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Kingsway Financial Services Inc.

Corporate Profile

Kingsway Financial Services Inc. is one of the
fastest growing property and casualty insurance
companies in North America.

Kingsway has a prcven track record of profitability. Kingsway's primary business is the insuring of
automobile risks for drivers who do not meet the criteria for coverage by standard automobile
insurers. The Company also opérates in tmcﬁng. commercial automobile, proberty, motorcycle,
standard sutomobile and other niche markets, where limited competition and an emphasis on
underwriing proﬁt ]provide the opportunity for above-average returns.

Kingsway. is focused on building operating exceilence through nine
wholly-owned subsidiaries:

: * Kingsway General Insurance Cempany

* York Fire & Casualty insurance Company

! ) * Jeveo Insurance Company

i .
¢ Universal Casualty Company
* American Service Insurance Company, Inc.
s Hamiton Risk Management Company
} *  Southem United Fire Insurance Company
; s Lincoin General Insurance Company -+ -~ . -
: ’ ** Ammerican Country Insurance Company
i » Avzion Risk Management, Inc.
4 Kingsway Financial Services Inc.’s shares are listed on the New York Stock Exchange and the
'; Toronto Stock Exchange, under the trading symbol “KFS". Kingsway em‘p_'loys approximately
. 1,680 pecoie in Canada and the United States-and is headquartered in Mississauga, Ontario.
r
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The Kingsway Difference

Corporate Strategy

« Apply a specialty focus to regional markets

¢ Adhere to strict underwriting discipline

* Maintain a strong relationship with our brokers, agents

and managing general agents (MGASs)
- Rigorously manage claims’at a local level

s Expand in the United States and Canada

This strategy has enabled the Company to grow at a much faster
rate than the North American property and casualty insurance
industry. At the same time, the Company has outperformed the
underwriting profitability of the industry by a wide margin in each

of the past twelve years.

kingéway ‘Genéral
York Fire
Jevco
Universa_l Casualty
Américan‘ Service
Hamilton Group
Southern United
Lih;:oln Géneral
American Country";

Avalon
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Kingsway Financial Services Inc.

Operating Highlighfs

* Record gross premiums written of $2.12 biliion,»an increase of 88% over 2001

o Record net income of $79.5 milion and diluted earnings per share of $1.61

s Return on equity of 13.8%
e Unearned premiums increased 83% to $773.3 million

» Arranged $66.5 million unsecured credit facility in May

» Acquired American Country Insurance Company, a Chicago based insurer of taxicabs in April

o Completed public offering of $78 milion of senior unsecured debentures in December

e Completed private placement of U.S. $15 rillion in trust preferred securities in December

Gross Premiums Written Net income
(S milions) 2"4'7 (S rmilions)
2000 80
70
1500 80
50
1000 40
30
500 20
10
0 0
98 99 00 0f 02 98 9% 00 O1 02
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Kingsway Financial Ssrvices Inc.

Financial Highlights

Years ended December 31

_ o Percentage .
{n thousands of Gofars, except per shars amounts) 2002 2001 change Earnings Per Share
Gross Premiums Written $ 2,124,691 S 1,085282 89 % (diluted) - o
Net Premiums Earned 1,737,754 £72,830 99 % IS)
Revenue ' 1,818,868 937,482 94 % 20
Net Income 79,532 44,631 77 %
Earnings Per Share
Basic ) 3 1.63 s . 121 35% 1.5
Diluted s 1.61 S 1.18 35 %%
Book Value Per Share S 12.56 S 11.03 14 %
1.0
Returmn on Equity - Consclidated 13.8 % 13.3 % 0.86
Canadian Operations (8.5 %) 12.7 %
Industry - Canadar 1.6 % 3.0 %
U.S. Operations | 223% 145 % 05
Industry - U.S.™ 3.9 % 2.4 %)
Combined Ratio - Consolidated 99.8 % 99.1 % 0.0
Canadian Operations " 108.4 % 103.1 %
E peraner o e - e 9 00 o1 02.
Industry - Canada’ - : 105.8% 1103 %
U.S. Operations ’ 872 % 6.8 3%
Industry - U.S.™ 105.7 %5 117.0 %
Total Assets S 2,984,434 S 1,778,744
Underwriting Profit S 2,612 S 7.837 Combined Ratio
Shares Outstanding - year end 48,794,212 48,657,206
{%}
120
Return On Equity
100
(%)
20 - - L 80
15 - '
80
10
40
5
0 20
-5
8]

