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DOCUMENTS INCORPORATED BY REFERENCE
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PART I

Item 1. Business

GENERAL

White Mountains Insurance Group, Ltd. (the �Company� or the �Registrant�) is an exempted Bermuda limited liability company whose principal
businesses are conducted through its property and casualty insurance and reinsurance subsidiaries and affiliates. Within this report, the term
�White Mountains� is used to refer to one or more entities within the consolidated organization, as the context requires. The Company�s
headquarters are located at Bank of Butterfield Building, 42 Reid Street, Hamilton, Bermuda HM 12, its principal executive office is located at
80 South Main Street, Hanover, New Hampshire 03755-2053 and its registered office is located at Clarendon House, 2 Church Street, Hamilton,
Bermuda HM 11. White Mountains� reportable segments are OneBeacon, White Mountains Re, Esurance and Other Operations.

The OneBeacon segment consists of OneBeacon Insurance Group, Ltd. (�OneBeacon Ltd.�), a Bermuda-based company that owns a family of
U.S.-based property and casualty insurance companies (collectively �OneBeacon�), substantially all of which operate in a multi-company pool.
OneBeacon offers a wide range of specialty, personal and commercial products and services sold primarily through select independent agents
and brokers. OneBeacon was acquired by White Mountains in 2001 (the �OneBeacon Acquisition�). During the fourth quarter of 2006, White
Mountains sold 27.6 million, or 27.6%, of OneBeacon Ltd.�s common shares in an initial public offering (the �OneBeacon Offering�). In
connection with the OneBeacon Offering, White Mountains undertook an internal reorganization (the �Reorganization�) and formed OneBeacon
Ltd. for the purpose of holding certain of its property and casualty insurance businesses. As a result of the Reorganization, certain of White
Mountains� businesses that have been historically reported as part of its Other Operations segment are now owned by OneBeacon Ltd., and
accordingly have been included in the OneBeacon segment for all periods presented in this report. In addition, certain other businesses of White
Mountains that had been historically reported as part of its OneBeacon segment and which were not held by OneBeacon Ltd. following the
OneBeacon Offering are included in the Other Operations segment for all periods presented in this report.

The White Mountains Re segment consists of White Mountains Re Group, Ltd., a Bermuda-based company, and its subsidiaries (collectively
�White Mountains Re�). White Mountains Re offers reinsurance capacity for property, liability, accident & health, aviation and certain marine
exposures on a worldwide basis through its subsidiaries, Folksamerica Reinsurance Company (�Folksamerica Re�, together with its immediate
parent, Folksamerica Holding Company (�FHC�), �Folksamerica�), which has been a wholly-owned subsidiary of White Mountains since 1998, and
Sirius International Insurance Corporation (�Sirius International�). On April 16, 2004, White Mountains acquired Sirius Insurance Holdings
Sweden AB and its subsidiaries (�Sirius�) (the �Sirius Acquisition�). The principal companies acquired were Sirius International, Sirius America
Insurance Company (�Sirius America�), which provides primary insurance programs in the United States, and Scandinavian Reinsurance
Company Ltd. (�Scandinavian Re�), a reinsurance company that has been in run-off since 2002. White Mountains Re also provides reinsurance
advisory services, specializing primarily in property and other short-tailed lines of reinsurance, through White Mountains Re Underwriting
Services Ltd. (�WMRUS�). On August 3, 2006, White Mountains Re sold Sirius America to an investor group. As part of the transaction, White
Mountains acquired an equity interest of approximately 18% in the acquiring entity, Lightyear Delos Acquisition Corp. (�Delos�), and accounts for
Delos on the equity method within its Other Operations segment.

The Esurance segment consists of Esurance Holdings Ltd., a Bermuda-based company, and certain of its subsidiaries (collectively, �Esurance�).
Esurance, which has been a unit of White Mountains since October 2000, sells personal auto insurance directly to customers online and through
select online agents.

