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PART I
ITEM 1. BUSINESS

General

Erie Indemnity Company (“Indemnity”) is a publicly held Pennsylvania business corporation that has been the managing
attorney-in-fact for the subscribers (policyholders) at the Erie Insurance Exchange (“Exchange”) since 1925. The
Exchange is a subscriber owned, Pennsylvania-domiciled reciprocal insurer that writes property and casualty

insurance.

Indemnity’s primary function is to perform certain services for the Exchange relating to the sales, underwriting and
issuance of policies on behalf of the Exchange. This is done in accordance with a subscriber’s agreement (a limited
power of attorney) executed by each subscriber (policyholder), which appoints Indemnity as their common
attorney-in-fact to transact business on their behalf and to manage the affairs of the Exchange. Pursuant to the
subscriber’s agreement and for its services as attorney-in-fact, Indemnity earns a management fee calculated as a
percentage of the direct premiums written by the Exchange and the other members of the Property and Casualty
Group (defined below), which are assumed by the Exchange under an intercompany pooling arrangement.

Indemnity has the power to direct the activities of the Exchange that most significantly impact the Exchange’s
economic performance by acting as the common attorney-in-fact and decision maker for the subscribers
(policyholders) at the Exchange.

Through December 31, 2010, Indemnity also operated as a property and casualty insurer through its wholly owned
subsidiaries, Erie Insurance Company (“EIC”), Erie Insurance Company of New York (“ENY”’) and Erie Insurance
Property and Casualty Company (“EPC”). EIC, ENY and EPC, together with the Exchange and its wholly owned
subsidiary, Flagship City Insurance Company (‘“Flagship”), are collectively referred to as the “Property and Casualty
Group”. The Property and Casualty Group operates in 11 Midwestern, Mid-Atlantic and Southeastern states and the
District of Columbia and writes primarily private passenger automobile, homeowners, commercial multi-peril,
commercial automobile and workers compensation lines of insurance. On December 31, 2010, Indemnity sold all of
the outstanding capital stock of its wholly owned property and casualty insurance subsidiaries to the Exchange.

Erie Family Life Insurance Company (“EFL”) is an affiliated life insurance company that underwrites and sells
individual and group life insurance policies and fixed annuities. On March 31, 2011, Indemnity sold its 21.6%
ownership interest in EFL to the Exchange.

All property and casualty and life insurance operations are owned by the Exchange, and Indemnity functions solely as
the management company.

The consolidated financial statements of Erie Indemnity Company reflect the results of Indemnity and its variable

LR T3 EEINT3

interest entity, the Exchange, which we refer to collectively as “Erie Insurance Group” (“we,” “us,” “our”).

“Indemnity shareholder interest” refers to the interest in Erie Indemnity Company owned by the Class A and Class B
shareholders. “Noncontrolling interest” refers to the interest in the Erie Insurance Exchange held for the subscribers
(policyholders).

Business Segments

We operate our business as four reportable segments — management operations, property and casualty insurance
operations, life insurance operations and investment operations. Financial information about these segments is set
forth in and referenced to Item 8. “Financial Statements and Supplementary Data - Note 5, Segment Information, of
Notes to Consolidated Financial Statements” contained within this report. Further discussion of financial results by



Edgar Filing: ERIE INDEMNITY CO - Form 10-K

operating segment is provided in and referenced to Item 7. “Management’s Discussion and Analysis of Financial
Condition and Results of Operations” contained within this report.

Management operations — We generate internal management fee revenue, which accrues to the Indemnity shareholder
interest, as Indemnity provides services to the Exchange relating to the sales, underwriting and issuance of policies.
The Exchange is the sole customer of our management operations. Indemnity charges the Exchange a management
fee, determined by our Board of Directors, not to exceed 25% of all premiums written or assumed by the Exchange for
its services as attorney-in-fact. Management fee revenue is eliminated upon consolidation.
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Property and casualty insurance operations — The Property and Casualty Group generates revenue by insuring preferred
and standard risks, with personal lines comprising 72% of the 2012 direct written premiums and commercial lines
comprising the remaining 28%. The principal personal lines products based upon 2012 direct written premiums were
private passenger automobile (45%) and homeowners (26%). The principal commercial lines products based upon
2012 direct written premiums were commercial multi-peril (12%), commercial automobile (7%) and workers
compensation (7%).

