated.

In May 2015, the FASB issued ASU 2015-09, Disclosures about Short-Duration Contracts (“ASU 2015-09”). ASU
2015-09 requires companies that issue short duration contracts to disclose additional information, including: (i)
incurred and paid claims development tables; (ii) frequency and severity of claims; and (iii) information about
material changes in judgments made in calculating the liability for unpaid claim adjustment expenses, including
reasons for the change and the effects on the financial statements. ASU 2015-09 is effective for annual periods
beginning after December

9
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Notes to Unaudited Consolidated Financial Statements

(Dollars in thousands except per share and share data)

15, 2015, and interim periods within annual periods beginning after December 15, 2016. The amendments in ASU
2015-09 should be applied retrospectively by providing comparative disclosures for each period presented, except for
those requirements that apply only to the current period. As the requirements of this literature are disclosure only, the
application of this guidance will not impact our financial condition, results of operations or cash flows.

In May 2015, the FASB issued ASU 2015-07, Fair Value Measurement Disclosures for Investments in Certain
Entities that Calculate Net Asset Value per Share (or Its Equivalent) (“ASU 2015-07”). ASU 2015-07 removes the
requirement to categorize within the fair value hierarchy all investments for which fair value is measured using the net
asset value per share practical expedient. The reporting entity should continue to disclose information on investments
for which fair value is measured at net asset value (or its equivalent) as a practical expedient to help users understand
the nature and risks of the investments and whether the investments, if sold, are probable of being sold at amounts
different from net asset value. ASU 2015-07 is effective for fiscal years beginning after December 31, 2015. The
Company adopted the updated accounting guidance retrospectively. The Company adjusted its previously reported
financial information included herein to reflect the change in accounting guidance for assets measured using the net
asset value. The impact of adopting the new accounting standard resulted in excluding a real estate investment trust of
$19,653 and $19,097 from the fair value level disclosures as of September 30, 2016 and December 31, 2015.

In April 2015, the FASB issued ASU No. 2015-03, Imputation of Interest (“ASU 2015-03). ASU 2015-03 simplifies
the presentation of debt issuance costs as the amendments in this update require that debt issuance costs be presented
in the balance sheet as a direct deduction from the carrying amount of debt liability, consistent with debt discounts or
premiums. The recognition and measurement guidance for debt issuance costs are not affected by the amendments in
this update. ASU 2015-03 is effective for annual and interim reporting periods beginning after December 15, 2015.
The standard requires a retrospective approach where the balance sheet of each individual period presented should be
adjusted to reflect the period-specific effects of applying the new guidance. The standard also requires compliance
with applicable disclosures for a change in an accounting principle. The Company’s adoption of ASU 2015-03 had no
impact on the Company’s financial position, results of operations or cash flows.

In August 2014, the FASB issued ASU No. 2014-15, “Presentation of Financial Statements — Going Concern (Subtopic
205-40): Disclosures of Uncertainties about an Entity’s Ability as a Going Concern” (“ASU 2014-15”). ASU 2014-15
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. ASU 2014-15 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 ASU 2014-15 to have any impact on its financial position, results of operations, or cash flows.
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In June 2014, the FASB issued ASU No. 2014-12, "Compensation—Stock Compensation (Topic 718): Accounting for
Share-Based Payments When the Terms of an Award Provide That a Performance Target Could Be Achieved After
the Requisite Service Period" ("ASU 2014-12"), which revises the accounting treatment for stock compensation tied to
performance targets. ASU 2014-12 is effective for calendar years beginning after December 15, 2015. The impact of
adoption was not material to the Company’s financial position, results of operations or cash flows.

In May 2014, the FASB issued as final, ASU 2014-09, “Revenue from Contracts with Customers (Topic 606)” which
supersedes virtually all existing revenue recognition guidance under GAAP. The update's core principle is that an
entity should recognize revenue to depict the transfer of promised goods or services to customers in an amount that
reflects the consideration to which the entity expects to be entitled in exchange for those goods or services. The update
is effective for interim and annual reporting periods in fiscal years beginning after December 15, 2017 and allows
early adoption. ASU 2014-09 allows for the use of either the retrospective or modified retrospective approach of
adoption. The Company does not expect the adoption of ASU 2014-09 to have a material impact on its financial
position, results of operations, or cash flows.

10
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Notes to Unaudited Consolidated Financial Statements

(Dollars in thousands except per share and share data)

3. Earnings (loss) per Weighted Average Common Share

Basic earnings (loss) per weighted average common share (“EPS”) are calculated by dividing net income (loss) by the
weighted average number of basic common shares outstanding during the period. Diluted earnings (loss) per share
amounts are based on the weighted average number of common shares including non-vested performance stock grants
and the net effect of potentially dilutive common stock options.

The following table sets forth the computation of basic and diluted EPS for the periods indicated.

Three Months Nine Months Ended

Ended September 30, September 30,

2016 2015 2016 2015
Earnings attributable to common shareholders -
basic and diluted:
Net income (loss) from continuing operations $ 18,597 $ 11,981 $ 52,632 $ (24,143)
Allocation of income for participating shares (119) (90) (363) —
Net income (loss) from continuing operations
attributed to common shareholders $ 18,478 $ 11,891 $ 52,269 $ (24,143)
Earnings per share denominator - basis and diluted
Total weighted average common shares outstanding,
including participating shares 15,056,646 14,993,162 15,045,375 14,982,697
Less: weighted average participating shares (96,130) (112,366) (103,643) (121,164)
Basic earnings per share denominator 14,960,516 14,880,796 14,941,732 14,861,533
Common equivalent shares- stock options — 1,292 179 — 1
Common equivalent shares- non-vested
performance stock grants 116,119 25,584 76,213 — 2)
Diluted earnings per share denominator 15,076,635 14,907,672 15,018,124 14,861,533
Basic earnings (loss) per share $1.24 $ 0.80 $ 3.50 $ (1.62)
Diluted earnings (loss) per share $1.23 $ 0.80 $ 3.48 $ (1.62)