98 9 00 01 02

98 99 00 O1 02

* Seurces - Caradian: 1998-2001 - A0, The Quarisly Aepor— I Quarter, 2002
2002 - 1BC, Perspective, Marsh, 20C3

f Source - U.S.: 1988-2002 - AM. Best, Review Preview, anuary. 208

2000 - 180, The Cranery Feoort, 3rd Quaner, 2002
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Kingsway Firancial Services Inc.

Operating Strategy

Kingsway's significant growth since going public in December 1995 is a direct result of a’

disciplined operating strategy. This strategy incorporates the following principles:

Focus on good risks within specialty markets wherélimited competition allows

for a good spréad of risk and above-average returns.

Emphasize positive underwriting margins, conservative investment policies and

fow combined ratios to achieve above-average earnings.

Refuse to sacrifice underwriting profitability to increase volumes.

o Terminate or re-price unprofitable business quickly.

Selectively pursue acquisitions.

Objectives and Accomplishments
Kingsway targets superior financial perfornﬁance over a five-year rolling period.
Target 1 After-tax return on shareholders’ equity of greater than 15%

* Return on equity (ROE) averaging 11.3% over the past five years

compared to the Canadian industry ROE* of £.2% over the past five years

Target 2 Average five-year combined ratio of 96% or less. -

¢ Average combined ratio of 99.3% for the last five years compared to the

Canadian industry ratio* of 107.6% over the past five years

Target 3 Average annual increase in net premiums earned of 15%

¢ Net premiums earned have grown by a compounded annual growth rate of 58%

over the last five years compared to the Canadian industry’s growth™ of 7.9%

owrte:  Cenadian industry: 2002 - 1BC, Perspective, March, 2008

1998-20014A0, The Quarterly Report, 3rd Quarter, 2002

!
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#
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Kingsway Finzn:zial Servicss inc.

A Message To Our Shareholders

We came through 2002 with an even better year than the previous. Not only did the premiums

almost double to a new record of $2.1 billion, but we also had an outstanding year with our net

income growing from $44.9 million to $79.5 million.

So our good year was followed by an sven better year and
is interesting that we look at 2C03 as bsing a prospecively

outstanding year for Kingsway.

The foundation we created over the last severa! years is now paying
dividends for us. During the soit market of ina mid-80's we built tha
infrastructure but at the same time held off on pramium growth. Th2
growth we accomplished in the late €0's was mainly through
acquisitions with a timited amount of intemal growth. With the tum
of the century we found that markets harcened to the paint where
premium increases made growih very attrac'a’ye, and for that reascn
_ we took advantage of the restricted markets. Since 2000 we hive
-‘aimost dotibled premium volume each year with comesponcing
profit increases. Premium volume and ret income have almost
tripled since year 2000. Premium growin &nd higher rates will
continue throughout 2003, which will lead o the outstanding yeer |

have suggested we can attain.

During the past year we did acquire ors company, Americzn
Ceuntry, which is a natural fit with Kingsway since fts speciaity Is
taxis and limousines, one of the Kingsway cors products. Whils it
did add premium volume during the year, it was not one of the
ma,ior growth drivers that we‘expeﬁenced.‘LJke‘the acquisiticn of

Lincoln General a few years earfier, it provides a solid base for a naw

product line in the United States, along with licenses in cver

30 states. When we acquired Uncoln Cseneral it had 39 sizis 3

licenses. Now, Lincoln is ficensed in 49 sizias and is the largest

company in the Kingsway group. We see similar opportunities for
American Country which provides us with greater flexibility zrd

diverstfication opportunities.

