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For 2012, your
of $10.63, d

97.5% GAAP combined ratio on continuing ope

company reported vear-end book value per share

own roughly one percent, including dividends, with a

ons. Over aé%( this

was a disappointing result. The impact of

rlying performance in most

sched an important milestone — an agr
in a clean exit from our legacy li

is positionad to deliver strong spe

he year, a number of items a

deserve a few comments

sell our runoff business to the Armour

We reached an agreement fo

fpe"m closing, which is expected later in 2013, we will be a

Group. L

urer with reserves for our spe ial

an irs";pa{tant fin journey to make OneBeacon

ialty company v en working hard to become for
By

ry event tha

£y TCostus

flion pre-tax {4 points on our combined ratio}, we still

fthough this result fell short

g profit. And alt
tis evidence of our exceltent core under

of our standards,

skills that we can withstand the largest marine loss ever and main-

tain our profitability. As always, there are lessons we have learned

from catastrophic events and they are already being implemented.
b J

Overall, we remain comfortable with our catastrophe exposure,

which is a small fraction of our catastrophe profile prior to ou

exit from personal lines and standard cz::mmefzzégi‘

L':k..

Program Grou

up an

1 new underwriting teams in Inlan

Marine. We expect all three fo be profitable contributors in the

s and we are excited to have them as part of OneBeacon.

At OneBeacon, expertise matters, All of our businesses attribute

a major part of their success fo expertise in their respective areas

of underwriting focus. We fundamentally believe, and our results

support, that focused @xpertisa drives better results and competitive

market adv Iso promotes the continual evolution and im-

provement necessary to meet customer demands in a che
¥

world. We choose only to be in market segments where expertise

matters and where we have the talent to generate profitable results,

{t sounds simple, but it is complex and challenging to consistently

r over time,

2 was a year of transition for your company on two fronts,
First, we made major strides in transitioning our corporate support
functions to align with a specialist insurer — not a generalist.
Ir 1T, Claims, Finance, Legal and Human Rescurces, we challenged

ourselves to deliver service to a smaller, highly specialized group



of underwriting units. This means not only smaller support units, but
importantly, more flexible and creative solutions, Our businesses are
no longer transaction-driven operations; they are more tailored, indi-

vidual entities. | am pleased to report that your company is now better

aligned to support our specialty businesses. Second, we experienced

1

a modest but noticeable transition in the marketplace as respects

pricing a‘%sas;} ne. Most fines of business experienced positive rate

number of instances, exs:eedeé our projected loss

cost inflation trends. This is a positive sign and we are hopetul this

=

tells us it won’

bodes wel

for 2013 price changes, but our experier

oly, We are focused on a;m*{mimf} effective execution on

SOUND Final
During the year, we once again maintained our strong financial
position. We see this as the underpinning of an effective prop-
@r%,yar‘;fj casualty insurance operation, which includes strong loss
eserves, prudent capital management, including modest financial

2, and sound investment manage% t. On each of these

5, 2017 was a goad year, Our loss re e in very good
position, with fl

d modest i naﬂaa? jeverage with a 21% debt to

efves ar

we have a strong capital o &%%‘ty o pursue

opportunities, a

lio

;s@%f%farm@:% very we;h Wh‘ise our %‘qtji‘fjf in

s

but fell short of the S&P benchmark.

In summary, we expect to deliver better results in most years than

we did in 2012, especially when the insurance industry experiences

significant catastrophic events. There are always excuses and expla-
nations, but we will try to spare you from hearing them from us as
re fortunate to have talented, experienced in-

often as we can. We a

surance professionals throughout OneBeacon who have track records

of delivering strong underwriting performance, and we will count

on them 1o do so in 2013 and beyond. Our business operations have

goad core resulis and are positioned to compete within their markets

c\

When we close the runoff sale, our legacy liabilities will be be

5. In short, your specialty company knows it is time to execute and

deliver results — and we are all excited by that opportunity.
One final note concerns the personal loss we experienced at
OneBeacon with the passing of Jack Byrne on March 7, 2013
Twelve years ago, Jack saw opportunity when the legacy com-
pany was for sale. His leadership, focus on underwriting discipline
and amazing ability to connect with staff at all levels helped put
OneBeacon on the path we are today. We are extremely fortunate
1o have been mentored by such an icon, whose core operating

in the foundation of your company.

