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value $0.01 per share, were outstanding.

DOCUMENTS INCORPORATED BY REFERENCE
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PART I

ITEM 1.    BUSINESS

Overview

        OneBeacon Insurance Group, Ltd. (the Company or the Registrant), an exempted Bermuda limited liability company, through its
subsidiaries (collectively, OneBeacon, we, us, or our) is a property and casualty insurance writer that provides a range of insurance products and
services. We have historically offered a range of specialty, commercial and personal products and services sold primarily through select
independent agents and brokers. However, we have recently entered into two transactions that will transform us into a specialty lines company.
On December 3, 2009, we sold the renewal rights to our non-specialty commercial lines business and on February 2, 2010, we entered into a
definitive agreement to sell our personal lines business.

        With roots dating back to 1831, we have been operating for more than 175 years and have relationships with many independent agencies
and brokers. OneBeacon was acquired by White Mountains Insurance Group, Ltd. (White Mountains) from Aviva plc (Aviva, formerly CGNU)
in 2001 (the OneBeacon Acquisition). White Mountains is a holding company whose businesses provide property and casualty insurance,
reinsurance and certain other products. During the fourth quarter of 2006, White Mountains sold 27.6 million or 27.6% of our common shares in
an initial public offering. Prior to the initial public offering, OneBeacon was a wholly-owned subsidiary of White Mountains. As of
December 31, 2009, White Mountains owned 75.4% of our common shares.

        Our headquarters are located at 14 Wesley Street, 5th Floor, Hamilton HM 11, Bermuda. Our U.S. headquarters are located at 1 Beacon
Lane, Canton, Massachusetts 02021, our principal executive office is located at 601 Carlson Parkway, Minnetonka, Minnesota 55305 and our
registered office is located at Clarendon House, 2 Church Street, Hamilton HM 11, Bermuda.

        Our reportable segments are Insurance Operations, formerly known as Primary Insurance Operations, and Other Operations. We currently
manage our Insurance Operations segment through a specialty lines underwriting unit and a personal lines underwriting unit, nearly all of which
is subject to the personal lines transaction described below. The Insurance Operations segment also includes run-off business, which primarily
consists of non-specialty commercial lines business which is being transferred to The Hanover Insurance Group (The Hanover), as described
below, and other run-off business. Certain other activities are conducted through our top holding company, OneBeacon Insurance Group, Ltd.,
and our intermediate subsidiaries and are included in our Other Operations segment.

        Our specialty lines businesses are national in scope, while our personal lines business has been exclusively available in the eight
Northeastern states (the New England states, New York and New Jersey). We have added, and expect to continue to add, new specialty
businesses both organically and through acquisition, guided by our focus on profitable growth while prudently managing underwriting risk.

        Our principal operating subsidiaries are rated "A" (Excellent, the third highest of fifteen financial strength ratings) by A.M. Best
Company, Inc. (A.M. Best), "A" (Strong, the sixth highest of twenty-one financial strength ratings) by Standard & Poor's Rating Service
(Standard & Poor's), "A2" (Good, the sixth highest of twenty-one financial strength ratings) by Moody's Investors Service, Inc. (Moody's) and
"A" (Strong, the sixth highest of twenty-one financial strength ratings) by Fitch, Inc. (Fitch).

        In 2009, our net written premiums totaled approximately $1.9 billion and we had total assets of approximately $7.5 billion and total
OneBeacon's shareholders' equity of approximately $1.4 billion at December 31, 2009.
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 Recent Developments

        We have recently entered into two transactions that will transform us into a specialty lines insurance company. We expect that the
transactions will free up significant capital, increase our financial flexibility and also substantially reduce our catastrophe exposure.

        Commercial lines.    On December 3, 2009, we sold the renewal rights to approximately $490 million in premiums from our non-specialty
commercial lines business to The Hanover. The transaction includes small commercial accounts and the non-specialty portion of the
middle-market business, beginning with January 1, 2010 effective dates (the Commercial Lines Transaction). As consideration, we received
$23.2 million, and will receive an additional 10% of premiums renewed in excess of $200 million for the first renewal period. We will continue
to manage claims from business written prior to the Commercial Lines Transaction and for business written by The Hanover through June 30,
2010. The Hanover will reimburse us for our expenses incurred to provide the claims administration services.