1

Although 2002 was extremely good, it was disappointing that some
of our companies did not perform well. We have taken steps to
comrect ihe various problems and believe we will reduce the
undenwriiing losses in these divisions substantially during the current
year, which will add considerably to the overall profitability of the
comoration. Qur goal during 2003 is to see that each and every

company produces an underwiiting profit and we believe this is

within our capabilities.

Witiam G. Star
President and C.E.Q.
B Kingsway Financial Servicas Inc.

Our goal during 2003 is 1o see
that each and every company
produces an underwriting
profit and we believe this is

within our capabilities.
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Kingsway Financial Services Inc.

Adequate resenving is a continual concem with all insurers and
reinsurers. Whhin the industry we have seen numerous companies
increase ther clams resenves by subsiential amounts. We are
fortunate in not having the problems that others in the industry
have from exposures to profgesional fiability, workers compenszation
ard asbestés Qur bﬁsin@s is pn’maﬁy of a short-tat nature and
that has allovsed us to reserve on a more eifective basis. However,
we have seen some deterioration with claims in certain areas anc
have strengihened reserves where we =t it was necessary.
The overall results of the industry have raised concems for investors
and as a result stock prices are not commensurate with current

opporiunities for the industry.

One of our challenges during the past year was to provide adeguzate
capital to support the growth of the company. We were not
prepared o issue equity at the depressed prices prevailing during
2002. As an alternative, we successfully issued the first debentures
in Canada by a property and wsualty compeny and raised Cdn 878
milion. We aiso participated in a Trust Preferrad issue in the United

States. with net proceeds of US$15 million. We are determined to

" support the growth of the company in varces ways and avoid ths

issuance of rew shares at inadequate prices. Our first concem has

been and remains the best intersst of our sharshoiders.

Listing on the New York Stock Exchange_ha not b%n as beneiicial
as expected and we are disabpoir\te;j with the minimal trading
experienced in the U.S. However, average cally trading in Canaca
exceeded 180,000 shares making the stock very liquid. Of courss,
that fiquidity & available to both U.S. and Canadian investors wiho
trade on the TSX.*

Much of the Growth we expesienced in 2002 has been through new

affiiations with Managing General Agerts (MGAs),' with
approximately 45% of our business now coming through tris
source. We have stringent controls for both underwriting and claims
in these relationships, using experienced Kingsway management
tearms who conduct monthly and/or quarterly inspections of all
MGA operations. The inspections have resufted in the eerly
detection of problems which could have ked to losses if rot

addressed eesly. We are satisfied that our teerns are maintaining the

H

controls needed to be successfulin this type of operation. The MGA
operations have produced a substantial profit for the Kingsway
Group and we expect continued success and growth. Many new
opportunities are being offered to us, but we accept only the ones
- that ﬁ't our niche business and which we can operate within our

controlled approach.

The hard market'in the insurance industry is continuing due to the
overall poor results experienced by most companies. We believe
jower investment returns will cause the hard market to last for at
lsast two more years. Kingsway has enjoy=d a reasonable retum on
its investment pertfolic and had substantial unrealized gains at year
end. In contrast companies had substantial losses in their portiolios
due to stock market losses. Kingsway has a relatively low amount
invested in equities and, as a resutt, did not experience the losses
that many other companies did during the past year. We intend to
continue our conservative appfoach to investing, which has served

us well in the past.

Even thqugh some new capital has flowed into the worldwide
mdustry. the ovérall t:apit_al position is exiremely debressed. havirig
cropped from about USS700 bilion during the past two years to
approximately US$500 biion. Companies are deploying their
capital carsfully and we have not experienced anyv new competitors

in our specialized fields.

in last year's report | said that 2001 was more interesting, exciting
and rewarding than any year in the past, but, 2002 would be a
much better year. Today | can say that has been achieved and that
2003 looks to be an even better year for the Kingsway Group of
Companies. The opportunities being offered to us on a regular basis
_support my opﬁ'fnism. ' -

i The MGA operations have

produced a substantial profit

for the Kingsway Group.

o \2



Kingsway Financial Services inc.