4 for supgoftiﬂg our efforts and we look forward 1o sharing

Gur progress thio "x@m the ii"ﬁ'ﬂ year

Respectfully submitted,

MMMM

T Michael Miller
President and Chief Exacutive Officer
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OneBeacon's transformation to a specialty insurance company made

good progress in 2012, Our businesses focused their underwriting

abilities, while managing an environment that remains challeng-

ing. There does seem to be a ray of optimism around underwriting

discipline and pricing, however, and we are positioned to capitalize

as it emerges.

Our spedialty capabilities continued to evolve; we now have opera-
h

tions that span the entertainment, technology, government risk,

excess property, environmental and program industrie

e specialties have accelerated segmenting thelr appr’@aih

pecific areas of their markets, which a éE{}ws us to concentrate on
and OneBeacon

riting profitabiiity. OneBeacon Techno

Government Risks have done a particularly good job in this area

OneBeacon Entertainment has fully transitioned from its Grigins as

contained business o a more efficient underwriting operatio

{n

One of our original specialties, International Marine Underwriters,
which is profiled on page 8 of this report, withstood Hurricane
Sandy and proved that their underwriting discipline is second to
none. OneBeacon Specialty Property, our excess property unit,
continued to be opportunistic in a transitioning property market

and remains focused on our proven appemc Two of our newer

operations -— OneBeacon Environmental and OneBeacon ?f@qraws
Group — made tremendous progress in establishing and expanding

Y

their underwriting platforms for the future. We're excited about our

nortfolio of businesses and the teams of experts within each group.
We continually explore the marketplace for opportunities. In 2012
we added our ng;fam business, a very experienced team led by
Dan Beaudette. We expanded our Inland Marine leadership and
underwriting staff and combined it with our International Marin
Underwriters business. With this affiliation, we now provide

solutions for all domestic marine coverage needs. OneBeacon

Government Risks acquired an entity that will expand our reach in

the highly profitable public entities segment. Being opportunistic

also means recognizing your limitations, so last fall, we narrowed
our risk appetite for energy business to inland marine and renew-

able/alternative energy.

We firmly believe that the specialty marketplac

particular
Our underwriting and operational approach defines ou

is unigue — and
that our strengths are rly well suited for this business.

v interactions

fty customers. We provide focused expertise, which

brings efficient solutions to our producers and insureds, Yet we
naver get too comicrtable with our efforis. We continually challenge
urselvas 1o seek improvements to add value to our target custom-

ars. These attributes are key differentiators for OneBeacon.

in 2013, you will see OneBeacon emerge as an established spe

sed on underwriting disciplir

fy ]

=

company, focu e and nimble enough to
react to ever-c %fmg ng conditions, We are determined to firmly en-
trench ourselves in the specialty market. At OneBeacon, we believe
we have the ability, capabilities and focus to provide value to our

r shareholders.

customers and fupemr results to ou

Respectfully submitted,

’Y\\\
boN,
hY
L e
o

I

Dennis A. Croshy

Executive Vice President Insurance Operations



The specialty insurance marketplace continues to be a challenging
one, even as market conditions begin to show improvement, At
OneBeacon Professional Insurance (OBPI) and OneBeacon Accident
Group, we are poised to take advantage of this environment.

Our efforts to deepen distribution relationships are paying dividends
in both the awareness and appeal of our approach, as well as the
volume and quality of the submissions we are seeing. In 2012, over

2,500 organizations made the choice to move their insurance to us.

The four business areas within OBPl— Health Care, Professional

Liability, M mgamexﬂ* iability and Finandial Services — as well
s OneBeacon Accident, each have a clear mandate to continuatl

focus on bottom line results. They do so with a disciplined &pm@ach

on-making

o underwriting that drives them to sharpen the
process 1o an even finer point, Coupled with an experienced staff
and a determination to provide noticeably superior setvice, we have
established a solid foundation to profitably grow our business in a

measured, judicious fashion in the years to come.

