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PART I – FINANCIAL INFORMATION
Item 1.  Consolidated Financial Statements
Employers Holdings, Inc. and Subsidiaries
Consolidated Balance Sheets
(in thousands, except share data)

As of As of
June 30,
2013

December 31,
2012

Assets (unaudited)
Available for sale:
Fixed maturity securities at fair value (amortized cost $1,989,823 at June 30,
2013 and $1,869,142 at December 31, 2012) $2,070,027 $2,024,428

Equity securities at fair value (cost $85,559 at June 30, 2013 and $81,067 at
December 31, 2012) 140,369 125,086

Total investments 2,210,396 2,149,514
Cash and cash equivalents 97,060 140,661
Restricted cash and cash equivalents 4,602 5,353
Accrued investment income 19,786 19,356
Premiums receivable (less bad debt allowance of $6,730 at June 30, 2013 and
$5,957 at December 31, 2012) 285,329 223,011

Reinsurance recoverable for:
Paid losses 9,458 9,467
Unpaid losses 801,149 805,386
Deferred policy acquisition costs 45,608 38,852
Deferred income taxes, net 51,291 26,231
Property and equipment, net 15,489 14,680
Intangible assets, net 10,106 10,558
Goodwill 36,192 36,192
Contingent commission receivable—LPT Agreement 20,948 19,141
Other assets 10,061 12,937
Total assets $3,617,475 $3,511,339

Liabilities and stockholders’ equity
Claims and policy liabilities:
Unpaid losses and loss adjustment expenses $2,291,261 $2,231,540
Unearned premiums 317,735 265,149
Total claims and policy liabilities 2,608,996 2,496,689
Commissions and premium taxes payable 42,611 40,825
Accounts payable and accrued expenses 15,758 19,522
Deferred reinsurance gain—LPT Agreement 274,183 281,043
Notes payable 112,000 112,000
Other liabilities 41,987 21,879
Total liabilities 3,095,535 2,971,958
Commitments and contingencies
Stockholders’ equity:
Common stock, $0.01 par value; 150,000,000 shares authorized; 54,371,465
and 54,144,453 shares issued and 30,998,491 and 30,771,479 shares
outstanding at June 30, 2013 and December 31, 2012, respectively

544 541

Preferred stock, $0.01 par value; 25,000,000 shares authorized; none issued — —
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Additional paid-in capital 331,977 325,991
Retained earnings 464,210 445,850
Accumulated other comprehensive income, net 87,759 129,549
Treasury stock, at cost (23,372,974 shares at June 30, 2013 and December 31,
2012) (362,550 ) (362,550 )

Total stockholders’ equity 521,940 539,381
Total liabilities and stockholders’ equity $3,617,475 $3,511,339
See accompanying unaudited notes to the consolidated financial statements.

3

Edgar Filing: Employers Holdings, Inc. - Form 10-Q

5



Employers Holdings, Inc. and Subsidiaries
Consolidated Statements of Comprehensive Income
(in thousands, except per share data)

Three Months Ended Six Months Ended
June 30, June 30,
2013 2012 2013 2012

Revenues (unaudited) (unaudited)
Net premiums earned $159,953 $118,955 $307,928 $228,855
Net investment income 17,645 18,297 35,050 36,682
Realized gains on investments, net 3,866 945 4,660 2,723
Other income 144 114 247 195
Total revenues 181,608 138,311 347,885 268,455
Expenses
Losses and loss adjustment expenses 112,638 87,809 220,910 168,327
Commission expense 20,127 16,621 38,520 30,437
Underwriting and other operating expenses 32,249 30,316 63,789 63,305
Interest expense 797 858 1,605 1,760
Total expenses 165,811 135,604 324,824 263,829
Net income before income taxes 15,797 2,707 23,061 4,626
Income tax expense (benefit) 1,209 (2,309 ) 983 (6,730 )
Net income $14,588 $5,016 $22,078 $11,356

Earnings per common share (Note 10):
Basic $0.47 $0.16 $0.71 $0.35
Diluted $0.46 $0.16 $0.70 $0.35
Cash dividends declared per common share $0.06 $0.06 $0.12 $0.12

Comprehensive income
Unrealized gains (losses) during the period (net of tax expense
(benefit) of $(20,886) and $2,070 for the three months ended
June 30, 2013 and 2012, respectively, and $(20,870) and $5,324
for the six months ended June 30, 2013 and 2012, respectively)

$(38,787 ) $3,844 $(38,761 ) $9,888

Reclassification adjustment for realized gains in net income (net
of taxes of $1,353 and $331 for the three months ended June 30,
2013 and 2012, respectively, and $1,631 and $952 for the six
months ended June 30, 2013 and 2012, respectively)

(2,513 ) (614 ) (3,029 ) (1,771 )

Other comprehensive income (loss), net of tax (41,300 ) 3,230 (41,790 ) 8,117

Total comprehensive income (loss) $(26,712 ) $8,246 $(19,712 ) $19,473

Realized gains on investments, net
Net realized gains on investments before credit related
impairments on fixed maturity securities $3,934 $1,005 $4,728 $3,252

Other than temporary impairment, credit losses recognized in
earnings (68 ) (60 ) (68 ) (529 )

Realized gains on investments, net $3,866 $945 $4,660 $2,723
See accompanying unaudited notes to the consolidated financial statements.
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Employers Holdings, Inc. and Subsidiaries
Consolidated Statements of Cash Flows
(in thousands)