The members of the Property and Casualty Group pool their underwriting results under an intercompany pooling
agreement. Under the pooling agreement, the Exchange retains a 94.5% interest in the net underwriting results of the
Property and Casualty Group, while EIC retains a 5.0% interest and ENY retains a 0.5% interest. Prior to and through
December 31, 2010, the underwriting results retained by EIC and ENY accrued to the Indemnity shareholder interest.
Due to the sale of Indemnity’s property and casualty insurance subsidiaries to the Exchange on December 31, 2010, all
property and casualty underwriting results accrue to the interest of the subscribers (policyholders) of the Exchange, or
noncontrolling interest, after December 31, 2010.

Historically, due to policy renewal and sales patterns, the Property and Casualty Group’s direct written premiums are
greater in the second and third quarters than in the first and fourth quarters of the calendar year. Property and casualty
insurance premiums earned accounted for approximately 80% of our total consolidated revenue in 2012, 86% in 2011
and 81% in 2010.

The Property and Casualty Group is represented by nearly 2,200 independent agencies comprising almost 10,200
licensed property and casualty representatives, which is our sole distribution channel. In addition to their principal
role as salespersons, the independent agents play a significant role as underwriting and service providers and are
fundamental to the Property and Casualty Group’s success.

The Property and Casualty Group writes business in Illinois, Indiana, Maryland, New York, North Carolina, Ohio,
Pennsylvania, Tennessee, Virginia, West Virginia, Wisconsin and the District of Columbia. The states of
Pennsylvania, Maryland and Virginia made up 62% of the Property and Casualty Group’s direct written premium in
2012.

While sales, underwriting and policy issuance services are centralized at our home office, the Property and Casualty
Group maintains 24 field offices throughout its operating region to provide claims services to policyholders and
marketing support for the independent agencies that represent us.

The Property and Casualty Group ranked as the 12t largest automobile insurer in the United States based upon 2011
direct premiums written and as the 20t largest property and casualty insurer in the United States based upon 2011
total lines net premiums written according to AM Best Company.

Life insurance operations — Our life insurance operations generate revenue from the sale of individual and group life
insurance policies and fixed annuities. These products are offered through our property and casualty insurance agency
force to provide an opportunity to cross-sell both personal and commercial accounts. EFL writes business in 10 states
including Illinois, Indiana, Maryland, North Carolina, Ohio, Pennsylvania, Tennessee, Virginia, West Virginia, and
Wisconsin and the District of Columbia. The state of Pennsylvania made up 48% of EFL’s 2012 premium and annuity
considerations, with Maryland, Virginia and Ohio making up approximately 10% each.

Prior to and through March 31, 2011, Indemnity retained a 21.6% ownership interest in EFL, which accrued to the
Indemnity shareholder interest, and the Exchange retained a 78.4% ownership interest in EFL, which accrued to the
interest of the subscribers (policyholders) of the Exchange, or noncontrolling interest. Due to the sale of Indemnity’s
21.6% ownership interest in EFL to the Exchange on March 31, 2011, 100.0% of EFL’s life insurance results accrue to

6
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the interest of the subscribers (policyholders) of the Exchange, or noncontrolling interest, after March 31, 2011.

Investment operations — Our investment operations generate revenue from our fixed maturity, equity security and
alternative investment portfolios. The portfolios are managed with the objective of maximizing after-tax returns on a
risk-adjusted basis. Revenues and losses included in investment operations consist of net investment income, net
realized gains and losses, net impairment losses recognized in earnings for our fixed maturity and preferred equity
portfolios, and equity in earnings and losses from our alternative investments, which include private equity,
mezzanine debt, and real estate limited partnerships. The volatility inherent in the financial markets has the potential
to impact our investment portfolio from time-to-time. Net revenues from our investment operations accounted for
approximately 18% of our total consolidated revenue in 2012, 12% in 2011, and 17% in 2010.

4
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Competition

Property and casualty insurers generally compete on the basis of customer service, price, consumer recognition,
coverages offered, claims handling, financial stability and geographic coverage. Vigorous competition, particularly in
the personal lines automobile and homeowners lines of business, is provided by large, well-capitalized national
companies, some of which have broad distribution networks of employed or captive agents, by smaller regional
insurers, and by large companies who market and sell personal lines products directly to consumers. In addition,
because the insurance products of the Property and Casualty Group are marketed exclusively through independent
insurance agents, the Property and Casualty Group faces competition within its appointed agencies based upon ease of
doing business, product, price and service relationships.

Market competition bears directly on the price charged for insurance products and services subject to regulatory
limitations. Growth is driven by a company’s ability to provide insurance services and competitive prices while
maintaining target profit margins. Industry capital levels can also significantly affect prices charged for coverage.
Growth is a product of a company’s ability to retain existing customers and to attract new customers, as well as
movement in the average premium per policy.

