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PART I. FINANCIAL INFORMATION

Item 1. Financid Statements

MARKEL CORPORATION AND SUBSIDIARIES

Consolidated Baance Sheets

September 30, December 31,
1999 1998
(dollarsin thousands)

ASSETS
Investments, available-for-sale, at estimated fair value

Fixed maturities (cost of $1,316,895 in 1999 and $1,041,155 in 1998) $1,285,686 $1,070,978

Equity securities (cost of $217,643 in 1999 and $200,004 in 1998) 281,409 317,887

Short-term investments (estimated fair val ue approximates cost) 85,391 92,228

Total Investments, Available-For-Sale 1,652,486 1,481,093
Cash and cash equivalents 1476 1,527
Receivables 102,699 68,138
Reinsurance recoverable on unpaid | osses 400,037 198,288
Reinsurance recoverable on paid losses 38,697 21,205
Deferred policy acquisition costs 50,859 40471
Prepaid reinsurance premiums 72,636 42,241
Property and equipment 9,667 7,981
Intangible assets 93,529 35,298
Other assets 85,250 25,022

Total Assets $ 2,507,336 $1,921,264
LIABILITIESAND SHAREHOLDERS EQUITY
Unpaid losses and | oss adjustment expenses $1,376,745 $ 933830
Unearned premiums 283,164 205,908
Payabl es to insurance companies 67,396 22,715
Long-term debt (estimated fair value of $156,852 in 1999 and $96,931 in 1998) 158,258 93,219
Other lighilities 80,790 90,291
Company-Obligated Mandatorily Redeemable Preferred Capital Securities of Subsidiary

Trust Holding Solely Junior Subordinated Deferrable | nterest Debentures

of Markel Corporation (estimated fair value of $124,500 in 1999 and $144,453 in 1998) 150,000 150,000

Total Liabilities 2,121,353 1,495,963
Shareholders’ equity

Common stock 25,593 25415

Retained earnings 339,229 303,878

Accumulated other comprehensive income

Net unrealized holding gains on fixed maturities and equity securities, net of taxes 21,161 96,008
Total Shareholders' Equity 385,983 425,301
Total Liabilitiesand Shareholders Equity $2,507,336 $1,921,264

See accompanying notes to consolidated financial statements.



MARKEL CORPORATION AND SUBSIDIARIES

Consolidated Statements of 1ncome and Comprehensive Income

Quarter Ended
September 30,

Nine Months Ended
September 30,

1999

1998

1999

1998

OPERATING REVENUES

(dollarsin thousands, except per share data)

Earned premiums $ 110,311 $84,665 $ 327,047 $248,089
Net investment income 21,943 18,409 66,253 53,137
Net realized gains from investment sales 254 1814 9,297 11434
Other 491 206 1,426 665
Total Operating Revenues 132,999 105,094 404,023 313,325
OPERATING EXPENSES
L osses and | oss adjustment expenses 72,444 54,207 210,747 157,293
Underwriting, acquisition and insurance expenses 41,152 29,356 123,463 86,754
Amortization of intangible assets 1,564 508 4,184 1,525
Total Operating Expenses 115,160 84,071 338,394 245,572
Operating Income 17,839 21,023 65,629 67,753
Interest expense 6,280 5,109 19,098 15,290
Income Before Income Taxes 11,559 15914 46,531 52,463
Income tax expense 2,775 3,819 11,168 12,591
Net Income $ 8784 $12,095 $ 35,363 $39,872
OTHER COMPREHENSIVE INCOME (LOSS)
Unrealized gains (losses) on securities, net of taxes
Net unrealized holding gains (losses) arising during the period  $(36,575) $(7,765) $(68,804) $14,349
L ess reclassification adjustments for gainsincluded in
net income (165) (1,279) (6,043) (7,432)
Total Other Comprehensive Income (L oss) (36,740) (8,944) (74,847) 6,917
Compr ehensive Income (L 0ss) $ (27,956) $ 3,151 $(39,484) $46,789
NET INCOME PER SHARE
Basic $ 157 $ 220 $ 634 $ 725
Diluted $ 155 $ 214 $ 627 $ 707

See accompanying notes to consolidated financial statements.



MARKEL CORPORATION AND SUBSIDIARIES

Consolidated Statements of Cash Hows

Nine Months Ended
September 30,

1999

1998

OPERATING ACTIVITIES

(dollarsin thousands)

Net Income $ 35363 $39,872
Adjustments to reconcile net income to net cash provided by operating activities (22,499) (1,073)
Net Cash Provided By Operating Activities 12,869 38,799
INVESTING ACTIVITIES
Proceeds from sales of fixed maturities and equity securities 795,684 320,942
Proceeds from maturities of fixed maturities 38,443 84,54
Cost of fixed maturities and equity securities purchased (718,869) (469,677)
Net change in short-term investments 6,837 26,145
Acquisition of insurance company, net of cash acquired (143,557) —
Other (749) (1,298)
Net Cash Used By Investing Activities (22,211) (39,294)
FINANCING ACTIVITIES
Additionsto long-term debt 105,000 —
Repayments of long-term debt (95,000) —
Other (709) 553
Net Cash Provided By Financing Activities 9,291 553
Increase (decrease) in cash and cash equivalents (51) 58
Cash and cash equivalents at beginning of period 1,527 1,309
Cash And Cash Equivalents At End Of Period $ 1476 $ 1367

See accompanying notes to consolidated financial statements.



NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - September 30, 1999
1. Principles of Consolidation

The consolidated baance sheet as of September 30, 1999, the related consolidated statements of income and
comprehensive income for the quarters and nine months ended September 30, 1999 and 1998, and the consolidated
statements of cash flows for the nine months ended September 30, 1999 and 1998, are unaudited. In the opinion of
management, al adjustments necessary for afair presentation of such consolidated financiad statements have been
included. Such adjustments consst only of normd recurring items. Interim results are not necessarily indicative of results
of operations for the full year.

The consolidated financia statements and notes are presented as permitted by Form 10-Q, and do not contain certain
information included in the Company’ s annud consolidated financid statements and notes.

2. Net Income Per Share

Net income per share was determined by dividing net income by the gpplicable shares outstanding (in thousands):

Quarter Ended Nine Months Ended
September 30,
September 30,

1999 1998 1999 1998
Net income, as reported (basic and diluted income) $8,784 $12,095 $35,363 $39,872
Average basic common shares outstanding 5,594 5,509 5,580 5,503
Dilutive potential common shares 60 140 60 140
Average diluted shares outstanding 5,654 5,649 5,640 5,643

3. Reinsurance

The table below summarizes the effect of reinsurance on premiums written and earned (dollars in thousands):

Quarter Ended September 30,
1999 1998
Written Earned Written Earned
Direct $145591 $137,769 $ 116,707 $105504
Assumed 4,469 7,705 948 947
Ceded (38,588) (35,163) (23,958) (21,786)
Net premiums $ 111472 $110,311 $ 93,697 $ 84,665

Nine Months Ended September 30,

1999 1998
Written Earned Written Earned
Direct $ 426,766 $424,746 $331,378 $308,704
Assumed 23,588 17,892 3,904 4,246
Ceded (124,302) (115,591) (71,171) (64,861)
Net premiums $ 326,052 $ 327,047 $264,111 $248,089




Incurred losses and |oss adjustment expenses are net of reinsurance recoveries of $34.6 million and $12.7 million for the
quarters ended September 30, 1999 and 1998, respectively and $88.0 million and $42.6 million for the nine months
ended September 30, 1999 and 1998, respectively.

4. Company Obligated Mandatorily Redeemable Preferred Securities (8.71% Capita Securities)

On January 8, 1997 the Company arranged the sale of $150 million of 8.71% Capital Securitiesissued under an
Amended and Restated Declaration of Trust dated January 13, 1997 (The Declaration) by Markel Capita Trust | (the
Trust), a statutory business trust sponsored and wholly-owned by Markel Corporation. Proceeds from the sde of the
8.71% Capital Securities were used to purchase $154,640,000 aggregate principa amount of the Company’s 8.71%
Junior Subordinated Deferrable Interest Debentures (the Debentures) due January 1, 2046, issued to the Trust under an
indenture dated January 13, 1997 (the Indenture). The Debentures are the sole assets of the Trust. The Company has
the right to defer interest payments on the Debentures for up to five years. The 8.71% Capita Securities and related
Debentures are redeemable by the Company on or after January 1, 2007. Taken together, the Company’ s obligations
under the Debentures, the Indenture, the Declaration and a guarantee made by the Company provide, in the aggregete,
afull, irrevocable and unconditiona guarantee of payments of distributions and other amounts due on the 8.71% Capita
Securities.

5. Comprehensive Income

Other comprehensive income (10ss) is composed of net unredized holding gains (losses) on securities arisng during the
period less reclassfication adjustments for gainsincluded in net income. The related tax expense (benefit) on net
unredized holding gains (losses) on securities was $(19.7) million and $(37.0) million for the quarter and nine months
ended September 30, 1999 and $(4.2) million and $7.7 million for the same periods in 1998. The related tax expense
on the reclassfication adjustments for gains included in net income was $0.1 million and $3.3 million for the quarter and
nine months ended September 30, 1999, respectively and $0.6 million and $4.0 million for the same periodsin 1998.

6. Acquidtion

On January 15, 1999, the Company acquired Gryphon Holdings, Inc. and its subsidiaries (Gryphon) as the result of the
completion of apublic tender offer. The Company’sthird quarter and nine month results for the period ending
September 30, 1999 include Gryphon's results of operations since the date of acquisition. The acquisition was
accounted for using the purchase method of accounting. Tota congderation paid for Gryphon was gpproximately
$145.7 million. The excess of the purchase price over the fair vaue of the net tangible and identifiable intangible assets
acquired was recorded as goodwill and is being amortized using the straight-line method over 20 years. The Company
funded the transaction with available cash of gpproximately $95.7 million and borrowings of gpproximately $50 million.
In addition the Company refinanced $55.0 million of Gryphon's long-term debat.