Six Months Ended
June 30,
2013 2012

Operating activities (unaudited)
Net income $22,078 $11,356
Adjustments to reconcile net income to net cash provided by operating activities:
Depreciation and amortization 2,800 2,787
Stock-based compensation 4,169 2,542
Amortization of premium on investments, net 4,310 3,400
Deferred income tax expense (2,558 ) (7,675 )
Realized gains on investments, net (4,660 ) (2,723 )
Excess tax benefits from stock-based compensation (349 ) —
Other 549 449
Change in operating assets and liabilities:
Premiums receivable (63,091 ) (56,776 )
Reinsurance recoverable for paid and unpaid losses 4,246 21,868
Federal income taxes 2,848 876
Unpaid losses and loss adjustment expenses 59,721 9,426
Unearned premiums 52,586 62,846
Accounts payable, accrued expenses and other liabilities 15,389 7,166
Deferred reinsurance gain—LPT Agreement (6,860 ) (8,276 )
Contingent commission receivable—LPT Agreement (1,807 ) (597 )
Other (4,179 ) 7,306
Net cash provided by operating activities 85,192 53,975
Investing activities
Purchase of fixed maturities (211,889 ) (181,836 )
Purchase of equity securities (18,190 ) (23,303 )
Proceeds from sale of fixed maturities 706 34,560
Proceeds from sale of equity securities 18,357 8,451
Proceeds from maturities and redemptions of investments 86,326 110,160
Proceeds from sale of fixed assets 139 75
Capital expenditures and other (3,206 ) (3,326 )
Restricted cash and cash equivalents provided by (used in) investing activities 751 (842 )
Net cash used in investing activities (127,006 ) (56,061 )
Financing activities
Acquisition of treasury stock — (37,322 )
Cash transactions related to stock-based compensation 1,572 (279 )
Dividends paid to stockholders (3,708 ) (3,822 )
Excess tax benefits from stock-based compensation 349 —
Net cash used in financing activities (1,787 ) (41,423 )
Net decrease in cash and cash equivalents (43,601 ) (43,509 )
Cash and cash equivalents at the beginning of the period 140,661 252,300
Cash and cash equivalents at the end of the period $97,060 $208,791
 See accompanying unaudited notes to the consolidated financial statements.
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Employers Holdings, Inc. and Subsidiaries
Notes to Consolidated Financial Statements
 (Unaudited)
1. Basis of Presentation and Summary of Operations
Employers Holdings, Inc. (EHI) is a Nevada holding company. Through its wholly owned insurance subsidiaries,
Employers Insurance Company of Nevada (EICN), Employers Compensation Insurance Company (ECIC), Employers
Preferred Insurance Company (EPIC), and Employers Assurance Company (EAC), EHI is engaged in the commercial
property and casualty insurance industry, specializing in workers' compensation products and services. Unless
otherwise indicated, all references to the “Company” refer to EHI, together with its subsidiaries.
The accompanying consolidated financial statements have been prepared in accordance with U.S. generally accepted
accounting principles (GAAP) for interim financial information and with the instructions to Form 10-Q and Article 10
of Regulation S-X of the Securities Exchange Act of 1934, as amended. Accordingly, they do not include all of the
information and notes required by GAAP for complete financial statements. In the opinion of management, all
adjustments (consisting of normal, recurring adjustments) necessary for a fair presentation of the Company’s
consolidated financial position and results of operations for the periods presented have been included. The results of
operations for an interim period are not necessarily indicative of the results for an entire year. These financial
statements have been prepared consistent with the accounting policies described in the Company’s Annual Report on
Form 10-K for the year ended December 31, 2012.
The Company considers an operating segment to be any component of its business whose operating results are
regularly reviewed by the Company’s chief operating decision makers to make decisions about resources to be
allocated to the segment and assess its performance based on discrete financial information. Currently, the Company
has one operating segment, workers’ compensation insurance and related services.
Use of Estimates
The preparation of the consolidated financial statements in conformity with GAAP requires management to make
estimates and assumptions that affect the reported amounts of assets and liabilities, and disclosure of contingent assets
and liabilities, at the date of the consolidated financial statements, as well as the reported amounts of revenues and
expenses during the reporting period. As a result, actual results could differ from these estimates. The most significant
areas that require management judgment are the estimate of unpaid losses and loss adjustment expenses (LAE),
evaluation of reinsurance recoverables, recognition of premium revenue, deferred income taxes, investments, and the
valuation of goodwill and intangible assets.
Reclassifications
Certain prior period information has been reclassified to conform to the current period presentation.
2. New Accounting Standards
In February 2013, the Financial Accounting Standards Board issued Accounting Standards Update Number 2013-02,
Reporting of Amounts Reclassified Out of Accumulated Other Comprehensive Income (Topic 220). This update
requires companies to report the effect of significant reclassifications out of accumulated other comprehensive income
on the respective line items in net income if the amount being reclassified is required under GAAP to be reclassified
in its entirety to net income. For other amounts that are not required under GAAP to be reclassified in their entirety to
net income in the same reporting period, an entity is required to cross-reference other disclosures required under
GAAP that provide additional detail about those amounts. This update became effective prospectively for reporting
periods beginning after December 15, 2012. The Company adopted this update beginning in the first quarter of 2013.
The adoption of this new guidance did not have a material impact on the Company's consolidated financial condition
or results of operations.
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3. Fair Value of Financial Instruments
The carrying value and the estimated fair value of the Company’s financial instruments were as follows:

June 30, 2013 December 31, 2012

Carrying Value Estimated Fair
Value Carrying Value Estimated Fair

Value
(in thousands)

Financial assets
Investments $2,210,396 $2,210,396 $2,149,514 $2,149,514
Cash and cash equivalents 97,060 97,060 140,661 140,661
Restricted cash and cash equivalents 4,602 4,602 5,353 5,353
Financial liabilities
Notes payable 112,000 114,261 112,000 118,207
The Company's estimates of fair value for financial liabilities are based on a combination of the variable interest rates
for the Company's existing line of credit and other notes with similar durations to discount the projection of future
payments on notes payable, and have been determined to be Level 2 fair value measurements, as defined below.
Assets and liabilities recorded at fair value on the consolidated balance sheets are categorized based upon the levels of
judgment associated with the inputs used to measure their fair value. Level inputs are defined as follows:

•Level 1 - Inputs are unadjusted quoted market prices for identical assets or liabilities in active markets at the
measurement date.

•Level 2 - Inputs other than Level 1 prices that are observable for similar assets or liabilities through corroboration
with market data at the measurement date.

•Level 3 - Inputs that are unobservable that reflect management's best estimate of what market participants would use
in pricing the assets or liabilities at the measurement date.
The following methods and assumptions were used to determine the fair value of each class of assets and liabilities
recorded at fair value in the consolidated balance sheets.
Fair value of available-for-sale fixed maturity and equity securities is based on quoted market prices, where available,
and is obtained primarily from third party pricing services, which generally use Level 1 or Level 2 inputs. The
Company obtains a quoted price for each security from third party pricing services. The quoted prices are derived
through recently reported trades for identical or similar securities. For securities not actively traded, the third party
pricing services may use quoted market prices of similar instruments or discounted cash flow analyses, incorporating
inputs that are currently observable in the markets for similar securities. Inputs that are often used in the valuation
methodologies include, but are not limited to, broker quotes, benchmark yields, credit spreads, default rates, and
prepayment speeds. The Company also performs a quarterly analysis on the prices received from third party pricing
services to determine whether the prices are reasonable estimates of fair value, including confirming the fair values of
these securities through observable market prices using an alternative pricing source. If differences are noted in this
review, the Company may obtain additional information from other pricing services to validate the quoted price.
There were no adjustments to prices obtained from third party pricing services as of June 30, 2013 or December 31,
2012 that were material to the consolidated financial statements.
If quoted market prices and an estimate determined by using objectively verifiable information are unavailable, the
Company produces an estimate of fair value based on internally developed valuation techniques, which, depending on
the level of observable market inputs, will render the fair value estimate as Level 2 or Level 3. The Company bases all
of its estimates of fair value for assets on the bid price as it represents what a third party market participant would be
willing to pay in an arm's length transaction.
These methods of valuation will only produce an estimate of fair value if there is objectively verifiable information to
produce a valuation. If objectively verifiable information is not available, the Company would be required to produce
an estimate of fair value using some of the same methodologies, making assumptions for market based inputs that are
unavailable.
Estimates of fair value for fixed maturity securities are based on estimates using objectively verifiable information and
are included in the amount disclosed in Level 2 of the hierarchy. The fair value estimates for determining Level 3 fair
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value include the Company's assumptions about risk assessments and market participant assumptions based on the
best information available, including quotes from market makers and other broker/dealers recognized as market
participants, using standard or trade derived inputs, new issue data, monthly payment information, cash flow
generation, prepayment speeds, spread adjustments, or rating updates.
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The following table presents the items on the accompanying consolidated balance sheets that are stated at fair value
and the fair value measurements.

June 30, 2013 December 31, 2012
Level 1 Level 2 Level 3 Level 1 Level 2 Level 3
(in thousands)

Fixed maturity securities
U.S. Treasuries $— $152,085 $— $— $152,490 $—
U.S. Agencies — 89,031 — — 93,967 —
States and municipalities — 754,833 — — 758,516 —
Corporate securities — 746,808 — — 676,243 —
Residential mortgage-backed
securities — 239,025 — — 252,852 —

Commercial mortgage-backed
securities — 51,433 — — 56,120 —

Asset-backed securities — 36,812 — — 34,240 —
Total fixed maturity securities — 2,070,027 — — 2,024,428 —
Equity securities $140,369 $— $— $125,086 $— $—
4. Investments
The cost or amortized cost, gross unrealized gains, gross unrealized losses, and estimated fair value of the Company’s
investments were as follows:

Cost or
Amortized
Cost

Gross
Unrealized
Gains

Gross
Unrealized
Losses

Estimated
Fair Value

(in thousands)
At June 30, 2013
Fixed maturity securities
U.S. Treasuries $143,294 $8,830 $(39 ) $152,085
U.S. Agencies 85,104 3,930 (3 ) 89,031
States and municipalities 713,702 45,248 (4,117 ) 754,833
Corporate securities 725,567 31,031 (9,790 ) 746,808
Residential mortgage-backed securities 231,561 10,260 (2,796 ) 239,025
Commercial mortgage-backed securities 53,618 423 (2,608 ) 51,433
Asset-backed securities 36,977 94 (259 ) 36,812
Total fixed maturity securities 1,989,823 99,816 (19,612 ) 2,070,027
Equity securities 85,559 55,114 (304 ) 140,369
Total investments $2,075,382 $154,930 $(19,916 ) $2,210,396
At December 31, 2012
Fixed maturity securities
U.S. Treasuries $138,839 $13,651 $— $152,490
U.S. Agencies 88,202 5,765 — 93,967
States and municipalities 689,776 68,740 — 758,516
Corporate securities 627,047 49,461 (265 ) 676,243
Residential mortgage-backed securities 236,461 16,488 (97 ) 252,852
Commercial mortgage-backed securities 54,755 1,410 (45 ) 56,120
Asset-backed securities 34,062 211 (33 ) 34,240
Total fixed maturity securities 1,869,142 155,726 (440 ) 2,024,428
Equity securities 81,067 45,399 (1,380 ) 125,086
Total investments $1,950,209 $201,125 $(1,820 ) $2,149,514

Edgar Filing: Employers Holdings, Inc. - Form 10-Q

13



8

Edgar Filing: Employers Holdings, Inc. - Form 10-Q

14



The amortized cost and estimated fair value of fixed maturity securities at June 30, 2013, by contractual maturity, are
shown below. Expected maturities differ from contractual maturities because borrowers may have the right to call or
prepay obligations with or without call or prepayment penalties.

Amortized Cost Estimated Fair Value
(in thousands)

Due in one year or less $151,956 $154,046
Due after one year through five years 751,560 784,120
Due after five years through ten years 583,868 614,269
Due after ten years 180,283 190,322
Mortgage and asset-backed securities 322,156 327,270
Total $1,989,823 $2,070,027

9

Edgar Filing: Employers Holdings, Inc. - Form 10-Q

15



The following is a summary of investments that have been in a continuous unrealized loss position for less than 12
months and those that have been in a continuous unrealized loss position for 12 months or greater as of June 30, 2013
and December 31, 2012.

June 30, 2013 December 31, 2012

Estimated
Fair Value

Gross
Unrealized
Losses

Number of
Issues

Estimated
Fair Value

Gross
Unrealized
Losses

Number of
Issues

(dollars in thousands)
Less than 12 months:
Fixed maturity securities
U.S. Treasuries $12,107 $(39 ) 5 $— $— —
U.S. Agencies 3,025 (3 ) 1 — — —
States and municipalities 96,389 (4,117 ) 26 — — —
Corporate securities 292,305 (9,664 ) 110 36,338 (265 ) 12
Residential mortgage-backed
securities 80,475 (2,785 ) 36 14,629 (28 ) 6

Commercial mortgage-backed
securities 33,254 (2,608 ) 10 10,432 (45 ) 4

Asset-backed securities 28,903 (259 ) 13 16,714 (33 ) 5
Total fixed maturity securities 546,458 (19,475 ) 201 78,113 (371 ) 27
Equity securities 10,005 (268 ) 38 11,645 (1,207 ) 35
Total less than 12 months $556,463 $(19,743 ) 239 $89,758 $(1,578 ) 62

12 months or greater:
Fixed maturity securities
Corporate securities $2,460 $(126 ) 1 $— $— —
Residential mortgage-backed
securities 511 (11 ) 17 2,341 (69 ) 17

Total fixed maturity securities 2,971 (137 ) 18 2,341 (69 ) 17
Equity securities 331 (36 ) 2 456 (173 ) 4
Total 12 months or greater $3,302 $(173 ) 20 $2,797 $(242 ) 21

Total available-for-sale:
Fixed maturity securities
U.S. Treasuries $12,107 $(39 ) 5 $— $— —
U.S. Agencies 3,025 (3 ) 1 — — —
States and municipalities 96,389 (4,117 ) 26 — — —
Corporate securities 294,765 (9,790 ) 111 36,338 (265 ) 12
Residential mortgage-backed
securities 80,986 (2,796 ) 53 16,970 (97 ) 23

Commercial mortgage-backed
securities 33,254 (2,608 ) 10 10,432 (45 ) 4

Asset-backed securities 28,903 (259 ) 13 16,714 (33 ) 5
Total fixed maturity securities 549,429 (19,612 ) 219 80,454 (440 ) 44
Equity securities 10,336 (304 ) 40 12,101 (1,380 ) 39
Total available-for-sale $559,765 $(19,916 ) 259 $92,555 $(1,820 ) 83
Based on reviews of the fixed maturity securities, the Company determined that unrealized losses as of June 30, 2013
were primarily the result of changes in prevailing interest rates and not the credit quality of the issuers. The fixed
maturity securities whose total fair value was less than amortized cost were not determined to be
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other-than-temporarily impaired given the severity and duration of the impairment, the credit quality of the issuers, the
Company’s intent to not sell the securities, and a determination that it is not more likely than not that the Company will
be required to sell the securities until fair value recovers to above cost, or maturity.
Based on reviews of the equity securities as of June 30, 2013, the Company recognized an impairment of $0.1 million
in the fair value of one equity security as a result of the severity and duration of the change in fair value of that
security.
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Realized gains on investments, net, and the change in unrealized gains (losses) on fixed maturity and equity securities
are determined on a specific-identification basis and were as follows:

Three Months Ended Six Months Ended
June 30, June 30,
2013 2012 2013 2012
(in thousands)

Realized gains on investments, net
Fixed maturity securities
Gross gains $1 $592 $1 $2,295
Gross losses — — — (5 )
Realized gains on fixed maturity securities,
net $1 $592 $1 $2,290

Equity securities
Gross gains $3,933 $613 $4,977 $1,161
Gross losses (68 ) (260 ) (318 ) (728 )
Realized gains on equity securities, net $3,865 $353 $4,659 $433
Total $3,866 $945 $4,660 $2,723

Change in unrealized gains (losses)
Fixed maturity securities $(62,851 ) $8,015 $(75,082 ) $3,558
Equity securities (687 ) (3,047 ) 10,790 8,931
Total $(63,538 ) $4,968 $(64,292 ) $12,489
Net investment income was as follows:

Three Months Ended Six Months Ended
June 30, June 30,
2013 2012 2013 2012
(in thousands)

Fixed maturity securities $17,280 $18,045 $34,526 $36,289
Equity securities 947 777 1,783 1,424
Cash equivalents and restricted cash 28 94 63 223

18,255 18,916 36,372 37,936
Investment expenses (610 ) (619 ) (1,322 ) (1,254 )
Net investment income $17,645 $18,297 $35,050 $36,682
The Company is required by various state laws and regulations to keep securities or letters of credit in depository
accounts with certain states in which it does business. As of June 30, 2013 and December 31, 2012, securities having a
fair value of $592.1 million and $530.6 million, respectively, were on deposit. These laws and regulations govern not
only the amount, but also the types of securities that are eligible for deposit. The deposits are limited to fixed maturity
securities in all states. Additionally, certain reinsurance contracts require Company funds to be held in trust for the
benefit of the ceding reinsurer to secure the outstanding liabilities assumed by the Company. The fair value of fixed
maturity securities held in trust for the benefit of ceding reinsurers at June 30, 2013 and December 31, 2012 was $32.0
million and $35.0 million, respectively. Pursuant to the Amended Credit Facility, a portion of the Company's debt was
secured by fixed maturity securities and restricted cash and cash equivalents that had a fair value of $107.2 million
and $110.4 million at June 30, 2013 and December 31, 2012, respectively.
5. Income Taxes
Income tax expense for interim periods is measured using an estimated effective tax rate for the annual period. The
following is a reconciliation of the federal statutory income tax rate to the Company’s effective tax rates for the periods
presented.

Six Months Ended
June 30,
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2013 2012
Expense computed at statutory rate 35.0  % 35.0  %
Dividends received deduction and tax-exempt interest (19.7 ) (108.9 )
LPT Agreement (12.0 ) (76.2 )
Other 1.0 4.6
Effective tax rate 4.3  % (145.5 )%

11
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6. Liability for Unpaid Losses and Loss Adjustment Expenses 
The following table represents a reconciliation of changes in the liability for unpaid losses and LAE.