21



Edgar Filing: SAFETY INSURANCE GROUP INC - Form 10-Q

Undistributed earnings (loss) attributable to
common shareholders - basic and diluted:
Net income (loss) from continuing operations

attributable to common shareholders -Basic $1.24
Dividends declared (0.70)
Undistributed earnings (loss) $ 0.54
Net income (loss) from continuing operations

attributable to common shareholders -Diluted $1.23
Dividends declared (0.70)
Undistributed earnings (loss) $ 0.53

$ 0.80
(0.70)
$ 0.10

$ 0.80
(0.70)
$ 0.10

$ 3.50
(2.10)
$ 1.40

$ 3.48
(2.10)
$ 1.38

$ (1.62)
(2.10)
$ (3.72)

$ (1.62)
(2.10)
$ (3.72)

(1) Excludes 1,735 of common equivalent shares related to stock options because their inclusion would be anti

dilutive due to the net loss of the Company.

(2) Excludes 55,912 of common equivalent shares related to non-vested performance stock grants because their

inclusion would be anti dilutive due to the net loss of the Company.

Diluted EPS excludes stock options with exercise prices and exercise tax benefits greater than the average market

price of the Company’s common stock during the period because their inclusion would be anti-dilutive. There were no

anti-dilutive shares related to non vested performance stock grants for the three months ended September 30, 2016.

There were 36 anti-dilutive shares related to non vested performance stock grants for the nine months ended

September 30, 2016, respectively.

11
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4. Share-Based Compensation

Management Omnibus Incentive Plan

Long-term incentive compensation is provided under the Company’s 2002 Management Omnibus Incentive Plan (“the
Incentive Plan”) which provides for a variety of share-based compensation awards, including nonqualified stock
options, incentive stock options, stock appreciation rights and restricted stock (“RS”) awards.

The maximum number of shares of common stock with respect to which awards may be granted is 2,500,000. The
Incentive Plan was amended in March of 2013 to remove "share recycling" plan provisions. Hence, shares of stock
covered by an award under the Incentive Plan that are forfeited are no longer available for issuance in connection with
2013 and future grants of awards. At September 30, 2016, there were 279,142 shares available for future grant. The
Board of Directors and the Compensation Committee intend to issue more awards under the Incentive Plan in the
future.

Accounting and Reporting for Stock-Based Awards

Accounting Standards Codification (“ASC”) 718, Compensation —Stock Compensation requires the Company to measure
and recognize the cost of employee services received in exchange for an award of equity instruments. Under the
provisions of ASC 718, share-based compensation cost is measured at the grant date, based on the fair value of the

award, and is recognized as an expense over the requisite service period (generally the vesting period of the equity

grant).

The following table summarizes stock option activity under the Incentive Plan for the nine months ended
September 30, 2016.
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Weighted
Shares Weighted Average Aggregate
Under Average Remaining Intrinsic
Option Exercise Price Contractual Term Value
Outstanding at beginning of year 6,200 $ 4285
Exercised (6,000) $ 4285
Forfeitures (200) $ 4285
Outstanding at end of period — $  — none $ —
Exercisable at end of period — $  — none $ —

As of September 30, 2016, all stock option awards have expired and all compensation expense related to stock option
awards has been recognized. The total intrinsic value of options exercised during the nine months ended

September 30, 2016 and 2015 was $85 and $95, respectively. Cash received from stock options exercised was $257
and $193 for the nine months ended September 30, 2016 and 2015, respectively.

Restricted Stock

Service-based restricted stock awarded in the form of unvested shares is recorded at the market value of the Company’s
common stock on the grant date and amortized ratably as compensation expense over the requisite service

period. Service-based restricted stock awards generally vest over a three-year period and vest 30% on the first and
second anniversaries of the grant date and 40% on the third anniversary of the grant date, except for non-executive
employees’ restricted stock awards which vest ratably over a five-year service period and independent directors’ stock
awards which vest immediately. Our independent directors are subject to stock ownership guidelines, which require
them to have a value four times their annual cash retainer.

12
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In addition to service-based awards, the Company grants performance-based restricted shares to certain employees.
These performance shares cliff vest after a three-year performance period provided certain performance measures are
attained. A portion of these awards, which contain a market condition, vest according to the level of total shareholder
return achieved by the Company compared to its property-casualty insurance peers over a three-year period. The
remainder, which contain a performance condition, vest according to the level of Company’s combined ratio results
compared to a target based on its property-casualty insurance peers.

Actual payouts can range from 0% to 200% of target shares awarded depending upon the level of achievement of the
respective market and performance conditions during a three calendar-year performance period. Compensation
expense for share awards with a performance condition is based on the probable number of awards expected to vest
using the performance level most likely to be achieved at the end of the performance period.

Performance-based awards with market conditions are accounted for and measured differently from awards that have
a performance or service condition. The effect of a market condition is reflected in the award’s fair value on the grant
date. That fair value is recognized as compensation cost over the requisite service period regardless of whether the
market-based performance objective has been satisfied.

All of the Company’s restricted stock awards are issued as incentive compensation and are equity classified.

The following table summarizes restricted stock activity under the Incentive Plan during the nine months ended
September 30, 2016, assuming a target payout for the 2016 performance-based shares.