7. Segment Reporting Disclosures

The Company has five underwriting units focused on specific niches within the Excess and Surplus Lines and Specidty
Admitted markets. Excess and Surplus Lines, Professiona/Products Liability and Brokered Excess and Surplus Lines
write business in the Excess and Surplus Lines market and for purposes of segment reporting are aggregated as one
operaing segment. Specidty Program Insurance and Specidty Persond and Commercid Lineswrite busnessin the
Specidty Admitted market and for purposes of segment reporting are aggregated as one operating segment. Al
investing activities are included in the Investing operating segment.
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The Company has sgnificantly restructured Gryphon's operations and Gryphon’ s premium volume has decreased by
more than 50% from preacquidtion levels. The Gryphon programs that the Company continues will be
7. Segment Reporting Disclosures (continued)

adminigtered by underwriting unitsin the Excess and Surplus Lines operating segment. Gryphon's discontinued
programs are included in Other for purposes of segment reporting.

The Company congders many factors including the nature of the underwriting units' insurance products, production
sources, digtribution strategies and regulatory environment in determining how to aggregate operating segments.

Segment profit or loss for the Excess and Surplus Lines and the Specidty Admitted operating segmentsis measured by
underwriting profit or loss. Segment profit for the Investing operating segment is messured by net investment income
and redlized gains or losses.

The Company does not alocate assets to the Excess and Surplus Lines or the Speciaty Admitted operating segments
for management reporting purposes. The tota investment portfolio is dlocated to the Investing operating segment. The
Gryphon acquisition increased the total investment portfolio by approximately $300 million in the first quarter of 1999.
The Company does not alocate capital expenditures for long-lived assets to any of its operating segments for

management reporting purposes.
a) Following isasummary of segment disclosures:

Segment Revenues

Quarter Ended September 30, Nine Months Ended September 30,
1999 1998 (dollarsin thousands) 1999 1998
$ 72,343 $57,810 Excess & SurplusLines $210,593 $170,978
30,540 26,855 Speciaty Admitted 84,882 77111
22,197 20,223 Investing 75,550 64,571
7,428 — Other 31,572 —
$132,508 $104,888 Total $402,597 $ 312,660
Segment Profit (Loss)
Quarter Ended September 30, Nine Months Ended September 30,
1999 1998 (dollarsin thousands) 1999 1998
$ 3173 $ 2,278 Excess & SurplusLines $ 12,666 $ 8469
(2,672 (1,176) Specialty Admitted (5,385) (4,427)
22,197 20,223 Investing 75,550 64,571
(3,786) — Other (14,444) —
$18,912 $21,325 Total $68,387 $68,613
Combined Ratio
Quarter Ended September 30, Nine Months Ended September 30,
1999 1998 1999 1998
%% %% Excess & SurplusLines A% 95%
109% 104% Specialty Admitted 106% 106%
— — Investing — —
151% — Other 146% —
103% 9% Total 102% 9B8%




7. Segment Reporting Disclosures (continued)

Segment Assets (dollarsin thousands)

September 30,
1999 1998
Excess & SurplusLines $ — $ —
Specialty Admitted — —
Investing 1,652,486 1,462,860
Other 854,850 446,540
Total $2,507,336 $1,909,400

b) The following summary reconciles segment profit to income before income taxes (dollars in thousands):

Quarter Ended Nine Months Ended
September 30, September 30,
1999 1998 1999 1998
Income before income taxes
Segment profit $18912 $21,325 $68,387 $68,613
Unallocated amounts
Amortization expense (1,564) (508) (4,184) (1,525)
Interest expense (6,280) (5,209 (19,098) (15,290)
Other 491 206 1,426 665
Income Before Income Taxes $11,559 $15,914 $46,531 $52,463




Item 2. Management’ s Discussion and Andlysis of Financid Condition and Results of Operations

Results of Operations
Quarter and Nine Months ended September 30, 1999 compared to Quarter and Nine Months ended September 30,
1998

The Company underwrites speciaty insurance products and programs for niche markets. Significant arees of
underwriting include Excess and Surplus Lines, Professiona/Products Liability, Brokered Excess and Surplus Lines,
Specidty Programs and Specidty Personal and Commercia Lines. Property and casualty insurance for nonstandard
and hard-to-place risks is underwritten by the Excess and Surplus Lines unit.  Professond liability coverageis offered
to physcians and hedth professondss, insurance companies, attorneys and architectsand engineers.  Specid risk
programs provide products liability insurance for manufacturers and distributors and tailored coverages for other unique
exposures. In addition, employment practices ligbility coverageis offered. The Brokered Excess and Surplus Lines unit
writes hard-to-place, large generd liability, commercia umbrella, products liability and property accounts. Gryphon's
continuing lines of business consst of an earthquiake exposed Cdifornia property program, professond ligbility
programs and severa specidty casudty programs. Specialty Program Insurance includes coverage for camps, youth
and recreation, child care, hedth and fithess and agribusiness organizations, as well as accident and medicd insurance
for colleges. The Company aso underwrites persona and commercia property and liability coverages for watercraft
and motorcycles.