Six Months Ended
June 30,
2013 2012
(in thousands)

Unpaid losses and LAE, gross of reinsurance, at beginning of period $2,231,540 $2,272,363
Less reinsurance recoverables for unpaid losses and LAE 805,386 940,840
Net unpaid losses and LAE at beginning of period 1,426,154 1,331,523
Losses and LAE, net of reinsurance, related to:
Current period 227,926 176,145
Prior periods 1,651 1,054
Total net losses and LAE incurred during the period 229,577 177,199
Deduct payments for losses and LAE, net of reinsurance, related to:
Current period 21,843 18,520
Prior periods 143,776 128,460
Total net payments for losses and LAE during the period 165,619 146,980
Ending unpaid losses and LAE, net of reinsurance 1,490,112 1,361,742
Reinsurance recoverable for unpaid losses and LAE 801,149 920,047
Unpaid losses and LAE, gross of reinsurance, at end of period $2,291,261 $2,281,789
Total net losses and LAE included in the above table excludes the impact of the amortization of the deferred
reinsurance gain—LPT Agreement (Deferred Gain) (Note 7).
The increase in the estimates of incurred losses and LAE attributable to insured events for prior periods was primarily
related to the Company's assigned risk business.
7. LPT Agreement
The Company is party to a 100% quota share retroactive reinsurance agreement (LPT Agreement) under which $1.5
billion in liabilities for losses and LAE related to claims incurred by EICN prior to July 1, 1995 were reinsured for
consideration of $775.0 million. The LPT Agreement provides coverage up to $2.0 billion. The initial Deferred Gain
resulting from the LPT Agreement was recorded as a liability in the accompanying consolidated balance sheets as
Deferred reinsurance gain–LPT Agreement. The Company is also entitled to receive a contingent profit commission
under the LPT Agreement. The contingent profit commission is an amount based on the favorable difference between
actual paid losses and LAE and expected paid losses and LAE as established in the LPT Agreement. The Company
records its estimate of contingent profit commission in the accompanying consolidated balance sheets as Contingent
commission receivable–LPT Agreement and a corresponding liability is recorded on the accompanying consolidated
balance sheets in Deferred reinsurance gain–LPT Agreement. The Deferred Gain is being amortized using the recovery
method. Amortization is determined by the proportion of actual reinsurance recoveries to total estimated recoveries
over the life of the LPT Agreement, except for the contingent profit commission, which is amortized through June 30,
2024. The amortization is recorded in losses and LAE incurred in the accompanying consolidated statements of
comprehensive income. Any adjustments to the Deferred Gain are recorded in losses and LAE incurred in the
accompanying consolidated statements of comprehensive income. There were no adjustments to the estimated
reserves ceded under the LPT Agreement in the current period.
The Company amortized $8.7 million and $8.9 million of the Deferred Gain for the six months ended June 30, 2013
and 2012, respectively. The remaining Deferred Gain was $274.2 million and $281.0 million as of June 30, 2013 and
December 31, 2012, respectively. The estimated remaining liabilities subject to the LPT Agreement were $655.6
million and $672.3 million as of June 30, 2013 and December 31, 2012, respectively. Losses and LAE paid with
respect to the LPT Agreement totaled $621.8 million and $605.1 million through June 30, 2013 and December 31,
2012, respectively.
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8. Accumulated Other Comprehensive Income, net
Accumulated other comprehensive income, net, is comprised of unrealized gains on investments classified as
available-for-sale, net of deferred tax expense. The following table summarizes the components of accumulated other
comprehensive income, net:

June 30, 2013 December 31, 2012
(in thousands)

Net unrealized gain on investments, before taxes $135,014 $199,305
Deferred tax expense on net unrealized gains (47,255 ) (69,756 )
Total accumulated other comprehensive income, net $87,759 $129,549
9. Stock-Based Compensation
The Company awarded stock options, restricted stock units (RSUs) and performance share units (PSUs) to certain
officers and Directors of the Company as follows:

Number
Awarded

Weighted Average
Fair Value on Date
of Grant

Weighted
Average Exercise
Price

Aggregate Fair
Value on Date of
Grant
(in millions)

March 2013
Stock options(1) 162,800 $7.04 $22.24 $1.1
RSUs(1) 73,894 22.24 — 1.6
PSUs(2) 147,440 22.24 — 3.3

May 2013
RSUs(1) 14,550 24.74 — 0.4

(1)

The stock options and RSUs awarded in March 2013 were awarded to certain officers of the Company and vest
25% on March 19, 2014, and each of the subsequent three anniversaries of that date. The stock options and RSUs
are subject to accelerated vesting in certain circumstances, such as: death or disability, or in connection with
change of control of the Company. The stock options expire seven years from the date of grant.

The RSUs awarded in May 2013 were granted to non-employee Directors of the Company and have a service vesting
period of one year from the grant date.

(2)
The PSUs have a performance period of three years and are subject to certain performance goals, based on the
Company's statutory combined ratio, with payouts that range from 0% to 200% of the target awards. The values
shown in the table represent the target number of PSUs awarded.

A total of 136,047 and 101,261 stock options were exercised during the six months ended June 30, 2013 and the year
ended December 31, 2012, respectively.
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10. Earnings Per Share
Basic earnings per share includes no dilution and is computed by dividing income applicable to stockholders by the
weighted average number of shares outstanding for the period. Diluted earnings per share reflects the potential dilutive
impact of all convertible securities on earnings per share. Diluted earnings per share includes shares assumed issued
under the “treasury stock method,” which reflects the potential dilution that would occur if outstanding options were to
be exercised. The following table presents the net income and the weighted average shares outstanding used in the
earnings per common share calculations.

Three Months Ended Six Months Ended
June 30, June 30,
2013 2012 2013 2012
(in thousands, except share data)

Net income available to stockholders—basic and diluted $14,588 $5,016 $22,078 $11,356
Weighted average number of shares outstanding—basic 31,079,713 31,537,452 30,997,552 32,093,328
Effect of dilutive securities:
PSUs 209,795 20,229 167,388 8,975
Stock options 296,893 82,385 279,405 83,547
RSUs 55,215 45,570 71,399 56,741
Dilutive potential shares 561,903 148,184 518,192 149,263
Weighted average number of shares outstanding—diluted31,641,616 31,685,636 31,515,744 32,242,591
Diluted earnings per share excludes outstanding options and other common stock equivalents in periods where the
inclusion of such options and common stock equivalents would be anti-dilutive. The following table presents options
and RSUs that were excluded from diluted earnings per share.

Three Months Ended Six Months Ended
June 30, June 30,
2013 2012 2013 2012

Options excluded as the exercise price was greater than
the average market price — 934,597 — 934,597

Options and RSUs excluded under the treasury method
as the potential proceeds on settlement or exercise price
was greater than the value of shares acquired