The common theme running through each of the underwriting divi-

sions contained in these businesses is a commitment to align product

and capability developments with the needs of the marketplace. Our
deep and experienced management team provides oversight and

guidance, ensuring that the overall company focus remains core o
the aperating principles of each unit. This philosophy drives us o

flence,

maintain our long-standing commitment to underwriting exce

3

nagement and service enhancement while constan

t0 improve and streamiine our business processes.

We also view the current marketplace as an opportunity to leverage

the operational improvements we have been steadily implementin
As options for growth into new mark«:ts, service areas and busi-

ness alliances become available, we are well positioned from an

frastructure standpoint to effectively rake advantage

i
that allc

yw us to carefully extend our reach into the 2

offer the greatest opportunity. This follows the pattern we continued
in 2012, as we introduced our innovative Extended Reporting Period
(ERP) product, and entered into an exclusive arrangernent with

Equifax to provide credit monitoring and breach response services to

our Network Security and Privacy policyholders.

Our businesses will alsa continue to rigorously monitor market ¢

0
ditions to ensure that ou Q*Gduﬁ offerings are consistent witl
ciplin

commitment to a disc d underwriting approach. T

y necossary with regard 1o health care reforr
i Protection and Affordable Care Act has the potential to

bility exposures of health care o

5i ;zzé‘?is: s impact the

lent both posted solid results in 2012,

OBP and OneBeacon Acc
There were increases in both submission flow and in the number
of brokers with whom we do business. We now fook forward to the
opportunity to leverage our position in 2013, making decisions that
reflect our risk tolerance and evolving market changes,
As Oneb

pany, we are

-on fully emmbraces iis position as a pure spedialty com-

determined to establish these businesses as carrie

of choice among hrokers wha demand responsible aszder\métinjﬁg

Si ional service and a commitment to mutual success.

Respectfully submitted,

! LD
T el

Paul . Romano
Executive Vice President Insurance Operations



Aftar
Arier ¢

insuring
1900s:With a singt
has risen 1o a market-le

broad produc e a single market for ¢

)

1 this distingt customer groug, IMU producers, making it easy ‘fm’ 'Eham to handle the extent of their

fA)

ok

g position, and not just because they've  customer's needs. We've also found t

stop solution

Qur one

heen around a tong time. IMU has persisted due to the helps with customer reter
Y h

fiers who cons

and marine risks to their With

ffice

t's more, they personify the discipline required  years, the culture is competitive yet
nich <ya§@s And perhaps best of all, they owns its local results, overlaid by an on 1o positively
impact MU'

"We expect employess to understand the financial |

to navigate market

truly enjoy their craft, as evidenced by the many hours dedicated to nd OneBeacon’s — botto aid Galiagher,

Csorba, “This affinity bullds extreme |

Today, with a presence in over 20 locations throughout the ers, who have often represented their fi

United States, IMU is known as a primary market for hull and ing imbedded within our target regio



small, so being a longstanding market w

ir own

ans producers can manage the

nfidence and trust.

Many of IMU's senior leaders are active in marine industry associa
tions. Serving on hoards, teaching classes or developing content
stand the value of using their expertise to

for seminars, they und
continually improve the caliber of those working in the industry.

[ is encot sraged to participate in educational programs

on §‘€§3§€S€§3€§§"." T

{ A

ne Underwriters (AIMU), and

American Institute of ¥

he has also served in leadership roles for several other associations.

tament to the value attributed

This peer re L‘(mlg.\) nis a strong tes

he marine community.

to IV experience throughout

g premi
i fewer mxm purc

Beacon's inle

nd ma
rarine had b nanaged

srmer convmercial lines segment, emerging

as a specialty capability in 2010. This past year, it was re-introduced

pose and additional un

?Ur‘uit Director Inland M

xcited by this opp

its have some sort of inland exposure, ™ s

Boyd. "By bringing our ocean and inland capabilities t
original IMU producers gained access to more products, which gives

ed

Added G

nore looks at more busines

-
wn
g

allagher, "This provi
diversification and balance to IMU — as well as one-stop marine
shopping for producers, With full-service inland marine capabilities,