Following is a comparison of gross premium volume by significant underwriting area:

Gross Premium Volume

Quarter Ended September 30, Nine Months Ended September 30,
1999 1998 (dollarsin thousands) 1999 1998

$ 34,409 $ 30,312 Excess and Surplus Lines $ 98,351 $ 89,872
34,059 29,771 Professional/Products Liability 103,154 92,986
19,665 18,558 Brokered Excess and Surplus Lines 54,861 50,423
20,144 — Gryphon Continuing Programs 54,459 —
27,600 26,816 Specialty Program Insurance 62,049 66,101
11,776 12,124 Speciaty Personal and Commercia Lines 42,796 33,918
2,785 — Gryphon Discontinued Programs 34,353 —
360 680 Other 1,169 2478
$ 150,798 $118,261 Total $451,192 $335,778

Gross premium volume was $150.8 million for the third quarter and $451.2 million for the nine month period in 1999
compared to $118.3 million and $335.8 million, repectively, for the same periods last year. The growth was primarily
the result of the Gryphon acquisition which added $22.9 million and $88.8 million to the Company’ s gross premium
volume in the third quarter and nine month period of 1999. Asthe Company re-underwrites the Gryphon programs, the
Gryphon business is expected to decline significantly.  The Company’s core books of business, excluding the effect of
Gryphon, increased 8% in both the third quarter and first nine months of 1999.

Excess and Surplus Lines third quarter gross premium volume increased 14% to $34.4 million from $30.3 millionin
1998. For the nine month period, gross premium volume rose 9% to $98.4 million from $89.9 million last year. The
growth in both periods was due to increased production in the casudty, inland marine and Essex specia property
programs.
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Third quarter gross premium volume from Professonal/Products Liagbility rose 14% to $34.1 million from $29.8 million
ayear ago. For the nine month period, gross premium volume advanced 11% to $103.2 million from $93.0 million in
1998. For the quarter, the increase was the result of growth in the employment practices liability, specia risks and
gpecified professons programs. For the first nine months of 1999, growth in the employment practices liability and
specified professons programs was partidly offset by lower production from the medica mal practice and lawvyers
programs.

Gross premiums from Brokered Excess and Surplus Lines totaled $19.7 million in the third quarter of 1999 compared
to $18.6 million in 1998. For the nine month period, gross premium volume grew to $54.9 million from $50.4 million
last year. Theincrease in both periods was primarily due to higher gross premium volume in the unit’s excess and
umbrellaand property programs.

Gross premium volume for the Gryphon programs that the Company will continue was $20.1 million in the third quarter
of 1999 and $54.5 million for the nine month period. For the nine month period of 1999, continuing program gross
premium volume consisted of $36.1 million of earthquake exposed Cdifornia property business which will become part
of the Excess and Surplus Lines unit’s specid property program, $11.5 million of professiond liahility businesswhich
will become part of the Professona/Products Liability unit and $6.9 million of casudty programs, most of which will be
adminigtered by the Brokered Excess and Surplus Lines underwriting unit.

In the third quarter of 1999, Speciaty Program Insurance gross premium volume increased to $27.6 from $26.8 million
in 1998. For the nine month period, gross premium volume was $62.0 million compared to $66.1 million in 1998.
Increased competition in the youth and recreation and agribusiness programs was partidly offset by continued growth in
the surety program and the sports liahility, accident and medica program.

Third quarter gross premium volume from Speciaty Persond and Commercid Lines was $11.8 million compared to
$12.1 million last year. For the nine month period, gross premium volume rose to $42.8 million from $33.9 millionin
1998. The 1999 nine month increase was primarily due to the acquisition of ayacht program which added $16.5
million in gross premium, including $7.3 million of unearned premium at the date of acquisition. This growth was
partialy offset by the discontinuance of certain property programs. The yacht program is expected to generate
goproximately $18 million of gross premium volume in 1999.

Gross premium volume for the discontinued Gryphon programs was $2.8 million in the third quarter and $34.4 million
for the nine month period in 1999. The Company reviewed dl of Gryphon’'s programs at the time of acquisition and
determined that certain programs were unprofitable and presented little opportunity to generate future underwriting
profits. The Company has discontinued these programs and is working aggressively to run-off these programs.

Other gross premiums totaled $0.4 million in the third quarter of 1999 compared to $0.7 million in the prior year. For
the nine month period in 1999, other gross premiums totaled $1.2 million compared to $2.5 million ayear ago. Other
gross premium volume conssted primarily of facultative reinsurance placed by the Professiona/Products Liability unit.

Currently many of the Company’s products are being adversely affected by increased competition and lower ratesin the
property and casuaty market. The Company does not intend to relax underwriting slandards in order to sustain
premium volume. Further, the volume of premiums written may vary significantly with the Company’s decison to ater
its product concentration to maintain or improve underwriting profitability.
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The Company enters into reinsurance agreements in order to reduce its liability on individua risks and enable it to
underwrite policies with higher limits. The Company’s net retention of gross premium volume decreased to 74% in the
third quarter of 1999 and 72% in the nine month period compared to 79% for both periodsin the prior year. The
decrease was due to low retentions on Gryphon's Cdifornia property program.

Totd operating revenues for the third quarter of 1999 rose to $133.0 million from $105.1 million in the prior year. For
the nine month period, operating revenues rose to $404.0 million from $313.3 million in 1998.