162,800 654,123 511,477 555,084
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Item 2.  Management’s Discussion and Analysis of Consolidated Financial Condition and Results of Operations
You should read the following discussion and analysis in conjunction with our consolidated financial statements and
the related notes thereto included in Item 1 of Part I. Unless otherwise indicated, all references to “we,” “us,” “our,” “the
Company,” or similar terms refer to Employers Holdings, Inc. (EHI), together with its subsidiaries. The information
contained in this quarterly report is not a complete description of our business or the risks associated with an
investment in our common stock. We urge you to carefully review and consider the various disclosures made by us in
this quarterly report and in our other reports filed with the Securities and Exchange Commission (SEC), including our
Annual Report on Form 10-K for the year ended December 31, 2012 (Annual Report).
The Private Securities Litigation Reform Act of 1995 provides a safe harbor for forward-looking statements if
accompanied by meaningful cautionary statements identifying important factors that could cause actual results to
differ materially from those discussed. You should not place undue reliance on these statements, which speak only as
of the date of this report. Forward-looking statements include those related to our expected financial position,
business, financing plans, litigation, future premiums, revenues, earnings, pricing, investments, business relationships,
expected losses, loss experience, loss reserves, acquisitions, competition, the impact of changes in interest rates, rate
increases with respect to our business, and the insurance industry in general. Statements including words such as
“expect,” “intend,” “plan,” “believe,” “estimate,” “may,” “anticipate,” “will” or similar statements of a future or forward-looking nature
identify forward-looking statements.
We undertake no obligation to publicly update or revise any forward-looking statements, whether as a result of new
information, future events, or otherwise, except as required by law. All forward-looking statements address matters
that involve risks and uncertainties that could cause actual results to differ materially from historical or anticipated
results, depending on a number of factors. These risks and uncertainties include, but are not limited to, those described
in our Annual Report and other documents that we have filed with the SEC.
Overview
We are a Nevada holding company. Through our insurance subsidiaries, we provide workers’ compensation insurance
coverage to select, small businesses in low to medium hazard industries. Workers’ compensation insurance is provided
under a statutory system wherein most employers are required to provide coverage for their employees’ medical,
disability, vocational rehabilitation, and/or death benefit costs for work-related injuries or illnesses. We provide
workers’ compensation insurance in 31 states and the District of Columbia, with a concentration in California, where
over one-half of our business is generated. Our revenues are primarily comprised of net premiums earned, net
investment income, and net realized gains on investments.
We target small businesses, as we believe that this market is traditionally characterized by fewer competitors, more
attractive pricing, and stronger persistency when compared to the U.S. workers’ compensation insurance industry in
general. We believe we are able to price our policies at levels that are competitive and profitable over the long-term.
Our underwriting approach is to consistently underwrite small business accounts at appropriate and competitive prices
without sacrificing long-term profitability and stability for short-term top-line revenue growth.
Our goal is to maintain our focus on disciplined underwriting and to continue to pursue profitable growth
opportunities across market cycles; however, we continue to be affected by persistently low investment yields and
continuing high levels of unemployment nationally. We do not believe overall economic conditions will change
significantly in the near-term.
We market and sell our workers' compensation insurance products through independent local, regional, and national
agents and brokers; through our strategic partnerships and alliances, including our principal partners ADP, Inc. and
Anthem Blue Cross of California; and through relationships with national, regional, and local trade groups and
associations.
Results of Operations
Overall, net income was $14.6 million and $22.1 million for the three and six months ended June 30, 2013,
respectively, compared to $5.0 million and $11.4 million for the corresponding periods of 2012. We recognized
underwriting losses of $5.1 million and $15.3 million for the three and six months ended June 30, 2013, respectively,
compared to underwriting losses of $15.8 million and $33.2 million for the same periods of 2012. Underwriting
income or loss is determined by deducting losses and LAE, commission expense, and underwriting and other
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operating expenses from net premiums earned. Key factors that affected our financial performance during the three
and six months ended June 30, 2013, compared to the same periods of 2012, include:
•Gross premiums written increased 24.2% and 23.4%;
•Net premiums earned increased 34.5% and 34.6%;
•Losses and LAE increased 28.3% and 31.2%;
•Underwriting and other operating expenses increased 6.4% and 0.8%;
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•Income tax expenses increased $3.5 million and $7.7 million; and
•Unrealized gains on investments, net of deferred tax expense, decreased $44.5 million and $49.9 million.
A primary measure of our performance is our ability to increase stockholders’ equity, including the impact of the
Deferred reinsurance gain–LPT Agreement (Deferred Gain), over the long-term; however, during periods of rising
interest rates, the fair value of the fixed income component of our investment portfolio may be negatively impacted,
thereby reducing stockholders' equity. During the second quarter of 2013, the unrealized gain in our portfolio, net of
deferred tax expense, declined by $41.3 million, principally as a result of the upward movement in interest rates
during the quarter. The following table shows our stockholders' equity including the Deferred Gain, stockholders'
equity on a GAAP basis, and number of common shares outstanding.

June 30, 2013 December 31, 2012
(in thousands, except share data)

Stockholders' equity including the Deferred Gain(1) $796,123 $820,424
GAAP stockholders' equity $521,940 $539,381
Common shares outstanding 30,998,491 30,771,479

(1)Stockholders' equity, including the Deferred Gain, is a non-GAAP measure that is defined as total stockholders'
equity plus the Deferred Gain, which we believe is an important supplemental measure of our capital position.

The comparative components of net income are set forth in the following table:
Three Months Ended Six Months Ended
June 30, June 30,
2013 2012 2013 2012
(in thousands)

Gross premiums written $190,068 $153,094 $365,031 $295,888
Net premiums written 186,996 150,364 359,022 290,728

Net premiums earned $159,953 $118,955 $307,928 $228,855
Net investment income 17,645 18,297 35,050 36,682
Realized gains on investments, net 3,866 945 4,660 2,723
Other income 144 114 247 195
Total revenues 181,608 138,311 347,885 268,455

Losses and LAE 112,638 87,809 220,910 168,327
Commission expense 20,127 16,621 38,520 30,437
Underwriting and other operating expenses 32,249 30,316 63,789 63,305
Interest expense 797 858 1,605 1,760
Income tax expense (benefit) 1,209 (2,309 ) 983 (6,730 )
Total expenses 167,020 133,295 325,807 257,099
Net income $14,588 $5,016 $22,078 $11,356
Less amortization of the Deferred Gain related to losses $3,275 $3,828 $6,580 $7,984
Less amortization of the Deferred Gain related to contingent
commission 406 256 788 525

Less impact of LPT Contingent Commission Adjustments(1) 1,024 227 1,299 363
Net income before impact of the LPT Agreement(2) $9,883 $705 $13,411 $2,484

(1)

Any adjustment to the contingent profit commission under the LPT Agreement results in a cumulative adjustment
to the Deferred Gain, which is also recognized in losses and LAE incurred in the consolidated statement of income
and comprehensive income, such that the Deferred Gain reflects the balance that would have existed had the
revised contingent profit commission been recognized at the inception of the LPT Agreement (LPT Contingent
Commission Adjustments).

(2)We define net income before impact of the LPT Agreement as net income before the impact of: (a) amortization of
Deferred Gain; (b) adjustments to LPT Agreement ceded reserves; and (c) adjustments to contingent commission
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receivable–LPT Agreement. Deferred Gain reflects the unamortized gain from our LPT Agreement. Under GAAP,
this gain is deferred and is being amortized using the recovery method. Amortization is determined by the
proportion of actual reinsurance recoveries to total estimated recoveries over the life of the LPT Agreement, except
for the contingent profit commission, which is amortized through June 30, 2024. The amortization is reflected in
losses and LAE. We periodically reevaluate the remaining direct reserves subject to the LPT Agreement and the
expected losses and LAE subject to the contingent profit commission under the LPT Agreement. Our reevaluation
results in corresponding adjustments, if needed, to reserves,
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ceded reserves, contingent commission receivable, and the Deferred Gain, with the net effect being an increase or
decrease, as the case may be, to net income. Net income before impact of the LPT Agreement is not a measurement of
financial performance under GAAP, but rather reflects a difference in accounting treatment between statutory and
GAAP, and should not be considered in isolation or as an alternative to net income before income taxes or net income,
or any other measure of performance derived in accordance with GAAP.
We present net income before impact of the LPT Agreement because we believe that it is an important supplemental
measure of operating performance to be used by analysts, investors, and other interested parties in evaluating us. The
LPT Agreement was a non-recurring transaction under which the Deferred Gain does not effect our ongoing
operations, and, consequently, we believe this presentation is useful in providing a meaningful understanding of our
operating performance. In addition, we believe this non-GAAP measure, as we have defined it, is helpful to our
management in identifying trends in our performance because the excluded item has limited significance on our
current and ongoing operations.
Net Premiums Earned
Net premiums earned increased 34.5% and 34.6% for the three and six months ended June 30, 2013, compared to the
corresponding periods in 2012. These increases were primarily due to increasing policy count, increasing average
policy size, and higher net rate.
The following table shows the percentage change in our in-force premium, policy count, average policy size, payroll
exposure upon which our premiums are based, and net rate.