        Personal lines.    On February 2, 2010, we entered into a definitive agreement to sell our personal lines business to Tower Group, Inc.
(Tower) (the Personal Lines Transaction). The Personal Lines Transaction includes the sale of two insurance companies containing the personal
lines business, two attorneys-in-fact managing the reciprocal insurance exchanges (reciprocals) that write the personal lines business in New
York and New Jersey, and the surplus notes issued by each of the reciprocals. Net written premiums for the affected books total approximately
$420 million for the year ended December 31, 2009. As consideration, we will receive an amount equal to the statutory surplus in the reciprocals
(approximately $103 million at December 31, 2009, including the par value of the surplus notes issued by the reciprocals), the GAAP equity in
the insurance companies and attorneys-in-fact (approximately $45 million at December 31, 2009), plus $32.5 million. AutoOne Insurance
(AutoOne) is not being sold as part of this transaction. The sale is subject to certain state regulatory approvals and is expected to close in the
second quarter of 2010.

 Our Business Focus

        We are a specialty company as demonstrated by our focus on certain customer groups and/or geographic territories where we believe our
targeted products, pricing and expertise deliver a competitive advantage. In personal lines, our flagship package product has provided a
specialized approach to the market by bundling automobile, home, liability, watercraft and other coverages in a single policy. We believe that
our proprietary knowledge regarding our targeted industries, classes and risk characteristics provides us with a competitive edge for our terms
and conditions on individual accounts. We believe specialization will result in superior returns as compared to a more "generalist" underwriting
approach.

 Our Operating Principles

        We strive to operate within the spirit of four operating principles. These are:

        Underwriting Comes First.    An insurance enterprise must respect the fundamentals of insurance. There must be a realistic expectation of
underwriting profit on all business written, and demonstrated fulfillment of that expectation over time, with focused attention to the loss ratio
and to all the professional insurance disciplines of pricing, underwriting and claims management.

        Maintain a Disciplined Balance Sheet.    The first concern here is that insurance liabilities must always be fully recognized. Loss reserves
and expense reserves must be solid before any other aspect of the business can be solid. Pricing, marketing and underwriting all depend on
informed judgment of ultimate loss costs and that can be managed effectively only with a disciplined balance sheet.
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        Invest for Total Return.    Historical insurance accounting tends to hide unrealized gains and losses in the investment portfolio and
over-reward reported investment income (interest and dividends). Regardless of the accounting, we must invest for the best growth in after tax
value over time. In addition to investing our bond portfolios for total after tax return, that will also mean prudent investment in a balanced
portfolio consistent with leverage and insurance risk considerations.

        Think Like Owners.    Thinking like owners has a value all its own. There are stakeholders in a business enterprise and doing good work
requires more than this quarter's profit. But thinking like an owner embraces all that without losing the touchstone of a capitalist enterprise.

 Property and Casualty Insurance Overview

        Generally, property and casualty insurance companies write insurance policies in exchange for premiums paid by their customers (the
insured). An insurance policy is a contract between the insurance company and the insured where the insurance company agrees to pay for losses
suffered by the insured that are covered under the contract. Such contracts often are subject to subsequent legal interpretation by courts,
legislative action and arbitration. Property insurance generally covers the financial consequences of accidental losses to the insured's property,
such as a home and the personal property in it, or a business' building, inventory and equipment. Casualty insurance (often referred to as liability
insurance) generally covers the financial consequences of a legal liability of an individual or an organization resulting from negligent acts and
omissions causing bodily injury and/or property damage to a third party. Claims on property coverage generally are reported and settled in a
relatively short period of time, whereas those on casualty coverage can take years, even decades, to settle.

        We derive substantially all of our revenues from earned premiums, investment income and net realized and unrealized gains and losses on
investment securities. Earned premiums represent premiums received from insureds, which are recognized as revenue over the period of time
that insurance coverage is provided (i.e., ratably over the life of the policy). A significant period of time normally elapses between the receipt of
insurance premiums and the payment of insurance claims. During this time, we invest the premiums, earn investment income and generate net
realized and unrealized investment gains and losses on investments.