Earned Premiums

Quarter Ended September 30, Nine Months Ended September 30,

1999 1998 (dollarsin thousands) 1999 1998
$ 22,803 $21,126 Excess and Surplus Lines $ 65387 $ 64,758
30,232 26,713 Professional/Products Liability 86,578 77,286
11,975 9,971 Brokered Excess and Surplus Lines 33,264 28,926
7,333 — Gryphon Continuing Programs 25,364 —
17,904 16,287 Specialty Program Insurance 50,239 46,864
12,636 10,568 Specialty Personal and Commercial Lines 34,643 30,247
7,428 — Gryphon Discontinued Programs 31,572 —
— — Other — 8
$110,311 $ 84,665 Total $ 327,047 $248,089

Third quarter earned premiums were $110.3 million compared to $84.7 million in 1998. Nine month earned premiums
were $327.0 million compared to $248.1 million ayear ago. The growth in the third quarter was the result of $14.8
million of earned premiums for Gryphon and $10.9 million of growth from exigting operations. For the nine month
period, the growth resulted from $56.9 million of Gryphon earned premiums and $22.0 million of growth from exigting
operations.

Third quarter net investment income increased 19% to $21.9 million from $18.4 million in 1998. For the nine month
period, net investment income rose 25% to $66.3 million from $53.1 million last year. The increases were primarily the
result of the Gryphon acquisition which added approximately $300 million to the Company’ s investment portfolio in
January 1999.

In the third quarter, the Company realized $0.3 million of investment gains compared to $1.8 million of gainsin 1998.
For the nine month period, redlized investment gains were $9.3 million compared to gains of $11.4 million for the same
period last year. Vaiability in the timing of redized and unredized investment gains and losses is to be expected.

Total operating expenses for the third quarter were $115.2 million compared to $84.1 million in 1998. Tota operating

expenses for the nine month period were $338.4 million compared to $245.6 million ayear ago. The increases resulted
primarily from the Gryphon acquisition.
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Following is a comparison of selected data from the Company’ s operations (dollars in thousands):

Quarter Ended Nine Months Ended
September 30, September 30,
1999 1998 1999 1998

Gross premium volume $150,798 $118,261 $451,192 $335,778
Net premiums written $111,472 $ 93,697 $326,052 $264,111
Net retention 4% 7% 2% 7%
Earned premiums $110,311 $ 84,665 $ 327,047 $248,089
Losses and | oss adjustment expenses $ 72444 $ 54,207 $210,747 $157,293
Underwriting, acquisition and insurance expenses $ 41,152 $ 29,356 $123463 $ 86,754
Underwriting profit (l0ss) $ (3285 $ 1102 $ (7,163) $ 4042
GAAP atios

Lossratio 66% 64% 64% 63%
Expenseratio 3% 35% 38% 35%
Combined ratio 103% 9% 102% 98%

Underwriting performance is measured by the combined ratio of losses and expensesto earned premiums. For the third
quarter and nine month period ended September 30, 1999, the Company reported a combined ratio of 103% and
102%, respectively, compared to a combined ratio of 99% and 98% in the same periods of 1998. The underwriting
losses in 1999 were the result of Gryphon’s combined ratio of 131% and 126% for the third quarter and nine month
period, respectively. Excluding Gryphon, the Company’s 1999 combined ratio was 99% and 97% for the quarter and
nine month period, respectively.

The third quarter and nine month period loss ratio was 66% and 64%, respectively, compared to 64% and 63% for the
same periods of 1998. For the third quarter and nine month period of 1999, favorable loss development in the Excess
& Surplus Lines operating segment was more than offset by the higher loss ratio on Gryphon'’ s discontinued lines of
busnessand $2.7 million ($2.1 million after tax) of property losses related to Hurricane Floyd. The third quarter and
nine month period expense ratio was 37% and 38%, respectively, compared to 35% for both periodsin 1998. The
increase was due to expenses incurred to runoff Gryphon's discontinued lines. The Company isworking to reduce the
expense of administering Gryphon's discontinued lines.

The Company’ s five underwriting units focus on specific niches within the Excess and Surplus Lines and Specidty
Admitted markets. Excess and Surplus Lines, Professiona/Products Liability and Brokered Excess and Surplus Lines
write business in the Excess and Surplus Lines market and for purposes of segment reporting are aggregated as one
operating segment. The Gryphon programs that the Company will continue will be administered by underwriting unitsin
the Excess and Surplus Lines operating segment. Specidty Program Insurance and Speciaty Persond and Commercia
Lines write business in the Speciadty Admitted market and for purposes of segment reporting are aggregated as one

operating segment.

The combined ratio for the Excess and Surplus Lines segment was 96% in the third quarter of 1999 and 1998. For the
nine month period, the Excess and Surplus Lines segment combined ratio decreased to 94% from 95% in 1998. The
decrease was due to continued favorable loss development, partialy offset by property losses from Hurricane Foyd
and higher acquisition cogts. For the third quarter of 1999, the Speciadty Admitted segment’s combined ratio increased
to 109% from 104% in the prior year. The combined ratio for the Specialty Admitted segment was 106% for the first
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nine months of 1999 and 1998. The increase in the third quarter of 1999 was due to property losses from Hurricane
Floyd, partidly offset by lower acquisition cods.