Shares Weighted  Performance-based Weighted

Under Average Shares Under Average

Restriction Fair Value Restriction Fair Value
Outstanding at beginning of year 112,024 $ 5444 99,101 $ 55.55
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Granted 46,556 56.09 44,626 61.07
Vested and unrestricted (56,279) 53.43 (15,289) 47.42
Forfeited (6,808) 50.02 (33,828) 52.07
Outstanding at end of period 95,493 $ 55.86 94,610 $ 57.60

As of September 30, 2016, there was $7,465 of unrecognized compensation expense related to non-vested restricted
stock awards that is expected to be recognized over a weighted average period of 2.4 years. The total fair value of the
shares that were vested and unrestricted during the nine months ended September 30, 2016 and 2015 was $3,732 and
$2,897, respectively. For the nine months ended September 30, 2016 and 2015, the Company recorded compensation
expense related to restricted stock of $2,048 and $1,710, net of income tax benefits of $1,103 and $921, respectively.

13
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5. Investments

The gross unrealized gains and losses on investments in fixed maturity securities, including redeemable preferred
stocks that have characteristics of fixed maturities, and equity securities, including interests in mutual funds, and other
invested assets were as follows for the periods indicated.

U.S. Treasury securities
Obligations of states and political
subdivisions

Residential mortgage-backed securities
ey

Commercial mortgage-backed
securities

Other asset-backed securities
Corporate and other securities
Subtotal, fixed maturity securities
Equity securities (2)

Other invested assets (5)

Totals

U.S. Treasury securities

As of September 30, 2016

Cost or Gross

Amortized Unrealized

Cost Gains

$ 1,805 $5
380,147 25,026
249,186 7,154
31,526 1,184
53,848 359
393,438 11,630
1,109,950 45,358
89,247 13,621
21,622 —

$ 1,220,819 $ 58,979

As of December 31, 2015

Cost or Gross
Amortized Unrealized
Cost Gains
$ 1,805 $ —

Gross Unrealized Losses (3)

Non-OTTI OTTI Estimated
Unrealized Unrealized Fair
Losses Losses (4) Value
$ (D $  — $ 1,809
(301) — 404,872
(156) — 256,184
— — 32,710
— — 54,207
(2,567) — 402,501
(3,025) — 1,152,283
(2,247) — 100,621
— — 21,622
$ (5,272 $ — $ 1,274,526
Gross Unrealized Losses (3)
Non-OTTI OTTI Estimated
Unrealized Unrealized Fair
Losses Losses (4) Value
$ 4 $ — $1.801
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Obligations of states and political

subdivisions 377,188 21,160 (426) — 397,922
Residential mortgage-backed

securities (1) 237,896 5,188 (1,628) — 241,456
Commercial mortgage-backed

securities 28,851 30 (218) — 28,663
Other asset-backed securities 24,037 39 (145) — 23,931
Corporate and other securities 394,194 4,191 (10,521) — 387,864
Subtotal, fixed maturity securities 1,063,971 30,608 (12,942) — 1,081,637
Equity securities (2) 102,541 13,498 (5,835) — 110,204
Other invested assets (5) 17,602 — — — 17,602
Totals $ 1,184,114  $ 44,106 $ (18,777 $ — $ 1,209,443

(1) Residential mortgage-backed securities consists primarily of obligations of U.S. Government agencies including
collateralized mortgage obligations issued, guaranteed and/or insured by the following issuers:
Government National Mortgage Association (GNMA), Federal Home Loan Mortgage Corporation (FHLMC),
Federal National Mortgage Association (FNMA) and the Federal Home Loan Bank (FHLB).

(2) Equity securities included interests in mutual funds held to fund the Company’s executive deferred compensation
plan.

(3) Our investment portfolio included 204 and 514 securities in an unrealized loss position at September 30, 2016 and
December 31, 2015, respectively.

(4) Amounts in this column represent other-than-temporary impairment (“OTTI”) recognized in accumulated other
comprehensive income.

(5) Other invested assets are accounted for under the equity method which approximated fair value.

14
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The amortized cost and the estimated fair value of fixed maturity securities, by maturity, are shown below for the
period indicated. Expected maturities will differ from contractual maturities because borrowers may have the right to
call or prepay obligations with or without call or prepayment penalties.

As of September 30, 2016

Amortized Estimated

Cost Fair Value
Due in one year or less $ 37,219 $ 37,560
Due after one year through five years 395,168 411,320
Due after five years through ten years 308,632 324,502
Due after ten years through twenty years 30,786 31,878
Due after twenty years 3,585 3,922
Asset-backed securities 334,560 343,101
Totals $ 1,109,950 $ 1,152,283

The gross realized losses and gains on sales of investments were as follows for the periods indicated.

Three Months Nine Months Ended

Ended September 30, September 30,

2016 2015 2016 2015
Gross realized gains
Fixed maturity securities $ 429 $ 81 $ 653 $ 346
Equity securities 5,031 1,022 6,142 2,465
Gross realized losses
Fixed maturity securities — (1,302) 991) (2,520)
Equity securities (569) (111) (876) (363)

Net realized gains (losses) on investments $ 4,891 $ (310) $4928 $ (72)

In the normal course of business, the Company enters into transactions involving various types of financial
instruments, including investments in fixed maturities and equity securities. Investment transactions have credit
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exposure to the extent that a counter party may default on an obligation to the Company. Credit risk is a consequence
of carrying, trading and investing in securities. To manage credit risk, the Company focuses on higher quality fixed
income securities, reviews the credit strength of all companies in which it invests, limits its exposure in any one
investment and monitors the portfolio quality, taking into account credit ratings assigned by recognized statistical

rating organizations.

The following tables as of September 30, 2016 and December 31, 2015 present the gross unrealized losses included in
the Company’s investment portfolio and the fair value of those securities aggregated by investment category. The
tables also present the length of time that they have been in a continuous unrealized loss position.