Review of Operations

Canadian

In last year’s report we indicated the Canadian operations did not perforrh well and . we felt the

Ontario government would be forced to make changes. Ontario automobile has created the greatest

losses for us in 2002. Bill 198 was passed in December 2002 and new regulations are being

introduced in 2003. We believe these changes, along with the fraud reduction initiatives we took

during the latter part of 2002, will change our Canadian companies from an underwriting loss to a

profit during this year.

Kingsway General

Kingsway General had a very unsatisfactory

underwriting experience in 2002. Although we

thought the reduction in policy terms and rate
increases would reduce the losses, they vere not encugh to resolve
the probiem. Later irj the year we toak very strong steps to control

fraud being perpetrated by certain clinics and paralegals, but our

gfforts cccurred too late in the year to have a noticeable effect.
However. the results we are now seeing, combined with the new
legistation, should have a dramatic efizct on Kingsway General
during 2C03.

Apart from the non-standard automobils business in Ontario, the
balance of the business written has pericrmed well, particularly the
trucking market. Kingsway is now one of the major providers of
long-haul trucking insurance in Canada
and will continuz 1o be a leader in this field.

This business t'zs in very nicely with our

complement our operations in Canacla,

York Fire & Casuaity

York Fire & Casualty continued to be a
disappointment during 2C02 in spite of the many

corrections we made to the business. Onterio

automobile continues to be the main protlem,
however, like Kingsway General, we have taken many steps to
zddress the fraud problems. Following several rate increases,
volume continued to increase late in the year and we beligve the
business will be profitacle during 2003. As with Kingsway, the

operaﬂons in the United States, which .

since U.S. certificaton is recuirad fo- Caradiar

there are limited merxeis in that orovin

increasing our rates for nen-stancz-3

expect to maintain undsr.. r'ng prc*:_:)ur\ nthat ciess. Durng the

year, we acquired 2 naw ouilding |

operations and Kingsway' is row vig,
Alberta market.

oreass our volue 23 have

In Quebec, we arg contriing to i
found it to be a very crofial’s marks:. We =7 enjov’nz an norazss
in the non-standara auicmebiie businsss, a3 well s our Trucking
business, and increzsed ifs size of = cperzfon to zacommodsts

the gain in volume.

Business written in the Miasime Frovinces ras net

oroduzed an

underwriting profit. In lest
not satisfied with ths resu g —orfy

business during 2602. Wz w*

changes in the legisistion sculd dre—atica ™y imorove e resuis of
the company but this will o2 gradua Siring 2003, Ve will condnus
to monitor the grewth of the cooany and me<s sus tal

premiums charged &rs ¢

).
o

into Alberta during 200
are good cpportunitiss fcr ime expzmsion of

York in the hard mearkst tha: exists ir Absrz.

ty



Jevco Insurance Company

f“‘:J Jeveo Insurance Compeny has again performed

70
N ) extremnely well and we are very pleased with the

JEVCO  oquits of this company.

VW2 are seeing some growth in their business, especially in non-
sizndard autcmobile in Quebec, but with their dorminance in the
motorcycle market we do not expect to see a great deal of growth
in that area.

Tri2 Surety business written in Quebec has performed welt and that

is & market which should continue to grow gradually. However,

the greatsst amount of growth will be in the non-standard
automotie markst in Quebec since Jevco's market share is
small and compatition is very limited.

Wa belieue‘that Jevco will continue to
produce 2 satisfactory underwriting profit
durng this yser with a limited amount
of growin.

Review of Operations

United States

The United States has contributed substantially tc the success of Kingsway in growth and profitability.

We entered the United States to diversify and take advantagie of market opportunities, and are now

enjoying the results of acquisitions made in the late 80’s. Qur opportunistic approach and careful

planning have resulted in profitable growth which we expect to continue due tc the tremendous

opportunities in the U.S. market. We have not experienced a slowdown in premium growth and no

serious competitors have entered our markets. Rates remain firm and are continuing to increase.

The outlook remains very positive.