Amortization of intangible assets was $1.6 million in the third quarter of 1999 compared to $0.5 million last year. For
the nine month period, amortization of intangible assets was $4.2 million compared to $1.5 million in 1998. The
increase in both periods was primarily the result of goodwill from the Gryphon acquidition which is being amortized over
20 years.

Interest expense was $6.3 million in the third quarter of 1999 compared to $5.1 million in 1998. Interest expense was
$19.1 million for the nine month period in 1999 compared to $15.3 million last year. In January 1999, the Company
borrowed $105 million under its $250 million revolving credit facility to complete the acquisition of Gryphon.

The Company’s effective tax rate for both periods of 1999 and 1998 was 24% of income before income taxes.

In evaluating its operating performance, the Company focuses on core underwriting and investing results before
consderation of redlized gains or losses from the sales of investments and expenses related to the amortization of
intangible assets. Management believesthisis a better indicator of the Company’ s operating performance because it
reduces the variability in results associated with redized investment gains or losses and diminates the impact of
accounting conventions which do not reflect current operating costs. For the third quarter of 1999, income from core
underwriting and investing operations was $10.0 million, or $1.77 per diluted share, compared to $11.3 million, or
$2.01 per diluted share, in 1998. For the nine month period, income from core underwriting and investing operations
was $33.2 million, or $5.89 per diluted share, compared to $33.7 million, or $5.98 per diluted share, in 1998. The
decreases were due to $2.7 million ($2.1 million after tax), or $0.37 per diluted share of property losses from Hurricane
Floyd.

Third quarter 1999 net income was $8.8 million compared to $12.1 million in 1998. For the nine month period of
1999, net income was $35.4 million compared to $39.9 million last year. The decrease was due to underwriting losses
and lower redized gainsin 1999, partialy offset by higher net investment income. Comprehensive income for the third
quarter of 1999 was aloss of $28.0 million, or $4.94 per diluted share, compared to comprehensive income of $3.2
million, or $0.56 per diluted share, in 1998. The decrease was primarily the result of the net decrease in unrealized
gains of $6.49 per diluted share in 1999 compared to the net decrease in unredized gains of $1.58 per diluted sharein
1998. For the nine month period, comprehensive income was aloss of $39.5 million, or $7.00 per diluted share,
compared to comprehensive income of $46.8 million, or $8.29 per diluted share, last year. The decrease was primarily
the result of the net decrease in unredlized gains of $13.27 per diluted share in 1999 compared to the net increase in
unredlized gains of $1.22 per diluted sharein 1998.

Financial Condition as of September 30, 1999

The Company’ s insurance operations collect premiums and pay current clams, reinsurance commissions and operating
expenses. Premiums collected and positive cash flows from the insurance operations are invested primarily in short-
term investments and long-term bonds. Short-term investments held by the Company’ s insurance subsidiaries provide
liquidity for projected claims, reinsurance costs and operating expenses. To the extent that operating cash flows are
negative during any period of time, a portion of the Company’ s investment portfolio may be liquidated to meet operating
needs.
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On January 15, 1999, the Company acquired Gryphon Holdings, Inc. and its subsidiaries as the result of the completion
of apublic tender offer. The Company’s resultsfor the third quarter and nine month period ended September 30, 1999
include Gryphon's results of operations since the date of acquisition. The acquisition was accounted for using the
purchase method of accounting. Totd consideration paid for Gryphon was approximately $145.7 million. The excess
of the purchase price over the fair value of the net tangible and identifiable intangible assets acquired was recorded as
goodwill and is being amortized using the straight-line method over 20 years. The Company funded the transaction with
available cash of approximately $95.7 million and borrowings of approximately $50.0 million. In addition the Company
refinanced $55.0 million of Gryphon's long-term debt.

The Company's invested assets increased to $1.7 billion a September 30, 1999 from $1.5 billion at December 31,
1998. Theincrease was primarily the result of the Gryphon acquisition. The Company’s unpaid losses and loss
adjustment expense reserves and paid and unpaid reinsurance recoverables increased to $1.4 billion and $438.7 million
at September 30, 1999 from $933.8 million and $219.5 million, respectively, a December 31, 1998. The increases
were the result of the purchase of Gryphon and Gryphon’s hitoricaly higher dependence on reinsurance.

For the nine month period ended September 30, 1999, the Company reported net cash provided by operating activities
of $12.9 million, compared to net cash provided by operating activities of $38.8 million for the same period in 1998.
The decrease in 1999 was the result of Gryphon's use of $36.0 million of operating cash for the first nine months of
1999. The Company continues to reunderwrite and discontinue various Gryphon programs. As aresult, Gryphon's
operations are expected to generate negative operating cash flows which will partidly offset the operating cash flows
generated by the Company’ s core underwriting units.

Proceeds from sales of fixed maturities and equity securities were $795.7 million for the nine months ended September
30, 1999 compared to $320.9 million for the same period in 1998. Cogt of fixed maturities and equity securities
purchased was $718.9 million for the nine months ended September 30, 1999 compared to $469.7 million for the same
period in 1998. Both increases were primarily due to the redllocation of the Gryphon portfolio from short-term
invesments into fixed maturities after Gryphon’s acquisition on January 15, 1999.