        Insurance companies incur a significant amount of their total expenses from policyholder losses, which are commonly referred to as claims.
In settling policyholder losses, various loss adjustment expenses (LAE) are incurred such as insurance adjusters' fees and litigation expenses. In
addition, insurance companies incur policy acquisition expenses, such as commissions paid to agents and premium taxes, and other expenses
related to the underwriting process, including their employees' compensation and benefits.

        The key measure of relative underwriting performance for an insurance company is the combined ratio. An insurance company's combined
ratio under accounting principles generally accepted in the United States (GAAP) is calculated by adding the ratio of incurred loss and LAE to
earned premiums (the loss and LAE ratio) and the ratio of policy acquisition and other underwriting expenses to earned premiums (the expense
ratio). A combined ratio under 100% indicates that an insurance company is generating an underwriting profit. However, when considering
investment income and investment gains or losses, insurance companies operating at a combined ratio of greater than 100% can be profitable.

Insurance Operations

        Our Insurance Operations segment includes specialty lines and personal lines insurance products and services. The Insurance Operations
segment also includes run-off business, which primarily consists of non-specialty commercial lines business which is being transferred to The
Hanover, as well as national accounts, certain specialty programs and regional agency business transferred to Liberty Mutual Insurance Group
(Liberty Mutual) effective November 1, 2001. See "Business�Run-off".
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        For the years ended December 31, 2009, 2008 and 2007, our net written premiums by line of business were as follows:

Year ended December 31,

2009 2008 2007
($ in millions)

Specialty(1) $ 946.2 $ 836.9 $ 654.0
Personal 508.7 618.7 690.4
Run-off(2) 451.8 507.5 520.0

Total $ 1,906.7 $ 1,963.1 $ 1,864.4

(1)
Specialty lines now includes Technology, Financial Services, OneBeacon Specialty Property and Property and Inland Marine which
were formerly reported in commercial lines. Prior periods have been reclassified to conform to the current presentation.

(2)
Run-off includes non-specialty commercial lines business subject to the Commercial Lines Transaction and other run-off business. See
"Business�Run-off." Prior periods have been reclassified to conform to the current presentation.

Specialty lines

        Specialty lines is a collection of niche businesses that focus on solving the unique needs of particular customer or industry groups on a
national scale. We provide distinct products and offer tailored coverages and services, managed by seasoned teams of market specialists. These
businesses maintain stand-alone operations and distribution channels targeting their specific customer groups. Our specialty lines include several
businesses focused on smaller property-casualty insurance segments where particular expertise and relationships with similarly focused
distribution partners has resulted historically in strong operating results. These businesses maintain their competitive advantage through a deep
knowledge of their respective customers and markets. Our specialty lines businesses currently include:

�
OneBeacon Professional Insurance (OBPI):  OBPI, formerly known as OneBeacon Professional Partners, specializes in
professional liability insurance products for an increasingly broad range of industry groups. OBPI's original focus on
health-care related liability insurance continues while expansion into non-health-care related liability insurance segments has
increased over the last five years. Medical liability insurance for health-care industry segments, including hospitals,
physician groups, managed care organizations, long-term care facilities and other non-hospital medical facilities, represents
the most significant share of OBPI's business. Additionally, OBPI offers stop loss insurance to certain health-care providers
through its provider excess insurance and HMO reinsurance products. Errors and omissions liability insurance coverage is
also provided to business segments including design professionals for the construction industry, law firms, in-house counsel,
realtors and media organizations. Management liability coverage, specifically directors and officers and employment
practices insurance, is offered on a limited basis to some of the business segments noted above. Underwriting, claims and
risk control services are managed internally. OBPI's policies are primarily issued on a "claims made" basis, which covers
losses reported during the time period when a liability policy is in effect, regardless of when the event causing the claim
actually occurred.

�
Collector Cars and Boats:  In the second quarter of 2008, we began to provide property and casualty insurance solutions
through an exclusive partnership with Hagerty Insurance Agency and Hagerty Classic Marine Insurance Agency (Hagerty),
the nation's premier collector car and classic boat agencies. Hagerty's specialty services include collector car and wooden
boat
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insurance, automotive museum insurance, restoration shop insurance, vehicle valuation, financing and roadside assistance, as
well as a variety of useful information resources. Its Hagerty Plus community of collector-car enthusiasts has over 280,000
members. Hagerty works proactively on hobby advocacy and supports the Collectors Foundation, a nonprofit organization
formed by Hagerty and dedicated to the preservation of the hobby.