U.S. Treasury securities

Obligations of states and political

subdivisions

Residential mortgage-backed
securities

Commercial mortgage-backed
securities

Other asset-backed securities
Corporate and other securities
Subtotal, fixed maturity
securities

Equity securities

Total temporarily impaired
securities

15

As of September 30, 2016

Less than 12 Months

Estimated Unrealized Estimated Unrealized
Fair Value Losses

Fair Value Losses

$ 1,001
26,437

23,640

37,332

88,410
6,381

$ 94,791

$ 1
301

111

1,907

2,320
265

$ 2,585

12 Months or More

$ —

4,204

11,747

15,951
15,052

$ 31,003

$ —

45

660

705
1,982

$ 2,687

Total
Estimated
Fair Value
$ 1,001

26,437

27,844

49,079

104,361
21,433

$ 125,794

Unrealized
Losses
$ 1

301

156

2,567

3,025
2,247

$ 5272
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U.S. Treasury securities
Obligations of states and
political subdivisions
Residential mortgage-backed
securities

Commercial mortgage-backed
securities

Other asset-backed securities
Corporate and other securities
Subtotal, fixed maturity
securities

Equity securities

Total temporarily impaired
securities

As of December 31, 2015

Less than 12 Months

Estimated

Fair Value

$ 1,801
34,837
85,561
26,113
14,454
173,493

336,259
19,409

$ 355,668

Other-Than-Temporary Impairments

Unrealized
Losses

$ 4
342
860
218
145
5,528

7,097
1,739

$ 8,836

12 Months or More

Estimated Unrealized

Fair Value Losses

$ —
4,777

32,845

33,522

71,144
12,054

$ 83,198

$_
84

768

4,993

5,845
4,096

$ 9,941

Total
Estimated
Fair Value
$ 1,801

39,614
118,406
26,113
14,454
207,015

407,403
31,463

$ 438,866

Unrealized

Losses

$ 4
426
1,628
218
145
10,521

12,942
5,835

$ 18,777

ASC 320, Investments — Debt and Equity Securities requires entities to separate an OTTI of a debt security into two
components when there are credit related losses associated with the impaired debt security for which the Company
asserts that it does not have the intent to sell the security, and it is more likely than not that it will not be required to
sell the security before recovery of its cost basis. Under ASC 320, the amount of the OTTI related to a credit loss is
recognized in earnings, and the amount of the OTTI related to other factors is recorded as a component of other
comprehensive income (loss). In instances where no credit loss exists but it is more likely than not that the Company
will have to sell the debt security prior to the anticipated recovery, the decline in market value below amortized cost is
recognized as an OTTI in earnings. In periods after the recognition of an OTTI on debt securities, the Company
accounts for such securities as if they had been purchased on the measurement date of the OTTTI at an amortized cost
basis equal to the previous amortized cost basis less the OTTI recognized in earnings. For debt securities for which
OTTI was recognized in earnings, the difference between the new amortized cost basis and the cash flows expected to
be collected will be accreted or amortized into net investment income.
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The Company holds no subprime mortgage debt securities. All of the Company’s holdings in mortgage-backed
securities are either U.S. Government or Agency guaranteed or are rated investment grade by either Moody’s or
Standard & Poor’s.

The unrealized losses in the Company’s fixed income and equity portfolio as of September 30, 2016 were reviewed for
potential other-than-temporary asset impairments. The Company held three debt securities at September 30, 2016
with a material (20% or greater) unrealized loss for four or more consecutive quarters that additionally had certain
qualitative factors that led to an impairment assessment. As a result of our analysis, during the three months ended
September 30, 2016, the Company recognized no OTTI. During the nine months ended September 30, 2016, the
Company recognized OTTI of $429, which consisted entirely of credit losses related to fixed maturity

securities. During both the three and nine months ended September 30, 2015, the Company recognized OTTI of $434,
which consisted entirely of credit losses related to fixed maturity securities.

Specific qualitative analysis was also performed for any additional securities appearing on the Company’s “Watch List,”
if any. Qualitative analysis considered such factors as the financial condition and the near term prospects of the

issuer, whether the debtor is current on its contractually obligated interest and principal payments, changes to the

rating of the security by a rating agency and the historical volatility of the fair value of the security.

The qualitative analysis performed by the Company concluded that outside of the securities that were recognized
through OTTI, the unrealized losses recorded on the investment portfolio at September 30, 2016 resulted from
fluctuations in market interest rates and other temporary market conditions as opposed to fundamental changes in the
credit quality of the issuers of such securities. Therefore, decreases in fair values of the Company’s securities are
viewed as being temporary.
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The following table summarizes the credit loss recognized in earnings related to fixed maturity securities.

Nine Months
Three Months Ended
Ended September 30, September 30,
2016 2015 2016 2015
Credit losses on fixed maturity securities, beginning of period $ 1,055 $ - $79 § -
Add: credit losses on OTTI not previously recognized - 434 429 434
Less: credit losses on securities sold - - (170) -
Less: credit losses on securities impaired due to intent to sell - - - -
Add: credit losses on previously impaired securities - - - -
Less: increases in cash flows expected on previously impaired
securities - - - -
Credit losses on fixed maturity securities, end of period $ 1,055 $ 434 $ 1,055 $ 434

At September 30, 2016 and December 31, 2015, there were no amounts included in accumulated other comprehensive
income related to securities which were considered by the Company to be other-than-temporarily impaired.

Based upon the qualitative analysis performed, the Company’s decision to hold these securities, the Company’s current
level of liquidity and our history of positive operating cash flows, management believes it is more likely than not that

it will not be required to sell any of its securities before the anticipated recovery in the fair value to its amortized cost
basis.