As of September 30, 1999 and December 31, 1998, the unused balances available under the Company’s $250 million
revolving credit facility totaled $185 million and $250 million, respectively. Funds are available under the facility for
genera corporate purposes. During the third quarter of 1999, the Company repaid $40 million of the $105 million of
borrowings used to fund the purchase of Gryphon. A portion of the funds used resulted from the sale of an unneeded
Gryphon insurance subsidiary as a shell for gpproximately $22.0 million.

On August 15, 1999, Markel signed an agreement to acquire TerraNova (Bermuda) Holdings Ltd. (NY SETNA) for
cash and stock vaued at $905.0 million. In addition, $175.0 million of Terra Nova debt will remain outstanding. The
transaction, which is subject to gpprova by the shareholders of both Markel and Terra Nova, the receipt of necessary
regulatory gpprovas and other customary closing conditions, is expected to be completed by early next year.

Pursuant to the terms of the merger agreement, the consideration will consist of approximately $407.2 million in cash
and 2.69 million Markel common shares. TerraNova shareholders will have the ability to eect to receive cash, sock
or acombination of cash and stock, subject to certain maximum levels (45% cash and 55% stock) for each form of
consideration. Subject to these limits, Terra Nova shareholders may eect to receive $34.00 in cash or 0.184 Markel
common shares for each TerraNovashare. The acquisition will be accounted for as a purchase transaction.
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The Company has entered into a commitment Ietter for afive year $500 million revolving credit facility which will
replace its exigting $250 million revolving credit facility subject to and upon closing of the TerraNova acquistion. The
Company will use the new facility to fund a portion of the Terra Nova acquisition, refinance balances under the existing
revolving credit facility and for other genera corporate purposes.

Shareholders equity at September 30, 1999 was $386.0 million compared to $425.3 million at December 31, 1998.
Book value per share was $68.96 at September 30, 1999 compared to $77.02 at December 31, 1998. The decrease
in the nine month period of 1999 was the result of the net decrease in unredlized gains of $74.8 million, partidly offsat
by net income of $35.4 million.

Other Matters
Y ear 2000

The Year 2000 issue affects virtudly al companies and organizations. Many companies have existing computer
gpplications which use only two digits to identify ayear in the date fied. These gpplications were desgned and
developed without considering the impact of the century change. If not corrected these computer gpplications may fall
or create erroneous resultsin the year 2000.

The Company’s Y ear 2000 Strategy

The Company has created a Y ear 2000 team involving associates from al areas of the organization and has charged
them with implementing the Company’s Y ear 2000 project. The team has been in place since September of 1997. The
project’s scope includes dl information technology (IT), both internally devel oped and purchased from third parties,
materia vendors, producer and customer relationships, and an assessment of the Company’ s underwriting exposure as
areault of the insurance products written by the Company’ s underwriting units. In addition, the Company is evauating
the Y ear 2000 exposure to issuersincluded as part of itsinvestment portfolio.

The Company has completed al phases of its Y ear 2000 compliance project for its materid and ancillary 1T systems.
At thistime the Company believesthat dl materid and ancillary systems are capable of correctly processng transactions
with dates both before and after January 1, 2000.

The Company has completed areview of materia business partners to determine their state of readiness with regard to
the Y ear 2000 issue and the potentiad impact on the Company. The Company has identified the following generd
categories of business partners as materia to the Company’ s ability to conduct its operations: software, hardware and
telecommunication providers, banks and investment brokers, materid holdings in the Company’ s investment portfolio,
insurance producers, reinsurers and reinsurance intermediaries, mgor insurance clients and utilities. Where the
Company has determined that the relationship with a business partner is materid to its ability to conduct norma
operations, the Company has requested and in most cases received an update on the status of the business partner’s
Y ear 2000 initiative. Where deemed necessary, the Company is following up with the business partner to obtain further
information. Based on the assurances of these business partners and the Company’ sinterna reviews of information
provided, the Company has not currently identified a materia business partner that will be non-compliant. However,
there can be no assurances that dl materid business partners will be compliant, and such noncompliance could have a
materid effect on the Company’ sfinancid position and results of operations.

16



The Company has conducted a comprehengive review of its underwriting guidelines and has made the decison to
exclude Y ear 2000 exposures from most insurance policies. The Company began adding exclusionsto policiesin early
1998. Additiondly it isthe Company’s position that Y ear 2000 exposures are not fortuitous losses and thus are not
covered under insurance policies even without specific exclusons. For these reasons, the Company believes that its
exposure to Year 2000 clamswill not be materia. However, as was the case with environmenta exposures, changing
socid and legal trends may create unintended coverage for exposures by reinterpreting insurance contracts and
exclusons. It isimpossible to predict what, if any, exposure insurance companies may ultimately have for Y ear 2000
clamswhether coverage for the issue is specificaly excluded or included.

The cogt of the Company’s Y ear 2000 project was origindly estimated to be $1.0 million. Approximately $0.5 million
of this amount was incurred as of December 31, 1998, and another $0.2 million was incurred during the nine month
period ended September 30, 1999. The Company anticipates that less than $0.1 million in additional expenditures will
be required. All costs of the Y ear 2000 project have been expensed as incurred.