As of June 30, 2013

Year-to-Date Increase Year-Over-Year
Increase

In-force premiums 9.8 % 23.9 %
In-force policy count 3.9 15.2
Average in-force policy size 5.6 7.5
In-force payroll exposure 4.1 12.4
Net rate(1) 5.5 10.1

(1)
Net rate, defined as total premium in-force divided by total insured payroll exposure, is a function of a variety of
factors, including rate changes, underwriting risk profiles and pricing, and changes in business mix related to
economic and competitive pressures.

Our in-force premiums and number of policies in-force by select states were as follows:
June 30, 2013 December 31, 2012 June 30, 2012 December 31, 2011

State Premiums
In-force

Policies
In-force

Premiums
In-force

Policies
In-force

Premiums
In-force

Policies
In-force

Premiums
In-force

Policies
In-force

(dollars in thousands)
California $349,253 47,659 $317,890 46,829 $274,379 42,577 $221,910 36,867
Illinois 31,583 3,284 30,555 3,302 28,816 3,125 24,744 2,433
Georgia 25,329 3,566 22,985 3,150 19,882 2,628 16,393 2,050
Florida 19,041 3,117 17,676 2,918 16,909 2,723 15,226 2,399
Nevada 16,001 3,847 15,522 3,876 15,748 3,845 14,639 3,718
Other 148,583 21,459 132,714 19,739 120,473 17,073 101,009 13,226
Total $589,790 82,932 $537,342 79,814 $476,207 71,971 $393,921 60,693
Our strategic partnerships and alliances generated $134.8 million and $109.5 million, or 22.9% and 23.0%, of our
in-force premiums as of June 30, 2013 and 2012, respectively. We believe that the bundling of products and services
through these relationships contributes to higher retention rates than business generated by our independent agents.
These relationships also allow us to access new customers that we may not have access to through our independent
agent distribution channel. We continue to expand our existing relationships and actively seek new partnerships and
alliances.
In September 2012, the California legislature passed Senate Bill No. 863 (SB 863), which was subsequently signed
into law. SB 863 includes a number of reforms to California's workers' compensation system, including increases to
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permanent disability benefits offset by reforms designed to reduce costs in the system. According to the Workers'
Compensation Insurance Rating Bureau, the cost savings are expected to be achieved through a number of measures,
including: the creation of a new dispute resolution process outside of the Workers' Compensation Appeals Board for
medical treatments and billing issues; new controls on liens; and calls for new fee schedules for physicians,
interpreters, ambulatory surgery centers, and home health care.
Any cost savings associated with SB 863 will be dependent on the implementation of the provisions of the bill and are
not included in our current rate filings. We will evaluate SB 863's mandated regulations as they are adopted and will
adjust our rate filings as indicated. We can offer no assurance that SB 863 will result in any cost savings for us or any
indication as to when, if ever, any cost savings might occur.

17

Edgar Filing: Employers Holdings, Inc. - Form 10-Q

29



We set our own premium rates in California based upon actuarial analyses of current and anticipated loss trends with a
goal of maintaining underwriting profitability. Due to increasing loss costs, primarily medical cost inflation, we have
increased our filed premium rates in California by a cumulative 41.3% since the beginning of 2009.
The following table sets forth the percentage increases to our filed California rates effective for new and renewal
policies incepting on or after the dates shown.

Effective Date Premium Rate Change
Filed in California

February 1, 2009 10.0 %
August 15, 2009 10.5
March 15, 2010 3.0
March 15, 2011 2.5
September 15, 2011 3.9
June 15, 2012 6.0
We expect that total premiums in 2013 across our markets will reflect:
•overall net rate increases;
•decelerating policy count growth; and
•increasing average policy size.
Net Investment Income and Realized Gains on Investments, Net
We invest our holding company assets, statutory surplus, and the funds supporting our insurance liabilities, including
unearned premiums and unpaid losses and LAE. We invest in fixed maturity securities, equity securities, and cash
equivalents. Net investment income includes interest and dividends earned on our invested assets and amortization of
premiums and discounts on our fixed maturity securities, less bank service charges and custodial and portfolio
management fees. We have established a high quality/short duration bias in our investment portfolio.
Net investment income decreased 3.6% and 4.4% for the three and six months ended June 30, 2013, compared to the
same periods of 2012. The decrease was primarily related to decreases in the average pre-tax book yield on invested
assets to 3.4% and 3.5% for the three and six months ended June 30, 2013, compared to 3.7% for the same periods of
2012. The tax-equivalent yield on invested assets decreased to 4.2% at June 30, 2013, compared to 4.8% at June 30,
2012.
Realized gains and losses on our investments are reported separately from our net investment income. Realized gains
and losses on investments include the gain or loss on a security at the time of sale compared to its original or adjusted
cost (equity securities) or amortized cost (fixed maturity securities). Realized losses are also recognized when
securities are written down as a result of an other-than-temporary impairment.
Net realized gains on investments were $3.9 million and $4.7 million for the three and six months ended June 30,
2013, respectively, compared to $0.9 million and $2.7 million for the corresponding periods of 2012.
Additional information regarding our Investments is set forth under “—Liquidity and Capital Resources—Investments.”
Combined Ratio
The combined ratio, expressed as a percentage, is a key measurement of underwriting profitability. The combined
ratio is the sum of the loss and LAE ratio, the commission expense ratio, and underwriting and other operating
expenses ratio. When the combined ratio is below 100%, we have recorded underwriting income, and conversely,
when the combined ratio is greater than 100%, we cannot be profitable without investment income. Because we only
have one operating segment, holding company expenses are included in our calculation of the combined ratio.
The following table provides the calculation of our calendar year combined ratios.

Three Months Ended Six Months Ended
June 30, June 30,
2013 2012 2013 2012

Loss and LAE ratio 70.4 % 73.8 % 71.7 % 73.6 %
Underwriting and other operating expenses ratio 20.2 25.5 20.8 27.6
Commission expense ratio 12.6 14.0 12.5 13.3
Combined ratio 103.2 % 113.3 % 105.0 % 114.5 %
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Loss and LAE Ratio.  Expressed as a percentage, this is the ratio of losses and LAE to net premiums earned.
Losses and LAE represents our largest expense item and includes claim payments made, amortization of the Deferred
Gain, estimates for future claim payments and changes in those estimates for current and prior periods, and costs
associated with investigating, defending, and adjusting claims. The quality of our financial reporting depends in large
part on accurately predicting our losses and LAE, which are inherently uncertain as they are estimates of the ultimate
cost of individual claims based on actuarial estimation techniques.
Our indemnity claims frequency (the number of claims expressed as a percentage of payroll) was relatively unchanged
for the three and six months ended June 30, 2013, compared to the same periods of 2012, and our loss experience
indicates a downward trend in medical and indemnity costs per claim that are reflected in our current accident year
loss estimate. We believe our current accident year loss estimate is adequate; however, ultimate losses will not be
known with any certainty for many years.
Overall, losses and LAE increased 28.3% and 31.2% for the three and six months ended June 30, 2013, compared to
the same periods of 2012. This increase was primarily due to higher net earned premiums in 2013. Prior accident year
loss development in both periods was primarily related to our assigned risk business. Our current accident year loss
estimates were 73.0% and 74.0% for the three and six months ended June 30, 2013, compared to 77.0% for the three
and six months ended June 30, 2012. The decrease in our current accident year loss estimate is primarily the result of
net rate increases more than offsetting increases in loss costs.
Excluding the impact from the LPT Agreement, losses and LAE would have been $117.3 million and $92.1 million,
or 73.4% and 77.4% of net premiums earned, for the three months ended June 30, 2013 and 2012, respectively. For
the six months ended June 30, 2013 and 2012, losses and LAE would have been $229.6 million and $177.2 million, or
74.6% and 77.4% of net premiums earned, respectively.
The table below reflects the losses and LAE reserve adjustments.