Net Investment Income

The components of net investment income were as follows:
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Three Months Nine Months Ended

Ended September 30, September 30,

2016 2015 2016 2015
Interest on fixed maturity securities $ 8,716 $ 9,663 $ 27245 $ 29,820
Dividends on equity securities 652 733 2,212 2,155
Equity in earnings of other invested assets 245 194 661 785
Interest on other assets 16 18 48 58
Interest on cash and cash equivalents — 1 43 3
Total investment income 9,629 10,609 30,209 32,821
Investment expenses 662 659 1,974 1,997
Net investment income $ 8,967 $ 9,950 $ 28,235 $ 30,824

Fair Value Measurements

ASC 820, Fair Value Measurements and Disclosure provides a revised definition of fair value, establishes a

framework for measuring fair value and expands financial statement disclosure requirements for fair value

information. Under ASC 820, fair value is defined as the price that would be received to sell an asset or paid to

transfer a liability in an orderly transaction between market participants (an exit price). ASC 820 establishes a fair
value hierarchy that distinguishes between inputs based on market data from independent sources (“‘observable inputs™)
and a reporting entity’s internal assumptions based upon the best information available when external market data is
limited or unavailable (“unobservable inputs”). The fair value hierarchy in ASC 820 prioritizes fair value measurements
into three levels based on the nature of the inputs as follows:

Level 1 — Valuations based on quoted prices in active markets for identical assets and liabilities;

Level 2 — Valuations based on observable inputs that do not meet the criteria for Level 1, including quoted prices in
inactive markets and quoted prices in active markets for similar, but not identical instruments; and

17
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Level 3 — Valuations based on unobservable inputs.

Fair values for the Company’s fixed maturity securities are based on prices provided by its custodian bank and its
investment managers. Both the Company’s custodian bank and investment managers use a variety of independent,
nationally recognized pricing services to determine market valuations. If the pricing service cannot provide fair value
determinations, the Company obtains non-binding price quotes from broker-dealers. A minimum of two quoted prices
is obtained for the majority of the Company’s available-for-sale fixed maturity securities in its investment portfolio.
The Company uses a third-party pricing service as its primary provider of quoted prices from third-party pricing
services and broker-dealers. To provide reasonable assurance of the validity of each price or quote, a secondary
third-party pricing service or broker-dealer quote is obtained from the Company’s custodian or investment managers.
An examination of the pricing data is then performed for each security. If the variance between the primary and
secondary price quotes for a security is within an accepted tolerance level, the quoted price obtained from the
Company’s custodian bank is used in the financial statements for the security. If the variance between the primary and
secondary price quotes exceeds an accepted tolerance level, the Company obtains a quote from an alternative source,
if possible, and documents and resolves any differences between the pricing sources. In addition, the Company may
request that its investment managers and its traders provide input as to which vendor is providing prices that its traders
believe are reflective of fair value for the security. Following this process, the Company may decide to value the
security in its financial statements using the secondary or alternative source if it believes that pricing is more reflective
of the security’s value than the primary pricing provided by its custodian bank. The Company analyzes market
valuations received to verify reasonableness, to understand the key assumptions used and their sources, and to
determine an appropriate ASC 820 fair value hierarchy level based upon trading activity and the observability of
market inputs. Based on this evaluation and investment class analysis, each price is classified into Level 1, 2 or 3.

Fair values of instruments are based on (i) quoted prices in active markets for identical assets (Level 1), (ii) quoted
prices for similar instruments in active markets, quoted prices for identical or similar instruments in markets that are
not active and model-derived valuations in which all significant inputs are observable in active markets (Level 2) or
(iii) valuations derived from valuation techniques in which one or more significant inputs are unobservable in the
marketplace (Level 3).

The Company’s Level 1 securities consist of equity securities whose values are based on quoted prices in active
markets for identical assets. The Company’s Level 2 securities are comprised of available-for-sale fixed maturity
securities whose fair value was determined using observable market inputs. The Company’s Level 3 security consists
of an investment in the Federal Home Loan Bank of Boston related to Safety Insurance Company’s membership stock,
which is not redeemable in a short-term time frame. Fair values for securities for which quoted market prices were
unavailable were estimated based upon reference to observable inputs such as benchmark interest rates, market
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comparables, and other relevant inputs. Investments valued using these inputs include U.S. Treasury securities,
obligations of states and political subdivisions, corporate and other securities, commercial and residential
mortgage-backed securities, and other asset-backed securities. Inputs into the fair value application that are utilized
by asset class include but are not limited to:

- Obligations of states and political subdivisions: overall credit quality, including assessments of market sectors and
the level and variability of sources of payment such as general obligation, revenue or lease; credit support such as
insurance, state or local economic and political base, prefunded and escrowed to maturity covenants.

- Corporate and other securities: overall credit quality, the establishment of a risk adjusted credit spread over the
applicable risk-free yield curve for discounted cash flow valuations; assessments of the level of industry economic
sensitivity, company financial policies, indenture restrictive covenants, and/or security and collateral.

: Residential mortgage-backed securities, U.S. agency pass-throughs, collateralized mortgage
obligations (“CMOs”), non U.S. agency CMOs: estimates of prepayment speeds based upon historical
prepayment rate trends, underlying collateral interest rates, original weighted average maturity, vintage
year, borrower credit

18
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quality characteristics, interest rate and yield curve forecasts, U.S. government support programs, tax policies, and

delinquency/default trends.

- Commercial mortgage-backed securities: overall credit quality, including assessments of the level and variability of
credit support and collateral type such as office, retail, or lodging, predictability of cash flows for the deal structure,
prevailing economic market conditions.

- Other asset-backed securities: overall credit quality, estimates of prepayment speeds based upon historical trends
and characteristics of underlying loans, including assessments of the level and variability of collateral, revenue
generating agreements, area licenses agreements, product sourcing agreements and equipment and property leases.
Federal Home Loan Bank of Boston (“FHLB-Boston”): value is equal to the cost of the member stock purchased.