Asadl of itsmaterid and ancillary IT systems were deemed Y ear 2000 compliant at September 30, 1999, the Company
has not established a contingency plan for noncompliance of itsIT sysems. At thistime, the Company is not avare of
any materiad business partners that will not be Y ear 2000 compliant. If the Company becomes aware of non-compliant
business partners, one option will be to evauate using other vendors. In many ingtances the establishment of a
contingency plan is not possible or is cost prohibitive. In these Stuations, noncompliance by the Company or its materia
business partners could have a materia adverse impact on the Company’ s financia postion and results of operations.

Subsequent to the Company’ s acquisition of Gryphon in January 1999, the Company began an assessment of
Gryphon's materid IT sysemsfor Y ear 2000 compliance. The Company has converted Gryphon’ s continuing business
to the Company’s Y ear 2000 compliant sysems. Runoff business will remain on the Gryphon systems. The Company
has done extensve andysis of these systems and believe that they are Y ear 2000 compliant.

Quantitative and Quditative Disclosures About Market Risk

Market risk isthe risk of economic losses due to adverse changes in the estimated fair value of afinancid insrument as
the result of changesin equity prices, interest rates, foreign exchange rates and commodity prices. The Company’s
consolidated ba ance sheets include assets and ligbilities whose estimated fair vaues are subject to market risk. The
primary market risks to the Company are equity price risk associated with investments in equity securities and interest
rate risk associated with investmentsin fixed maturities. From time to time, equity prices and interest rates fluctuate
causng an effect on the Company’ s investment portfolio. The Company has no direct commodity risk, and its exposure
to foreign exchange risk isimmeterid.

The Company’ s market risk exposures at September 30, 1999 have not materialy changed from those identified a
December 31, 1998.

“SafeHarbor” Statement

Thisisa“Safe Harbor” statement under the Private Securities Litigation Reform Act of 1995. Certain Satements
contained herein are forward-looking statements that involve risks and uncertainties. Future actua results may materialy
differ from those in these statements because of many factors. For example, the Company continues to sgnificantly
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reorganize Gryphon’s operations, and the scope and impact of these changes cannot be fully determined at thistime.
The completion of the Terra Nova transaction is subject to the absence of materia adverse changesin the buyer’s or
sdler’ sfinancid condition and receipt of dl necessary regulatory and shareholder gpprovas. Insurance industry price
competition has made it more difficult to attract and retain adequately priced business. Changing legd and socid trends
can adversdly impact the adequacy of loss reserves. State regulatory actions can impede the Company’ s ability to
charge adequate rates and efficiently alocate capitdl. The frequency and severity of natura catastrophes are highly
variable. Economic conditions and interest rate volatility can have sgnificant impacts on the market vaue of fixed
maturity and equity investments. The business community’s Sate of readiness for the Y ear 2000, the readiness of the
Company’ s vendors and business partners and the Company’ s potential underwriting exposure to Y ear 2000 clams are
difficult to predict with any certainty. Accordingly, the Company’s premium growth, underwriting and investing results
have been and will continue to be potentidly materidly affected by these factors.
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PART II. OTHER INFORMATION

Item 6. Exhibits and Reports on Form 8-K

(a) Exhibits.

The Exhibits to this Report are listed in the Exhibit Index.

(b)(2) On August 20, 1999, the Company filed areport on Form 8-K, reporting under Item 5 the Agreement and Plan
of Merger and Scheme of Arrangement providing for the merger of the two companies.

(b)(2) On September 22, 1999, the Company filed a report on Form 8-K reporting under Item 2 and Item 7 the
acquisition of Gryphon Holdings, Inc. and subsidiaries.
The following financid statements of Gryphon Holdings, Inc. werefiled as part of the Form 8-K:
Independent Auditors Report
Consolidated Balance Sheet as of December 31, 1998
Consolidated Statements of 1ncome and Comprehensive Income for the year ended December 31, 1998
Consolidated Statements of Shareholders' Equity for the year ended December 31, 1998
Consolidated Statements of Cash Flows for the year ended December 31, 1998
Notes to Consolidated Financid Statements
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Sgnatures
Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this Report to be
signed on its behalf by the undersigned, thereunto duly authorized, this 28™ day of October, 1999.

Markel Corporation

By Alanl. Kirshner

Alan |. Kirshner
Chief Executive Officer
(Principa Executive Officer)

By Anthony F. Markel

Anthony F. Markel
President
(Principa Operating Officer)

By StevenA. Marke

Steven A. Markd
Vice Chairman

By Dardl D. Martin

Dardl D. Matin

Executive Vice Presdent and
Chief Financid Officer
(Principa Financid Officer and
Principa Accounting Officer)
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Exhibit Index

Number Description
2 Agreement and Plan of Merger and Scheme of Arrangement dated as of August 15, 1999
incorporated by reference as Exhibit 99.1 in the Company’ s Current Report on Form 8-K
dated August 20, 1999. *

27 Financiad Data Schedule for period ended September 30, 1999 *

* Hled dectronicdly with the Commisson
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