Three Months Ended Six Months Ended
June 30, June 30,
2013 2012 2013 2012
(in thousands) (in thousands)

Prior accident year (unfavorable) loss development, net $(522 ) $(529 ) $(1,651 ) $(1,054 )
Amortization of the Deferred Gain related to losses 3,275 3,828 6,580 7,984
Amortization of the Deferred Gain related to contingent
commission 406 256 788 525

Impact of LPT Contingent Commission Adjustments 1,024 227 1,299 363
Underwriting and Other Operating Expenses Ratio.  The underwriting and other operating expenses ratio is the ratio
(expressed as a percentage) of underwriting and other operating expenses to net premiums earned and measures an
insurance company's operational efficiency in producing, underwriting, and administering its insurance business.
Underwriting and other operating expenses are those costs that we incur to underwrite and maintain the insurance
policies we issue, excluding commission. These expenses include premium taxes and certain other general expenses
that vary with, and are primarily related to, producing new or renewal business. Other underwriting expenses include
policyholder dividends, changes in estimates of future write-offs of premiums receivable, general administrative
expenses such as salaries and benefits, rent, office supplies, depreciation, and all other operating expenses not
otherwise classified separately. Policy acquisition costs are variable based on premiums earned; however, other
operating costs are more fixed in nature and become a smaller percentage of net premiums earned as premiums
increase.
Our underwriting and other operating expenses ratio decreased 5.3 and 6.8 percentage points, while our underwriting
and other operating expenses increased 6.4% and 0.8% for the three and six months ended June 30, 2013, respectively,
compared to the same periods of 2012, primarily due to net premiums earned increasing at a faster rate than our
expenses during these periods. During the three months ended June 30, 2013, our compensation related expenses
increased $1.8 million, premium taxes and assessments expenses increased $1.2 million and information technology
expenses increased $0.7 million, compared to the same period of 2012. During the six months ended June 30, 2013,
our compensation related expenses increased $2.7 million, premium taxes and assessments expenses increased $2.4
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million and information technology expenses increased $1.1 million, compared to the same period of 2012.
These increases were reduced by the impact of the new accounting guidance for deferred policy acquisition costs
(DAC) that was implemented in 2012, which increased our underwriting and other operating expenses by $2.2 million
and $5.2 million for the three and six months ended June 30, 2012. Excluding the impact of the new DAC guidance in
2012, underwriting and other operating expenses would have increased 14.7% and 9.8% for the three and six months
ended June 30, 2013, compared to the same periods of 2012.
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Commission Expense Ratio.  The commission expense ratio is the ratio (expressed as a percentage) of commission
expense to net premiums earned and measures the cost of compensating agents and brokers for the business we have
underwritten.
Commission expense includes direct commissions to our agents and brokers for the premiums that they produce for
us, as well as incentive payments, other marketing costs, and fees.
Our commission expense ratio decreased 1.4 and 0.8 percentage points, while our commission expense increased
21.1% and 26.6% for the three and six months ended June 30, 2013, respectively, compared to the same periods of
2012. These increases were primarily due to higher net premiums earned in 2013.
Income Tax Expense (Benefit)
Income tax expense (benefit) was $1.2 million and $1.0 million for the three and six months ended June 30, 2013,
respectively, compared to $(2.3) million and $(6.7) million for the corresponding periods of 2012. The effective tax
rates were 7.7% and 4.3% for the three and six months ended June 30, 2013, respectively, compared to (85.3)% and
(145.5)% for the same periods of 2012. The increased tax expenses for the three and six months ended June 30, 2013,
compared to the same periods of 2012, were primarily due to decreases in tax exempt income as a percentage of
pre-tax net income and increases in projected annual net income before taxes.
Liquidity and Capital Resources
Parent Company
Operating Cash and Cash Equivalents. We are a holding company and our ability to fund our operations is contingent
upon existing capital and the ability of our insurance subsidiaries' to pay dividends up to the holding company.
Payment of dividends by our insurance subsidiaries is restricted by state insurance laws and regulations, including
laws establishing minimum solvency and liquidity thresholds. We require cash to pay stockholder dividends,
repurchase common stock, make interest and principal payments on our outstanding debt obligations, provide
additional surplus to our insurance subsidiaries, and fund our operating expenses.
The holding company had $76.1 million of cash and cash equivalents and fixed maturity securities maturing within
the next 24 months at June 30, 2013. Ten million dollars of our line of credit is payable on each of December 31, 2013
and 2014. We believe that the liquidity needs of the holding company over the next 24 months will be met with cash,
maturing investments, and dividends from our insurance subsidiaries.
Share Repurchases.  In November 2010, the EHI Board of Directors (Board of Directors) authorized a share
repurchase program for repurchases of up to $100 million of the Company's common stock from November 8, 2010
through June 30, 2012 (the 2011 Program). In November 2011, the Board of Directors authorized a $100 million
expansion of the 2011 Program, to $200 million, and extended the repurchase authority pursuant to the 2011 Program
through June 30, 2013. From inception of the 2011 Program through June 30, 2013, when the 2011 Program expired,
we repurchased a total of 9,426,131 shares of common stock at an average price of $15.79 per share, including
commissions, for a total of $148.8 million.
Outstanding Debt.  In December 2010, we entered into a Third Amended and Restated Credit Agreement with Wells
Fargo (Amended Credit Facility) under which we were provided with: (a) $100.0 million line of credit through
December 31, 2011; (b) $90.0 million line of credit from January 1, 2012 through December 31, 2012; (c) $80.0
million line of credit from January 1, 2013 through December 31, 2013; (d) $70.0 million line of credit from January
1, 2014 through December 31, 2014; and (e) $60.0 million line of credit from January 1, 2015 through December 31,
2015. Amounts outstanding bear interest at a rate equal to, at our option: (a) a fluctuating rate of 1.75% above prime
rate or (b) a fixed rate that is 1.75% above the LIBOR rate then in effect. The Amended Credit Facility is secured by
fixed maturity securities and restricted cash and cash equivalents that had a fair value of $107.2 million and $110.4
million at June 30, 2013 and December 31, 2012, respectively. The Amended Credit Facility contains customary
non-financial covenants and requires us to maintain $5.0 million of cash and cash equivalents at all times at the
holding company. We are currently in compliance with all applicable covenants.
Our capital structure is comprised of outstanding debt and stockholders’ equity. As of June 30, 2013, our capital
structure consisted of $80.0 million principal balance on our Amended Credit Facility, $32.0 million in surplus notes
maturing in 2034, and $796.1 million of stockholders’ equity, including the Deferred Gain. Outstanding debt was
12.3% of total capitalization, including the Deferred Gain, as of June 30, 2013.
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Operating Subsidiaries
Operating Cash and Cash Equivalents.  The primary sources of cash for our insurance operating subsidiaries are funds
generated from underwriting operations, investment income, maturities and sales of investments, and capital
contributions from the parent holding company. The primary uses of cash are payments of claims and operating
expenses, purchases of investments, and payments of dividends to the parent holding company, which are subject to
state insurance laws and regulations.
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Our insurance subsidiaries had $356.6 million of cash and cash equivalents and fixed maturity securities maturing
within the next 24 months at June 30, 2013. We believe that our subsidiaries’ liquidity needs over the next 24 months
will be met with cash from operations, investment income, and maturing investments.
We purchase reinsurance to protect us against the costs of severe claims and catastrophic events. On July 1, 2013, we
entered into a new reinsurance program that is effective through June 30, 2014. The reinsurance program consists of
one treaty covering excess of loss and catastrophic loss events in five layers of coverage. Our reinsurance coverage is
$195.0 million in excess of our $5.0 million retention on a per occurrence basis, subject to a $2.0 million annual
aggregate deductible and certain exclusions. We believe that our reinsurance program meets our needs and that we are
sufficiently capitalized.
Various state regulations require us to keep securities or letters of credit on deposit with certain states in which we do
business. Securities having a fair value of $592.1 million and $530.6 million were on deposit at June 30, 2013 and
December 31, 2012, respectively. These laws and regulations govern both the amount and types of fixed maturity
securities that are eligible for deposit. Additionally, certain reinsurance contracts require Company funds to be held in
trust for the benefit of the ceding reinsurer to secure the outstanding liabilities we assumed. The fair value of fixed
maturity securities held in trust for the benefit of ceding reinsurers was $32.0 million and $35.0 million at June 30,
2013 and December 31, 2012, respectively.
Cash Flows
We monitor cash flows at both the consolidated and subsidiary levels. We use trend and variance analyses to project
future cash needs, making adjustments to our forecasts as appropriate.
The table below shows our net cash flows for the six months ended:

June 30,
2013 2012
(in thousands)

Cash and cash equivalents provided by (used in):
Operating activities $85,192 $53,975
Investing activities (127,006 ) (56,061 )
Financing activities (1,787 ) (41,423 )
Decrease in cash and cash equivalents $(43,601 ) $(43,509 )
Operating Activities.  Major components of net cash provided by operating activities for the six months ended
June 30, 2013 included net premiums received of $297.4 million, investment income received of $38.9 million, and
amounts recovered from reinsurers of $17.9 million. These were partially offset by claims payments of $181.7
million, underwriting and other operating expenses paid of $47.3 million (including premium taxes paid of $12.7
million), and commissions paid of $36.2 million.
Major components of net cash provided by operating activities for the six months ended June 30, 2012 included net
premiums received of $234.9 million, investment income received of $40.3 million, and amounts recovered from
reinsurers of $20.7 million. These were partially offset by claims payments of $165.7 million, underwriting and other
operating expenses paid of $48.7 million (including premium taxes paid of $10.3 million), and commissions paid of
$23.4 million.
Investing Activities. The major components of net cash used in investing activities for the six months ended June 30,
2013 and 2012 were the purchases of fixed maturity and equity securities.
Financing Activities. The majority of cash used in financing activities for the six months ended June 30, 2013 was
related to dividends paid to stockholders, partially offset by cash received related to the exercise of stock options.
The majority of cash used in financing activities for the six months ended June 30, 2012 was to repurchase $37.3
million of our common stock and to pay dividends to stockholders.
Investments
The cost or amortized cost of our investment portfolio was $2.1 billion and the fair value was $2.2 billion as of
June 30, 2013.
We employ an investment strategy that emphasizes asset quality and considers the durations of fixed maturity
securities against anticipated claim payments and expenditures, other liabilities, and capital needs. Our investment
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portfolio is structured so that investments mature periodically in reasonable relation to current expectations of future
claim payments. Currently, we make claim payments from positive cash flow from operations and use excess cash to
invest in operations, invest in marketable securities, return capital to our stockholders, and fund growth.
As of June 30, 2013, our investment portfolio, which is classified as available-for-sale, consisted of 93.6% fixed
maturity securities whose fair values may fluctuate due to interest rate changes. We strive to limit interest rate risk by
managing the duration of our fixed maturity securities. Our fixed maturity securities (excluding cash and cash
equivalents) had a duration of 4.2 at June 30,
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2013. To minimize interest rate risk, our portfolio is weighted toward short-term and intermediate-term bonds;
however, our investment strategy balances consideration of duration, yield, and credit risk. Our investment guidelines
require that the minimum weighted average quality of our fixed maturity securities portfolio be "AA-." Our fixed
maturity securities portfolio had a weighted average quality of "AA" as of June 30, 2013, with 61.6% of the portfolio
rated "AA" or better, based on market value.
We carry our portfolio of equity securities on our balance sheet at fair value. We minimize our exposure to equity
price risk by investing primarily in the equity securities of mid-to-large capitalization issuers and by diversifying our
equity holdings across several industry sectors. Equity securities represented 6.4% of our investment portfolio at
June 30, 2013.
Given current economic uncertainty and continuing market volatility, we believe that our current asset allocation best
meets our strategy to preserve capital for policyholders, to provide sufficient income to support insurance operations,
and to effectively grow book value over a long-term investment horizon.
The following table shows the estimated fair value, the percentage of the fair value to total invested assets, and the
average tax equivalent yield based on the fair value of each category of invested assets as of June 30, 2013.

Category Estimated Fair
Value

Percentage
of Total

Tax Equivalent
Yield

(in thousands, except percentages)
U.S. Treasuries $152,085 6.9 % 2.3 %
U.S. Agencies 89,031 4.0 3.0
States and municipalities 754,833 34.1 5.6
Corporate securities 746,808 33.8 3.4
Residential mortgage-backed securities 239,025 10.8 3.9
Commercial mortgage-backed securities 51,433 2.3 2.7
Asset-backed securities 36,812 1.7 1.1
Equity securities 140,369 6.4 5.6
Total $2,210,396 100.0 %
Weighted average tax equivalent yield 4.2 %
The following table shows the percentage of total estimated fair value of our fixed maturity securities as of June 30,
2013 by credit rating category, using the lower of ratings assigned by Moody's Investor Services and/or Standard &
Poor's.

Rating Percentage of Total
Estimated Fair Value

“AAA” 10.0 %
“AA” 51.6
“A” 27.3
“BBB” 10.9
Below investment grade 0.2
Total 100.0 %
Investments that we currently own could be subject to default by the issuer or could suffer declines in fair value that
become other-than-temporary. We regularly assess individual securities as part of our ongoing portfolio management,
including the identification of other-than-temporary declines in fair value. Our other-than-temporary assessment
includes reviewing the extent and duration of declines in the fair value of investments below amortized cost, historical
and projected financial performance and near-term prospects of the issuer, the outlook for industry sectors, credit
rating, and macro-economic changes. We also make a determination as to whether it is not more likely than not that
we will be required to sell the security before its fair value recovers above cost, or maturity.
Based on our review of fixed maturity and equity securities, we believe that we appropriately identified the declines in
the fair values of our unrealized losses at June 30, 2013. We determined that the unrealized losses on fixed maturity
securities were primarily the result of prevailing interest rates and not the credit quality of the issuers. The fixed
maturity securities whose fair value was less than amortized cost were not determined to be other-than-temporarily
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impaired given the severity and duration of the impairment, the credit quality of the issuers, the Company’s intent to
not sell the securities, and a determination that it is not more likely than not that the Company will be required to sell
the securities until fair value recovers to above cost, or maturity.
Based on reviews of the equity securities as of June 30, 2013, the Company recognized an impairment of $0.1 million
in the fair value of one equity security as a result of the severity and duration of the change in fair value of that
security.
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The cost or amortized cost, gross unrealized gains, gross unrealized losses, and estimated fair value of our investments
were as follows:

Cost or
Amortized
Cost

Gross
Unrealized
Gains

Gross
Unrealized
Losses

Estimated
Fair Value

At June 30, 2013 (in thousands)
Fixed maturity securities
U.S. Treasuries $143,294 $8,830 $(39 ) $152,085
U.S. Agencies 85,104 3,930 (3 ) 89,031
States and municipalities 713,702 45,248 (4,117 ) 754,833
Corporate securities 725,567 31,031 (9,790 ) 746,808
Residential mortgaged-backed securities 231,561 10,260 (2,796 ) 239,025
Commercial mortgaged-backed securities 53,618 423 (2,608 ) 51,433
Asset-backed securities 36,977 94 (259 ) 36,812
Total fixed maturity securities 1,989,823 99,816 (19,612 ) 2,070,027
Equity securities 85,559 55,114 (304 ) 140,369
Total investments $2,075,382 $154,930 $(19,916 ) $2,210,396
Contractual Obligations and Commitments
The following table identifies our long-term debt and contractual obligations as of June 30, 2013:

Payment Due By Period

Total Less Than
1-Year 1-3 Years 4-5 Years More Than

5 Years
(in thousands)

Operating leases $20,220 $3,421 $10,923 $5,259 $617
Notes payable(1) 143,837 11,304 74,758 2,854
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