In order to ensure the fair value determination is representative of an exit price (consistent with ASC 820), the
Company’s procedures for validating quotes or prices obtained from third parties include, but are not limited to,
obtaining a minimum of two price quotes for each fixed maturity security if possible, as discussed above, the periodic
testing of sales activity to determine if there are any significant differences between the market price used to value the
security as of the balance sheet date and the sales price of the security for sales that occurred around the balance sheet
date, and the periodic review of reports provided by its external investment manager regarding those securities with
ratings changes and securities placed on its “Watch List.” In addition, valuation techniques utilized by pricing services
and prices obtained from external sources are reviewed by the Company’s external investment manager, whose
investment professionals are familiar with the securities being priced and the markets in which they trade, to ensure
the fair value determination is representative of an exit price (consistent with ASC 820).

All unadjusted estimates of fair value for our fixed maturities priced by the pricing services as described above are
included in the amounts disclosed in Level 2. With the exception of the FHLB-Boston security, which are categorized
as a Level 3 security, the Company’s entire available-for-sale portfolio was priced based upon quoted market prices or
other observable inputs as of September 30, 2016. There were no significant changes to the valuation process during
the nine months ended September 30, 2016. As of September 30, 2016 and December 31, 2015, no quotes or prices
obtained were adjusted by management. All broker quotes obtained were non-binding.

At September 30, 2016 and December 31, 2015, investments in fixed maturities and equity securities classified as
available-for-sale had a fair value which equaled carrying value of $1,252,904 and $1,191,841, respectively. We have
no short-term investments. The carrying values of cash and cash equivalents and investment income accrued
approximated fair value.
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The following tables summarize the Company’s total fair value measurements for available-for-sale investments for

the periods indicated.

U.S. Treasury securities

Obligations of states and political
subdivisions

Residential mortgage-backed securities
Commercial mortgage-backed securities
Other asset-backed securities

Corporate and other securities

Equity securities

Total investment securities

19

As of September 30, 2016

Total Level 1 Inputs  Level 2 Inputs

$ 1,809 $ — $ 1,809
404,872 — 404,872
256,184 — 256,184
32,710 — 32,710
54,207 — 54,207
402,501 — 402,501
80,968 80,290 —

$ 1,2332251 $ 80,290 $ 1,152,283

Level 3 Inputs
$  —

678
$ 678
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As of December 31, 2015

Total
U.S. Treasury securities $ 1,801
Obligations of states and political
subdivisions 397,922
Residential mortgage-backed securities 241,456
Commercial mortgage-backed securities 28,663
Other asset-backed securities 23,931
Corporate and other securities 387,864
Equity securities 91,107
Total investment securities $ 1,172,744

$

$

Level 1 Inputs

90,560
90,560

Level 2 Inputs

$

$

1,801

397,922
241,456
28,663
23,931
387,864

1,081,637

Level 3 Inputs

$

There were no transfers between Level 1 and Level 2 during the three and nine months ended September 30, 2016 and

2015.

The following table summarizes the changes in the Company’s Level 3 fair value securities for the periods indicated.

Balance at beginning of period

Net gains and losses included in earnings

Net gains included in other comprehensive income
Purchases

Sales

Transfers into Level 3

Transfers out of Level 3

Balance at end of period

Three Months

Ended September 30,
2016 2015
Level 3 Level 3
Fair Value Fair Value
Securities  Securities
$ 678 547

$ 678 $ 547

$ — $ —

Nine Months Ended

September 30,

2016 2015

Level 3 Level 3

Fair Valudair Value

SecuritiesSecurities

$547 $ 505
131 42

$ 678 $ 547

$ — $ —
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Amount of total losses included in earnings attributable to the
change in unrealized losses related to assets still held at end of
period

Transfers in and out of Level 3 are attributable to changes in the ability to observe significant inputs in determining
fair value exit pricing. As noted in the table above, no transfers were made in or out of Level 3 during 2016 and 2015.
The Company held one Level 3 security at September 30, 2016 and September 30, 2015.

As of September 30, 2016 and December 31, 2015, there were approximately $19,653 and $19,097 in a real estate
investment trust (“REIT”). The REIT is excluded from the fair value hierarchy because the fair value is recorded using
the net asset value per share practical expedient. The net asset value per share of this REIT is derived from member
ownership in the capital venture to which a proportionate share of independently appraised net assets is

attributed. The fair value was determined using the trust’s net asset value obtained from its audited financial
statements. The Company is required to submit a request 45 days before a quarter end to dispose of the security.
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6. Loss and Loss Adjustment Expense Reserves

The following table sets forth a reconciliation of beginning and ending reserves for losses and loss adjustment
expenses (“LAE”), as shown in the Company’s consolidated financial statements for the periods indicated.

Nine Months Ended

September 30,

2016 2015
Reserves for losses and LAE at beginning of year $ 553,977  $ 482,012
Less receivable from reinsurers related to unpaid losses and LAE (68,261) (61,245)
Net reserves for losses and LAE at beginning of year 485,716 420,767
Incurred losses and LAE, related to:
Current year 399,685 504,073
Prior years (33,601) (19,792)
Total incurred losses and LAE 366,084 484,281
Paid losses and LAE related to:
Current year 229,081 310,803
Prior years 151,109 114,994
Total paid losses and LAE 380,190 425,797
Net reserves for losses and LAE at end of period 471,610 479,251
Plus receivable from reinsurers related to unpaid losses and LAE 80,632 74,078
Reserves for losses and LAE at end of period $ 552,242 $ 553,329

At the end of each period, the reserves were re-estimated for all prior accident years. The Company’s prior year
reserves decreased by $33,601 and $19,792 for the nine months ended September 30, 2016 and 2015, respectively,
and resulted from re-estimations of prior years ultimate loss and LAE liabilities. The decreases in prior years reserves
during the nine months ended September 30, 2016 and 2015, periods are primarily composed of reductions in our
retained automobile and retained homeowners reserves.
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The Company's automobile lines of business reserves decreased for the nine months ended September 30, 2016 and
2015, primarily due to fewer incurred but not yet reported claims than previously estimated and better than previously
estimated severity on the Company’s established bodily injury and property damage case reserves. Due to the nature of
the risks that the Company underwrites and has historically underwritten, management does not believe that it has an
exposure to asbestos or environmental pollution liabilities.