The Erie Insurance Group has a strategic focus that we believe will result in long-term underwriting performance.
First, we employ an underwriting philosophy and product mix targeted to produce a Property and Casualty Group
underwriting profit on a long-term basis through careful risk selection and rational pricing. The careful selection of
risk allows for lower claims frequency and loss severity, thereby enabling insurance to be offered at favorable prices.
The Property and Casualty Group has continued to refine its risk measurement and price sophistication models used in
the underwriting and pricing processes. Second, the Property and Casualty Group focuses on consistently providing
superior service to policyholders and agents. Third, the Property and Casualty Group’s business model is designed to
provide the advantages of localized marketing and claims servicing with the economies of scale and low cost of
operations from centralized accounting, administrative, underwriting, investment, information management and other
support services.

Finally, we carefully select the independent agencies that represent the Property and Casualty Group. The Property
and Casualty Group seeks to be the lead insurer with its agents in order to enhance the agency relationship and the
likelihood of receiving the most desirable underwriting opportunities from its agents. We have ongoing, direct
communications with our agency force. Agents have access to a number of venues we sponsor designed to promote
the sharing of ideas, concerns and suggestions with the senior management of the Property and Casualty Group, with
the goal of improving communications and service. We continually evaluate new ways to support our agents’ efforts,
from marketing programs to identifying potential customer leads, to grow the business of the Property and Casualty
Group and sustain our long-term agency relationships. High agency penetration and long-term relationships allow for
greater efficiency in providing agency support and training.

EFL, our life insurer, is subject to many of the same structural advantages and environmental challenges as the
Property and Casualty Group. Term life business accounts for the majority of policies issued by EFL, and this product
line is extremely competitive and increasingly transparent due in part to the proliferation of on-line quoting services.
Besides price, ease of application and processing improvements represent areas where companies are finding ways to
differentiate themselves among independent producers. EFL continues to progress in these areas using state-of-the-art
technology and third-party vendors. Historically, sound underwriting and disciplined approaches to pricing and
investing have contributed to favorable operating results. While EFL will be challenged to maintain these trends in
the face of intensified competition going forward, we continually shape our strategy and core processes to respond
more effectively to the needs of our policyholders and independent agents.

Employees
We employed approximately 4,400 full-time people at December 31, 2012.
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Reserves for Property and Casualty Losses and Loss Expenses

Loss reserves are established to account for the estimated ultimate costs of losses and loss expenses for claims that
have been reported but not yet settled and claims that have been incurred but not reported. While we exercise
professional diligence to establish reserves at the end of each period that are fully reflective of the ultimate value of all
claims incurred, these reserves are, by their nature, only estimates and cannot be established with absolute certainty.
The factors which may potentially cause the greatest variation between current reserve estimates and the actual future
paid amounts include unforeseen changes in statutory or case law altering the amounts to be paid on existing claim
obligations, new medical procedures and/or drugs with costs significantly different from those seen in the past,
inflation and claims patterns on current business that differ significantly from historical claims patterns. A discussion
of our property and casualty loss reserve methodology can be found in and is referenced to Item 7. “Management’s
Discussion and Analysis of Financial Condition and Results of Operations — Critical Accounting Estimates” contained
within this report.

Losses and loss expense reserves are presented on the Consolidated Statements of Financial Position on a gross basis.
The table that follows provides a reconciliation of our loss and loss expense reserve beginning and ending balances
established for the Property and Casualty Group for the years ended December 31:

(in millions) Property and Casualty Group

2012 2011 2010
Losses and loss expense reserves at January 1, — Gross $3,499 $3,584 $3,598
Less: reinsurance recoverable 151 188 200
Losses and loss expense reserves at January 1, — Net 3,348 3,396 3,398
Incurred losses and loss expenses related to:
Current accident year 3,494 3,616 3,053
Prior accident years (115 ) (272 ) (244 )
Total incurred losses and loss expenses 3,379 3,344 2,809
Paid losses and loss expenses related to:
Current accident year 2,166 2,360 1,855
Prior accident years 1,117 1,032 956
Total paid losses and loss expenses 3,283 3,392 2,811
Losses and loss expense reserves at December 31, — Net 3,444 3,348 3,396
Add: reinsurance recoverable 154 151 188
Losses and loss expense reserves at December 31, — Gross $3,598 $3,499 $3,584

The Property and Casualty Group estimates loss reserves at full expected cost except for workers compensation loss
reserves, which are discounted on a nontabular basis as prescribed by the Insurance Department of the Commonwealth
of Pennsylvania. An interest rate of 2.5% is used to discount these reserves based upon the Property and Casualty
Group’s historical workers compensation payout patterns. Loss and loss expense reserves were reduced by $85
million, $84 million and $127 million at December 31, 2012, 2011 and 2010, respectively, as a result of this
discounting.