�
International Marine Underwriters (IMU):  A leading provider of marine insurance, this business traces its roots back to the
early 1900s. IMU coverages include physical damage or loss and general liability for cargo and commercial hull, both at
primary and excess levels. IMU also offers coverage for marinas, including a "package" product with comprehensive
property and liability coverage, and yachts, the offerings for which were strengthened by IMU's acquisition in October 2006
of yacht-specialist National Marine Underwriters, Inc., a yacht insurance managing general agency. IMU does not offer
offshore energy products. Target customers include ferry operators and charter boats (hull), marina operators and boat
dealers (package product) and private-pleasure yachts.

�
Technology:  Technology's customer groups include hardware manufacturers, software companies, and telecommunications
service providers. Our custom @vantage for Technology policies provides coverage for technology customers' unique needs
including specialized professional liability such as data privacy, communications and errors and omissions liability, both
domestically and internationally. Within the Technology segment, we also specialize further with a product tailored for
medical technology customers available on a claims-made or occurrence basis and that also provides protection worldwide.
Within this class, we target medical device manufacturers and operations.

�
Property and Inland Marine (PIM):  The PIM segment provides monoline property and inland marine products. Our
property focus is on the real estate, health care, education, aviation, municipality and manufacturing sectors, while inland
marine targets the construction, transportation and fine arts segments. We deliver creative and tailored solutions that fit our
customers' unique needs through broad coverage forms, specialized risk control and claims handling capabilities.

�
A.W.G. Dewar (Dewar):  A leading provider of tuition reimbursement insurance since 1930, Dewar's product protects both
schools and parents from the financial consequences of a student's withdrawal or dismissal from school. The tuition refund
plan reimburses parents up to 100% of tuition, room and board fees when a student is obliged to leave school due to covered
reasons, such as medical or expulsion. Dewar provides customized policies to independent schools and colleges in North
America.

�
Specialty Accident and Health (A&H):  A&H provides accident insurance principally to employer groups, associations and
affinity groups. A&H's products include corporate accident, travel accident and occupational accident coverage which is
primarily targeted to the trucking industry. In the fourth quarter of 2008, A&H launched OneBeacon Services to provide
employer and affinity groups with access to a suite of services to help manage today's emerging issues. Services include a
discounted prescription drug program, identity theft resolution services and travel assistance services. The A&H group
distributes products through independent agents and brokers, and selectively markets directly to customers.

�
Entertainment Brokers International Insurance Services (EBI):  Acquired in the third quarter of 2008, EBI provides
specialized commercial insurance products, including professional liability coverages, for the entertainment, sports and
leisure industries. EBI continues to operate as a managing agency with a network of 500 independent agents and brokers.
EBI also operates a brokerage operation offering excess workers compensation coverages and a high value homeowners
product.
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�
Financial Services:  The Financial Services segment commenced operations in October 2005 by targeting a broad range of
financial services companies including credit unions, investment advisors, securities broker/dealers, insurance companies
and commercial banks. Through our @vantage for Financial Services product we provide customers with broad property and
general liability protection. For community banks with under $3 billion in assets, the product may be augmented with
specialized professional liability coverages.

�
OneBeacon Specialty Property (OBSP):  OBSP provides protection against certain damages over and above those covered
by primary policies or a large self-insured retention. Target classes include apartments and condominiums, commercial real
estate, small-to-medium manufacturing, retail/wholesale and public entity and educational institutions. OBSP targets
customers with low catastrophe-exposed risks. Our OBSP solutions are provided primarily through surplus lines wholesalers
in all 50 states and the District of Columbia.

�
OneBeacon Government Risks (OBGR):  Formed in March 2007, this group offers property and casualty products for
government entities. The products include automobile, property, general liability and professional liability coverages. The
professional liability offerings consist of law enforcement, public officials and employment practice coverage. Markets
served include cities, towns, townships, counties, transit authorities, government agencies, special districts and pools (groups
of public entities). OBGR strategically distributes its products through agents and brokers.