7. Commitments and Contingencies

On December 15, 2015, the Company filed for arbitration with a reinsurer in regards to the reinsurance recoverable
resulting from the 2015 winter storm losses that are admissible under our contract. The total amount of recoverable in
dispute, which is based on our total incurred loss, is $22,838. No provision for collectability has been recorded in the
financial statements as we believe the recoverable is valid and will be recovered.

Various claims, generally incidental to the conduct of normal business, are pending or alleged against the Company
from time to time. In the opinion of management, based in part on the advice of legal counsel, the ultimate resolution
of such claims will not have a material adverse effect on the Company’s consolidated financial statements. However, if
estimates of the ultimate resolutions of those proceedings are revised, liabilities related to those proceedings could be
adjusted in the near term.

Massachusetts law requires that insurers licensed to do business in Massachusetts participate in the Massachusetts
Insurers Insolvency Fund (“Insolvency Fund”). Members of the Insolvency Fund are assessed a proportionate share of
the obligations and expenses of the Insolvency Fund in connection with an insolvent insurer. It is anticipated that
there will be additional assessments from time to time relating to various insolvencies. Although the
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timing and amounts of any future assessments are not known, based upon existing knowledge, management’s opinion
is that such future assessments are not expected to have a material effect upon the financial position of the Company.

8. Debt

The Company has a Revolving Credit Agreement (the “Credit Agreement”) with Citizens Bank, N.A. (formerly known
as RBS Citizens, N.A. (“Citizens Bank”). The Credit Agreement provides a $30,000 revolving credit facility with an
accordion feature allowing for future expansion of the committed amount up to $50,000. Loans under the credit
facility bear interest at the Company’s option at either (i) the LIBOR rate plus 1.25% per annum or (ii) the higher of
Citizens Bank prime rate or 0.5% above the federal funds rate plus 1.25% per annum. Interest only is payable prior to
maturity. The Credit Agreement has a maturity date of August 14, 2018.

The Company’s obligations under the credit facility are secured by pledges of its assets and the capital stock of its
operating subsidiaries. The credit facility is guaranteed by the Company’s non-insurance company subsidiaries. The
credit facility contains covenants including requirements to maintain minimum risk-based capital ratios and statutory
surplus of Safety Insurance Company as well as limitations or restrictions on indebtedness, liens, and other

matters. As of September 30, 2016, the Company was in compliance with all covenants. In addition, the credit
facility includes customary events of default, including a cross-default provision permitting the lenders to accelerate
the facility if the Company (i) defaults in any payment obligation under debt having a principal amount in excess of
$10,000 or (ii) fails to perform any other covenant permitting acceleration of all such debt.

The Company had no amounts outstanding on its credit facility at September 30, 2016 and December 31, 2015. The
credit facility commitment fee included in interest expense was computed at a rate of 0.25% per annum on the
$30,000 commitment at September 30, 2016 and 2015.

Safety Insurance Company is a member of the FHLB-Boston. Membership in the FHLB-Boston allows the Company
to borrow money at competitive interest rates provided the loan is collateralized by specific U.S Government
residential mortgage backed securities. At September 30, 2016, the Company has the ability to borrow $185,412
using eligible invested assets that would be used as collateral. The Company has no amounts outstanding from the
FHLB-Boston at September 30, 2016 and at December 31, 2015.
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9. Income Taxes

Federal income tax expense for the nine months ended September 30, 2016 and 2015 has been computed using
estimated effective tax rates. These rates are revised, if necessary, at the end of each successive interim period to
reflect the current estimates of the annual effective tax rates. The effective rate in 2016 was lower than the statutory
rate primarily due to effects of tax-exempt investment income. The 2015 effective rate is the result of the expected tax
benefit related to net losses incurred by the Company during the year end December 31, 2015, calculated under ASC
740, Income Taxes (ASC 740-270-55), and adjustments for tax-exempt investment income.

The Company believes that the positions taken on its income tax returns for open tax years will be sustained upon
examination by the Internal Revenue Service (“IRS”). Therefore, the Company has not recorded any liability for
uncertain tax positions under ASC 740, Income Taxes.

During the nine months ended September 30, 2016, there were no material changes to the amount of the Company’s
unrecognized tax benefits or to any assumptions regarding the amount of its ASC 740 liability.

The Company’s U.S. federal tax return for the year ended December 31, 2011 was examined by the IRS with no
findings. In the Company’s opinion, adequate tax liabilities have been established for all open years. However, the
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amount of these tax liabilities could be revised in the near term if estimates of the Company’s ultimate liability are
revised. Tax years prior to 2013 are closed.

10. Share Repurchase Program

On August 3, 2007, the Board of Directors approved a share repurchase program of up to $30,000 of the Company’s
outstanding common shares. As of September 30, 2016, the Board of Directors had cumulatively authorized increases
to the existing share repurchase program of up to $150,000 of its outstanding common shares. Under the program, the
Company may repurchase shares of its common stock for cash in public or private transactions, in the open market or
otherwise. The timing of such repurchases and actual number of shares repurchased will depend on a variety of
factors including price, market conditions and applicable regulatory and corporate requirements. The program does
not require the Company to repurchase any specific number of shares and it may be modified, suspended or
terminated at any time without prior notice.