The Property and Casualty Group’s reserves for losses and loss expenses are reported net of receivables for salvage and

subrogation which totaled $150 million, $145 million and $141 million at December 31, 2012, 2011 and 2010,
respectively.

10
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Additional discussions of our property and casualty loss reserve activity can be found in and is referenced to Item 7.

“Management’s Discussion and Analysis of Financial Condition and Results of Operations — Results of Operations,
Property and Casualty Insurance Operations” and “Financial Condition” sections contained within this report.

6

11



Table of Contents

Edgar Filing: ERIE INDEMNITY CO - Form 10-K

The following table illustrates the change over time of our loss and loss expense reserve estimates established for the
Property and Casualty Group at the end of the last ten calendar years:

(in millions)

Gross liability for unpaid
losses and loss expenses
(LAE)

Gross liability re-estimated
as of:

One year later

Two years later

Three years later

Four years later

Five years later

Six years later

Seven years later

Eight years later

Nine years later
Cumulative (deficiency)
redundancy

Gross liability for unpaid
losses and LAE
Reinsurance recoverable
on unpaid losses)

Net liability for unpaid
losses and LAE
Cumulative amount of
gross liability paid
through:

One year later

Two years later

Three years later

Four years later

Five years later

Six years later

Seven years later

Eight years later

Nine years later

Property and Casualty Group
Reserves for Unpaid Losses and Loss Expenses

At December 31,

2003

$3,401

3,360
3,423
3,482
3,497
3,466
3,440
3,430
3,275
3,276

$125
$3,401
124

$3,277

$1,055
1,638
2,034
2,245
2,394
2,484
2,541
2,588
2,639

2004

$3,629

3,592
3,583
3,558
3,516
3,494
3,485
3,313
3,316

$313
$3,629
133

$3,496

$1,066
1,699
2,056
2,294
2,431
2,509
2,573
2,635

2005

$3,779

3,651
3,508
3,464
3,437
3,404
3,224
3,225

$554
$3,779
155

$3,624

$1,067
1,630
2,016
2,235
2,342
2,427
2,500

2006

$3,830

3,559
3,467
3412
3,358
3,174
3,170

$660
$3,830
183

$3,647

$1,019
1,621
1,962
2,147
2,270
2,368

2007

$3,684

3,487
3,409
3,307
3,111
3,102

$582
$3,684
190

$3,494

$1,042
1,573
1,889
2,079
2,216

2008

$3,586

3,502
3,320
3,101
3,084

$502
$3,586
187

$3,399

$1,033
1,538
1,862
2,070

2009

$3,598

3,336
3,068
3,043

$555
$3,598
200

$3,398

$955
1,474
1,817

(1) Reinsurance recoverable on unpaid losses represents the related ceded amounts.

Government Regulation

2010 2011 2012

$3,584 $3,499 $3,598

3,282 3,385
3,216

$368  $114 N/A
$3,584 $3,499 $3,598
188 151 154
$3,396 $3,348 $3.444
$1,042 $1,121

1,591

Property and casualty insurers are subject to supervision and regulation in the states in which they transact business.
The extent of such regulation varies, but generally derives from state statutes that delegate regulatory, supervisory and
administrative authority to state insurance departments. Accordingly, the authority of the state insurance departments

12
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includes the establishment of standards of solvency that must be met and maintained by insurers, the licensing to do
business of insurers and agents, the nature of the limitations on investments, the approval of premium rates for
property and casualty insurance, the provisions that insurers must make for current losses and future liabilities, the
deposit of securities for the benefit of policyholders, the approval of policy forms, notice requirements for the
cancellation of policies and the approval of certain changes in control. In addition, many states have enacted
variations of competitive rate-making laws that allow insurers to set certain premium rates for certain classes of
insurance without having to obtain the prior approval by the state insurance department. State insurance departments
also conduct periodic examinations of the affairs of insurance companies and require the filing of quarterly and annual
reports relating to the financial condition of insurance companies.

The Property and Casualty Group is also required to participate in various involuntary insurance programs for
automobile insurance, as well as other property and casualty lines, in states in which these companies operate. These
involuntary programs provide various insurance coverages to individuals or other entities that are otherwise unable to
purchase such coverages in the voluntary market. These programs include joint underwriting associations, assigned
risk plans, fair access to insurance requirements (“FAIR”) plans, reinsurance facilities and windstorm plans.