�
OneBeacon Energy (OBEG):  OBEG began offering property and casualty products in July 2009 to companies engaged in
traditional upstream and midstream oil and gas production, storage and distribution and companies who use renewable
energy resources to generate power or produce alternative fuels. OBEG's coverages include monoline property, monoline
general liability, general liability combined with automobile liability and lead umbrella. All coverages offered are
specifically tailored for these markets and risks. OBEG does not offer offshore energy products. Market-leading agents and
brokers that specialize in the energy business strategically distribute OBEG's products throughout the United States.

        For the years ended December 31, 2009, 2008 and 2007, our specialty lines net written premiums were as follows:

Year ended December 31,(1)

2009 2008 2007
($ in millions)

OBPI $ 266.9 $ 239.9 $ 213.9
Collector cars and boats(2) 144.8 110.0 �
IMU 135.5 157.0 158.6
Other specialty lines(3) 399.0 330.0 281.5

Total specialty lines $ 946.2 $ 836.9 $ 654.0

(1)
Specialty lines now includes Technology, Financial Services, OBSP and PIM which were formerly reported in commercial lines. Prior
periods have been reclassified to conform to the current presentation.

(2)
Collector cars and boats began writing premiums in the second quarter of 2008.

(3)
Other specialty lines includes EBI, A&H, OBGR, OBEG, Dewar, Technology, Financial Services, OBSP and PIM. No individual
business included in other specialty lines generated greater than $85 million in annual net written premiums.
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Personal lines

        Our personal lines underwriting unit is comprised of traditional personal lines, which is subject to the Personal Lines Transaction, and
AutoOne. The Personal Lines Transaction is subject to certain state regulatory approvals and is expected to close in the second quarter of 2010.

�
Traditional personal lines:  Our traditional personal lines has provided a comprehensive suite of personal insurance products
sold through select independent agents with a focus on eight Northeastern states. Our personal lines products include:

�
Automobile:  consists of physical damage and liability coverage. Automobile physical damage insurance covers
loss or damage to vehicles from collision, vandalism, fire, theft or other causes. Automobile liability insurance
covers bodily injury of others, damage to their property and costs of legal defense resulting from a collision caused
by the insured.

�
Homeowners:  covers losses to an insured's home, including its contents, as a result of weather, fire, theft and other
causes, and losses resulting from liability for acts of negligence by the insured or the insured's immediate family.
We also offer identity theft resolution assistance and identity theft expense reimbursement coverage as part of our
homeowners policies.

�
Package:  consists of customized combination policies offering home and automobile coverage with optional
umbrella and boatowners coverage.

Within traditional personal lines, in addition to automobile, homeowners and package policy offerings, we also include
management services provided to reciprocals and the consolidation of the reciprocals described below.

�
Traditional personal lines excluding reciprocals:  To maintain a high degree of flexibility, in 2004 we
created a highly segmented product suite, called OneChoice, under which we offer risk-adjusted product
and pricing to our customers. OneChoice is a multi-tiered product suite that enables us to offer a broader
range of coverages to a full spectrum of customers through more sophisticated pricing models that have
a greater statistical correlation between historical loss experience and price than traditional pricing
models. This product suite offers both automobile and homeowners coverages as well as package
policies such as OneChoice CustomPac, our flagship package policy. OneChoice products rely on
multiple, objective pricing tiers and rules-based underwriting that enable agents to offer OneBeacon
solutions to a broad array of their customers and increase our market penetration. We regularly refine
our product features and rating plans to optimize target market production. Ease of use is a critical aspect
of this business. Investments in technology have provided opportunities for agents to access OneChoice
through either our web-based proprietary agent portal or through comparative raters.

�
Reciprocals:  We provide management services for a fee to three reciprocal insurance exchanges, which
we refer to as reciprocals. The reciprocals offer the OneChoice product as described above. We have
created and capitalized the reciprocals by lending them funds in exchange for surplus notes. Reciprocals
are policyholder-owned insurance carriers organized as unincorporated associations. We have no
ownership interest in these reciprocals. As required by GAAP, our consolidated financial statements
reflect the consolidation of these reciprocals. See Note 14�"Variable Interest Entities" of the
accompanying consolidated financial statements.