MU now offers an even broader platform

Of course, this lool at our marine business

ut mention of

f Hurricane Sandy, which many

1 the worst in history. IMU suffered significant

ar

he, this event tested the very p

with a

stating loss and

our business — helping insureds through a deva
makmg thern financially whole consistent with their ¢

ks to quickly and

overage terms,

IMU claims employees worked nearly 24x7 f

actually displaced

fairly settle claims, tronically, those adjusters we

from their downtown New York City office due to Sandy for two

" vour Yiomme RALL N PN
eak volumes {ega{ﬁsm ViU empioy

MU s now

this busin

LS. marine undge

y rebound, pricing

PR S FIE]
> aid the L
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experts who

care ahout their busin

from a stable market that happens to be
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PAUIL H. 1

LN]O;«V CER

In 2012, from a capital management perspective, we maintained

our $.21 per share quarterty dividend ($80 million annualized in ag-
gregate); we also refinanced our debt, issuing $275 million of 4.6%
ten-year senior notes, while redeeming $270 million of senior notes

5

that were due to mature in 2013; and lastly, we ended the year with

i

consolidated capital of 51.3 billion and debt to total capital of 21%,

in line with our long-term target of 20-25%.

We entered 2013 with roughly $100 million of net undeployed
capital {i.e., capital over and above minimum rating agency require-

ments plus a prudent capital safety margin). Close to $100 million of

additional capital will free up as our collector car and boat business

rolls off over the next couple years, with the majo;‘%?‘y’ of it freeing

up during 2013, An additional nearly $100 million will free up over

time in the wake of the téesing of the sale of our runoff busi

which we expect will occur in the second half of 2013, Consistent

witn past p%’ac

we will not hesitate to return undeployed cap

to shareholders if we cannot deploy it profitably ourselves.

We continue to maintain a strong reserve position. At year-end

jon of loss and foss adgus‘zmem expense

2012, we he
reserves for our ongoing specialty business, net of reinsurance re-
coverable on unpaid losses, which was a healthy 15 points above

the midpoint of our range of reserve estimates. The $212 million

reserves for our runoff

of net loss and loss adjustment expense
husiness at year end was closer to the midpoint of our range of
reserve estimates, which we think is appropriate as we approach

the closing of the sale of the runoff business.

The asset allocation of our investment portfolio held steady during
2012, At year end, equities represented approximately 18% of the

prior year, while the fixed
ed with an

total portfolio, little changed from the
income portfolio remained high guality and short-dat
average duration of 2.8 years.

With the closing of the runoff sale in 2013, we will have made the

tion to a pure specialty company. Free of the drag from

e

the runaff ,msérzegs, we expect our prospactive results to be very

y submitted,

Paul H. McDonough
Senior Vice President and Chief Financial Officer
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Cur 2012 Management Report includes a non-GAAP financial measure, adjusted book value

per share, identified by the superscript “NGM.” OneBeacon helieves this measure to

useful supplement to the comparable GAAP measure, book value per share, in evaluating

]

g the company’s earnings and prof

financial performance and underst:

s OneBeacon's common shareholders’ equity ex

book value per share ding the impact of

eferred stock, which was

economically defeasing the company’s mandatorily redeemal

s outstanding. The follow-

completed in May of 2008, divided by the number of common sha

ing table presents the reconciliation of adjusted OneBeacon's common shareholders’ equity
to OneBeacon's common shareholders’ equity, the most comparable GAAP measure, as of

March 31, 2008, the last quarter for which the preferred stock was outstanding.

(in millions, except per share amounts) As of March 31, 2008

<

OneBeacon's common shareholders” equity.. ...

Remaining adjustment of subsidiary value

Adjusted OneBeacon's common shareholders equity. ... $16019
Common shares outstanding.......o s . L X1
Book value per Share . .. B ..$16.80

Adjusted book value per share..

5
H
H

Safe Harbor Statement Under the Private Securities Litigation Reform Act of 1995.

torical

iness which are not

W

tatements in our 2012 Management Report regarding our

isks and uncertainties. For a discussion of

facts are "forward-looking statements” that involve

ainties which could cause actual results to differ from those contained in

such risks and unc
the forward-iooking statements, see “Risk Factors,” “Management’s Discussion and Analysis of
Financial Condition and Results of Operations,” and “Quantitative and Qualitative Disclosures

About Market Risk” in our Annual Report on Form 10-K.