White Mountains� Other Operations segment consists of the Company and its intermediate holding companies, its wholly-owned investment
management subsidiary, White Mountains Advisors LLC (�WM Advisors�), its weather risk management business (�Galileo�), its variable annuity
reinsurance business (�WM Life Re�), as well as the International American Group, Inc. (the �International American Group�) and various other
entities not included in the other segments. The International American Group, which was acquired by White Mountains in 1999, consists of
American Centennial Insurance Company (�American Centennial�) and British Insurance Company of Cayman (�British Insurance Company�), both
of which are in run-off. The Other Operations segment also includes White Mountains� investments in warrants to purchase common shares of
Montpelier Re Holdings, Ltd. (�Montpelier Re�),
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warrants to purchase common shares of Symetra Financial Corporation (�Symetra�) and common and preferred shares of Delos.

White Mountains� Operating Principles

White Mountains strives 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 overtime,
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.

Invest for Total Return. Historical insurance accounting has tended to hide unrealized gains and losses in the investment
portfolio and over-reward reported investment income (interest and dividends). Regardless of the accounting, White
Mountains must invest for the best growth in after-tax value overtime. 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.

ONEBEACON

OneBeacon, whose United States headquarters is in Canton, Massachusetts, is a property and casualty insurance writer that provides a range of
specialty insurance products as well as a variety of segmented commercial and personal insurance products. With roots dating back to 1831,
OneBeacon has been operating for more than 175 years and has many long-standing relationships with independent agencies, which is its
primary distribution channel. At December31, 2006 and 2005, OneBeacon had $9.9 billion and $9.8 billion of total assets, respectively, and
shareholder�s equity of $1.8 billion and $1.3 billion, respectively. As a result of the OneBeacon Offering, White Mountains recorded $491
million of minority interest related to its ownership in OneBeacon as of December 31, 2006. OneBeacon wrote approximately $2.0 billion and
$2.1 billion in net written premiums in 2006 and 2005, respectively. OneBeacon�s principal operating insurance subsidiaries are rated �A�
(Excellent, the third highest of fifteen ratings) by A.M. Best and �A� (Strong, the sixth highest of twenty-one ratings) by Standard & Poor�s, rating
agencies that specialize in the insurance and reinsurance industry.

Property and Casualty Insurance Overview

Generally, property and casualty insurance companies write insurance policies in exchange for premiums paid by its 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.

Insurance companies derive substantially all of their revenues from earned premiums, investment income and net gains and losses from sales of
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, investment income is generated, consisting primarily of
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interest earned on fixed maturity investments and dividends earned on equity securities. Net realized investment gains and losses result from
sales of securities from the insurance companies� investment portfolios.

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 compensation and benefits for professional and clerical staff.

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 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.

Lines of Business

OneBeacon�s business is managed through three major underwriting units: specialty lines, commercial lines and personal lines. OneBeacon�s
specialty lines businesses are national in scope, while its commercial and personal lines businesses have been concentrated primarily in the
Northeastern United States.

Beginning in the fourth quarter of 2006, OneBeacon includes OneBeacon Specialty Property (�OBSP�) within its commercial lines underwriting
unit and AutoOne Insurance (�AutoOne�) within its personal lines underwriting unit. Both OBSP and AutoOne were formerly reported in its
specialty lines underwriting unit. The reporting change was undertaken to better align the reported results of OneBeacon�s underwriting units
with the product and management structure of its underwriting units. Prior periods have been reclassified to conform to current year
presentation.

For the twelve months ended December 31, 2006, 2005 and 2004, OneBeacon�s net written premiums by line of business were as follows:

Net written premiums by line of business Year Ended December 31,
Millions 2006 2005 2004
Specialty $ 437.6 $ 548.8 $ 565.7
Personal 800.6 910.2 1,063.3
Commercial 718.3 654.4 826.8
Other(1) 1.1 7.7 3.3
Total $ 1,957.6 $ 2,121.1 $ 2,459.1

(1)  Includes business in run-off.