�
AutoOne:  AutoOne is a market leader in "assigned risk" business in New York. Assigned risk plans provide automobile
insurance for individuals unable to secure coverage in the voluntary

7

Edgar Filing: OneBeacon Insurance Group, Ltd. - Form 10-K

10



Table of Contents

market. Insurance carriers are obliged to accept future assignments from state assigned risk pools as a condition of
maintaining a license to write automobile business in the state. However, carriers may satisfy their assigned risk obligation
by buying out of their assignments through an agreement with an approved Assigned Risk Servicing Company or limit their
assignments through the purchase and transfer of "credits" (for example, take-out, territorial and youthful driver credits).
AutoOne offers services known as Limited Assignment Distribution, or LAD, and Commercial Limited Assignment
Distribution, or CLAD, and credit programs to insurance carriers. AutoOne provides 28 LAD and CLAD programs in 21
states and the District of Columbia where assigned risk obligations may be assumed by a servicing carrier under a negotiated
fee arrangement.

AutoOne also writes "voluntary take-out business" (policies "taken out" of the assigned risk pool and written in the
voluntary market) by selecting policies from the assigned risk business it has assumed for its clients and from select
insurance brokers that replace their clients' assigned risk policies with AutoOne policies. AutoOne receives credits for all
premium taken out of the assigned risk plan which it can use either to reduce its future assigned risk obligations or sell to
other carriers that can use the credits to reduce their own quota obligations.

        For the years ended December 31, 2009, 2008 and 2007, our personal lines net written premiums were as follows:

Year ended December 31,

2009 2008 2007
($ in millions)

Traditional personal lines
excluding reciprocals $ 225.5 $ 296.4 $ 338.0
Reciprocals 194.4 203.2 221.3

Traditional personal lines 419.9 499.6 559.3
AutoOne 88.9 119.9 134.6
Total personal lines(1) $ 508.7 $ 618.7 $ 690.4

(1)
Includes elimination between traditional personal lines and AutoOne.

Run-off

        Run-off consists of non-specialty commercial lines business included in the Commercial Lines Transaction, as well as national accounts,
certain specialty programs and regional agency business transferred to Liberty Mutual effective November 1, 2001.

        On December 3, 2009, we sold the renewal rights to our non-specialty commercial lines business to The Hanover. The transaction includes
small commercial accounts and the non-specialty portion of the middle-market business, beginning with January 1, 2010 effective dates
(commercial run-off). We will continue to manage claims from our non-specialty commercial lines policies written prior to the January 1, 2010
effective date of the Commercial Lines Transaction.

        Beginning in 2001, national accounts and certain specialty programs were discontinued. On November 1, 2001, we transferred our regional
agency business, agents and operations in 42 states and the District of Columbia to Liberty Mutual pursuant to a renewal rights agreement (the
Liberty Agreement). The Liberty Agreement pro-rated results so that OneBeacon assumed approximately two-thirds of the operating results
from renewals through October 31, 2002 and approximately one-third of the operating results from renewals through October 31, 2003. The
renewal rights under the Liberty Agreement expired on October 31, 2003. We continue to manage claims from the discontinued national
accounts and specialty programs business as well as the claims related to the business that was subject to the Liberty Agreement (legacy
run-off).
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        For the years ended December 31, 2009, 2008 and 2007, our net written premiums from run-off were as follows:

Year ended December 31,(1)

2009 2008 2007
($ in millions)

Total run-off $ 451.8 $ 507.5 $ 520.0

(1)
Run-off includes non-specialty commercial lines business subject to the Commercial Lines Transaction and other run-off business.
Prior periods have been reclassified to conform to the current presentation.

 Geographic Concentration

        Our net written premiums are derived solely from business produced in the United States.

        Business from specialty lines was produced in the following states:

Year ended December 31,(1)

2009 2008 2007
California 12.8% 12.1% 10.0%
New York 9.0 9.2 8.5
Texas 7.0 6.5 5.2
Florida 5.5 5.7 8.1
Massachusetts 5.5 5.2 7.1
New Jersey 4.3 4.4 4.6
Other(2) 55.9 56.9 56.5
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