7
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Legislation establishing these programs generally provides for participation in proportion to voluntary writings of
related lines of business in that state. The loss ratio on insurance written under involuntary programs has traditionally
been greater than the loss ratio on insurance in the voluntary market. Although currently the federal government does
not directly regulate the insurance industry, federal programs, such as federal terrorism backstop legislation and the
Federal Insurance Office established under the Dodd-Frank Act can also impact the insurance industry.

Our life insurer, EFL, is subject to similar state regulations as the Property and Casualty Group, although specific laws
and statutes applicable to life insurance and annuity carriers govern its activities. Valuation laws require statutory
reserves to be held at conservative levels, which can have a substantial impact on the amount of free surplus that is
available for financing new business and other growth opportunities.

Most states have enacted legislation that regulates insurance holding company systems such as the Erie Insurance
Group. Each insurance company in the holding company system is required to register with the insurance supervisory
authority of its state of domicile and furnish information regarding the operations of companies within the holding
company system that may materially affect the operations, management or financial condition of the insurers within
the system. Pursuant to these laws, the respective insurance departments may examine Indemnity, as the management
company, the Property and Casualty Group and EFL at any time, and may require disclosure and/or prior approval of
certain transactions with the insurers and Indemnity, as an insurance holding company.

All transactions within a holding company system affecting the member insurers of the holding company system must
be fair and reasonable. Approval by the applicable insurance commissioner is required prior to the consummation of
transactions affecting the control of an insurer. In some states, the acquisition of 10% or more of the outstanding
common stock of an insurer or its holding company is presumed to be a change in control. The sale of Indemnity’s
wholly owned property and casualty insurance subsidiaries, EIC, ENY and EPC, and the sale of Indemnity’s 21.6%
ownership interest in EFL have both been approved by the appropriate regulatory agencies. Approval by the
applicable insurance commissioner is also required in order to declare extraordinary dividends. See Item 8, “Financial
Statements and Supplementary Data — Note 22, Statutory Information, of Notes to Consolidated Financial Statements”
contained within this report.

Website Access

Our annual reports on Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K, and any amendments
to those reports are available free of charge on our website at www.erieinsurance.com as soon as reasonably
practicable after such material is filed electronically with the Securities Exchange Commission. Additionally, copies
of our annual report on Form 10-K are available free of charge, upon written request, by contacting Investor Relations,
Erie Indemnity Company, 100 Erie Insurance Place, Erie, PA 16530, or calling 1-800-458-0811.

Our Code of Conduct and Code of Ethics for Senior Financial Officers are also available on our website and in printed
form upon request, and our information statement on Form 14(C) is available free of charge on our website at
WwwWw.erieinsurance.com.

14
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ITEM 1A. RISK FACTORS

Our business involves various risks and uncertainties, including, but not limited to those discussed in this section. The
events described in the risk factors below, or any additional risk outside of those discussed below, could have a

material adverse effect on our business, financial condition, operating results, cash flows or liquidity if they were to
actually occur. This information should be considered carefully together with the other information contained in this
report, including Item 7. “Management’s Discussion and Analysis of Financial Condition and Results of Operations” and
Item 8. “Financial Statements and Supplementary Data”, which includes the Notes to Consolidated Financial

Statements, contained within this report.

Risk Factors Related to the Indemnity Shareholder Interest

If the management fee rate paid by the Exchange is reduced or if there is a significant decrease in the amount of
premiums written or assumed by the Exchange, revenues and profitability could be materially adversely affected.

Indemnity is dependent upon management fees paid by the Exchange, which represent its principal source of revenue.
Pursuant to the subscriber’s agreements with the policyholders at the Exchange, Indemnity may retain up to 25% of all
premiums written or assumed by the Exchange. Therefore, management fee revenue from the Exchange is calculated
by multiplying the management fee rate by the direct premiums written by the Exchange and the other members of the
Property and Casualty Group, which are assumed by the Exchange under an intercompany pooling arrangement.
Accordingly, any reduction in direct premiums written by the Property and Casualty Group would have a negative
effect on Indemnity’s revenues and net income. See “Risk Factors Relating to the Non-Controlling Interest Owned by
the Exchange”, which includes the Property and Casualty Group and EFL, within this section for a discussion of risks
impacting direct written premium.

The management fee rate is determined by our Board of Directors and may not exceed 25% of the premiums written
or assumed by the Exchange. The Board of Directors sets the management fee rate each December for the following
year. At their discretion, the rate can be changed at any time. The factors considered by the Board of Directors in
setting the management fee rate include Indemnity’s financial position in relation to the Exchange and the long-term
needs of the Exchange for capital and surplus to support its continued growth and competitiveness. If the Exchange’s
surplus were significantly reduced, the management fee rate could be reduced and Indemni