 Specialty lines

OneBeacon�s specialty lines underwriting unit is a collection of niche businesses that focus on solving the unique needs of particular customer
groups on a national scale. Each of these businesses maintains stand-alone operations and distribution channels targeting their specific customer
groups. OneBeacon provides distinct products and offers tailored coverages and services, managed by teams of market specialists.

OneBeacon�s specialty businesses currently include:

•  OneBeacon Professional Partners (�OBPP�): Formed in 2002, OBPP is a provider of specialty liability
products primarily focused on the health-care industry. Additional products include media liability and lawyers�
professional liability insurance. OBPP�s health-care products include hospital professional liability, or HPL, HMO
reinsurance, providers excess insurance and managed care errors and omissions, or MCE&O. These products protect
against claims arising from direct patient treatment, such as diagnoses, rendering opinions or referrals, and coverage
for professional committee activities. In 2005, OBPP broadened its capabilities through two acquisitions and the
formation of a new business. First Media Insurance Specialists, Inc. was acquired to distribute OBPP�s new product
line of primary and excess media liability coverages targeting small-to-midsized media companies (that include
publishers, broadcasters and authors). OBPP also acquired the renewal rights to the HPL and MCE&O business of
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in 2006. In November 2005, OBPP began offering lawyers� professional liability coverage targeting law firms employing fewer than 150
attorneys.

•  International Marine Underwriters (�IMU�): A leading provider of marine insurance, this business traces its
roots back to the early 1900s. The IMU acquisition from Crum & Forster in the early 1990s doubled the company�s
book of marine business. IMU coverages include physical damage or loss, and general liability for cargo and
commercial hull, both at primary and excess levels, marinas, including a �package� product (comprehensive property
and liability coverage), and yachts (the offerings for which were strengthened by IMU�s October 2006 acquisition 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 with hull values of less than $1 million.

•  A.W.G. Dewar (�Dewar�): A 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 percent 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.

•  Community Banking Professional Liability (�CBPL�): Formed in November 2005, this group provides
professional liability coverages for community banks with assets of $3 billion or less. Its full array of management and
professional liability coverages includes employment practices liability, fiduciary liability, lender�s liability, bankers
professional liability, trust errors and omissions, and directors and officers liability. This group also offers community
banking customers access to commercial package products, thereby providing comprehensive insurance solutions to
this customer group. CBPL is augmented by strategically positioned underwriting specialists in other markets (such as
the Northeast and the Midwest).

•  Specialty Accident and Health (�A&H�): Formed in November 2006, this group provides accident insurance
coverages to large employers (generally Fortune 1000) on a group basis. The full array of anticipated product
coverages include corporate accident, travel accident and occupational accident coverage primarily targeted to the
trucking industry. This group conducts business through independent agents and brokers and will selectively market
directly to customers.

OneBeacon offered additional rural and farm related products through National Farmers Union Property and Casualty Company (�NFU�) until its
sale on September 30, 2005 and commercial farm and ranch and commercial agricultural products through its Agri division until the sale of the
renewal rights of its policies on September 29, 2006.

For the twelve months ended December 31, 2006, 2005 and 2004, OneBeacon�s specialty lines net written premiums were as follows:

Specialty lines net written premiums Year Ended December 31,
Millions 2006 2005 2004
OBPP $ 179.3 $ 149.5 $ 119.5
IMU 139.9 133.6 136.5
Dewar, CBPL and A&H 53.7 49.2 47.6
Total on-going specialty lines 372.9 332.3 303.6
NFU(1) � 132.5 178.5
Agri(1) 64.7 84.0 83.6
Total specialty lines $ 437.6 $ 548.8 $ 565.7

(1)  OneBeacon sold NFU on September 30, 2005 and sold the renewal rights to its Agri division policies on
September 29, 2006.
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Commercial lines

OneBeacon provides insurance solutions for middle market and small businesses through products that target particular industry groups with
customized coverages and services. In late 2004, OneBeacon�s commercial lines underwriting unit was separated into middle-market and small
business divisions to enable a specialized focus in each market and to recognize the differenc

Edgar Filing: WHITE MOUNTAINS INSURANCE GROUP LTD - Form 10-K

11