No share purchases were made by the Company under the program during the nine months ended
September 30, 2016 and 2015. As of September 30, 2016, the Company has purchased 2,279,570 shares at a cost of
$83,835.

11. Related Party Transactions

Mr. A. Richard Caputo, Jr., a member of the Company’s Board of Directors and the Chairman of its Investment
Committee, is a principal of The Jordan Company, LP (“Jordan”). In 2012, the Company participated as a lender in two
loans made by syndicates of lenders to a portfolio company in which funds managed by Jordan are controlling or a
significant investor. The first loan, made to Vantage Specialties, Inc., was disposed of in 2016. The Company’s
participation in the loan was $1,405 at December 31, 2015. The second loan, made to ARCAS Automotive (formerly
known as Sequa Auto), was disposed of in 2015. The Company made the loans on the same terms as the other lenders
participating in the syndicate. The loans were subject to the approval of the Company’s full Investment Committee.

12. Subsequent Events
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The Company has evaluated subsequent events for recognition or disclosure in the consolidated financial statements
filed on Form 10-Q with the SEC and no events have occurred that require recognition or disclosure.
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Item 2.

MANAGEMENT’S DISCUSSION AND ANALYSIS

OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

The following discussion should be read in conjunction with our accompanying consolidated financial statements and
notes thereto, which appear elsewhere in this document. In this discussion, all dollar amounts are presented in
thousands, except share and per share data.

The following discussion contains forward-looking statements. We intend statements which are not historical in
nature to be, and are hereby identified as “forward-looking statements” to be covered by the safe harbor provisions of
the Private Securities Litigation Reform Act of 1995. In addition, the Company’s senior management may make
forward-looking statements orally to analysts, investors, the media and others. This safe harbor requires that we
specify important factors that could cause actual results to differ materially from those contained in forward-looking
statements made by or on behalf of us. We cannot promise that our expectations in such forward-looking statements
will turn out to be correct. Our actual results could be materially different from and worse than our expectations. See
“Forward-Looking Statements” below for specific important factors that could cause actual results to differ materially
from those contained in forward-looking statements.

Executive Summary and Overview

LR T3 LR T3

In this discussion, “Safety” refers to Safety Insurance Group, Inc. and “our Company,” “we,” “us” and “our” refer to Safety
Insurance Group, Inc. and its consolidated subsidiaries. Our subsidiaries consist of Safety Insurance Company (‘““Safety
Insurance”), Safety Indemnity Insurance Company (“Safety Indemnity”), Safety Property and Casualty Insurance
Company (“Safety P&C”), Safety Asset Management Corporation (“SAMC”), and Safety Management Corporation,

which is SAMC’s holding company.

We are a leading provider of private passenger and commercial automobile insurance in Massachusetts. In addition to
private passenger automobile insurance (which represented 59.6% of our direct written premiums in 2015), we offer a
portfolio of other insurance products, including commercial automobile (13.8% of 2015 direct written premiums),
homeowners (21.7% of 2015 direct written premiums) and dwelling fire, umbrella and business owner policies

(totaling 4.9% of 2015 direct written premiums). Operating exclusively in Massachusetts, New Hampshire, and

Maine through our insurance company subsidiaries, Safety Insurance, Safety Indemnity, and Safety P&C (together
referred to as the “Insurance Subsidiaries”), we have established strong relationships with independent insurance agents,
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who numbered 924 in 1,102 locations throughout Massachusetts and New Hampshire during 2015. We have used
these relationships and our extensive knowledge of the Massachusetts market to become the third largest private
passenger automobile and the third largest commercial automobile insurance carrier in Massachusetts, capturing an
approximate 10.2% and 14.1% share, respectively, of the Massachusetts private passenger and commercial automobile
markets in 2015 according to statistics compiled by the Commonwealth Automobile Reinsurers (“CAR”) based on
automobile exposures. We are also the fourth largest homeowners insurance carrier in Massachusetts with a 7.2%
share of the Massachusetts homeowners insurance market.

The Insurance Subsidiaries began writing private passenger automobile and homeowners insurance in New Hampshire
during 2008, personal umbrella insurance in New Hampshire during 2009, and commercial automobile insurance in
New Hampshire during 2011. During the nine months ended September 30, 2016 and 2015, we wrote $19,476 and
$16,861, respectively, in direct written premiums in New Hampshire.

On February 9, 2015, the Insurance Subsidiaries each received a license to begin writing our property and casualty
insurance products in the state of Maine. We began writing new business in Maine in 2016.
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Recent Trends and Events

For the quarter ended September 30, 2016, loss and loss adjustment expense incurred decreased by $3,970, or 3.1%, to
$124,961 from $128,931 for the comparable 2015 period. The decrease is primarily due to hail storm losses
experienced in the quarter ending September 30, 2015.

The following rate changes have been filed and approved by the insurance regulators of Massachusetts and New
Hampshire in 2016 and 2015. Our Massachusetts private passenger automobile rates include a 13% commission rate
for agents.

Line of Business Effective Date Rate Change
New Hampshire Homeowner December 1, 2016 4.4%
New Hampshire Private Passenger Automobile December 1, 2016 4.1%
Massachusetts Homeowner November 1, 2016 3.6%
Massachusetts Private Passenger Automobile July 15, 2016 5.8%
Massachusetts Commercial Automobile March 15, 2016 5.5%
Massachusetts Homeowner November 1, 2015 9.1%
New Hampshire Private Passenger Automobile November 1, 2015 5.0%
New Hampshire Homeowner November 1, 2015 7.9%
New Hampshire Commercial Auto August 1, 2015 7.9%
Massachusetts Private Passenger Automobile June 1, 2015 3.8%
Massachusetts Commercial Automobile February 1, 2015 3.5%

Massachusetts Automobile Insurance Market

Private passenger automobile insurance, which represented 59.6% of our direct written pr