Universal Casualty

Universal Casualty had arother good vear. 1t has
regularly produced ‘an uncenwriting profit for the

Sy g Kingsway Group and we expect it will continus to do

s0. lts main market is silt Chicago non-standard

zuizmobile, but it has expanded to southem tlinois as wel as into

Irczna. It recently received a license to ¢perzie in Michigan and the

iriention is to epply for licenses in other staizs and further expand
ceerations.

Uraersal Casualty is rated ‘A-' by A M, Biest 2nd is a company well
recaived in the marketplace. We intend 10 exgand its termitory and
maxe better use of the good rating t has.

Tre motorcycle program they introduced a few years ago s
cerfomming well, although the volume is stiif guite low. It is not our

intantion 0 expand too quickly into the
motorcycls market in the United States

untl we ars certain that we have the rates

gt a comreci level for profitability and gain
mcre experence in claims hendling in the

mctorcycle line,

Overall the periomance of Universal Casuafty is extremely good
and we expect to see the volume keep increasing in this tight
merket emvircnment. Marshall Romanz continues to guide the
cempany with his many years of experience, and the performance
of the cormeany over the years shows how valuable his knowledge
of the non-stendard auto market is {0 the company.

TRge \E



American Service

A3

has improved each year.

American Service was our ouisianging pericrmsar ast

year under tha guidancs of John Clark. Since Jomn

became Presidzant of the cormozny. the periommarcs
02 £

The volume of the company is incressing cus to diversiiczion

plans that were introduced during ths l2st 2w ysars. AdhcugH
non-standard automobile in Chicago is sit ihe main markst

other products such as taxicass, light comm=arcial and tow-trucss

h

have proven to be valueblz to the czm2zany and rep o

underwriting performance.

Hamilton Group

S

which we put in place in 2001 has heip=3 o Sirsct this comeey

through a very difficult market.

The Hamilton Group in f

second year of tatter pericrmancs since Kingswz

acquired the company. Tre rew managemsnt groud

The Florida automobile product is still re:

Ay =
CoLis 22

=3 good as it

since the personal injury protsction (PI=) '

fraud, however, ouf experienced claims 2= 1

perform very well in that markat.

Rates are being increased cn a contriz o

plentiful since many companies have wi

their poor financial experience.

Southern United

Southemn UniteC nas o=

SCUTHERN

NN Ty

the markets have besn very soit and as =

us from the Urs

company. It has

the pricing to the level neeced to producs 27

Zncsnavnting ool

Late in-2002 we made some sxecutive cranzas 'which we

improve underwriting profitadility in that mar<st.

The ngw 22T S

dedicated to obtain adequaie pricing in s2or s:2i2 in wiieh |

operate and are very actively working cn orr vear claims 10 ¢t

them settied quickly and aveid the cernirua Szieroraticr ¢f less

reserves that had been experierced in ts

—~————
—em

2 has excasshis -

o
w
'
'
a
"
'

>opany is acively involved in providing non-standard

i= in Misscun and Indiana, end plans to expand into

. John as csveloped an excellent tsam with many

this comzany 1o continue {0 grow on a very profitable
tasis Zuming the next saveral years and to add to the profitability of

the Crgswzy Grous.

= s comoany will continue to perform well and improve
“

tha- s~o2-wriiing resuiis cuning the current year Volume should

cerinus 1 increase since no new competitors have entered the

=~2v. Premium veiume has more than doubled since we
ooz = company. aithough initially we had reduced the volume

—= 30ft markst Frzud will continue to be a problem until
mads o PiP coverage, however, we are satisfied that

EEnlecishes e

with this problem.

Rezeo Zsoin, Kev'n \Weion and Alberto Naon are doing an

exI=ET 0% N merasing @ company in a

o2t markst. With the experience

the, ma.

CCrIm 3 1z growin Foncz and produce an

UnC274 "2 Drof.

in which they write business appear to

now o= = 20 adecusiz 2wl to produce the undenwriting profit
exgeTss = ngsu-.a'_.".' Richard Mumray had teen with Southern

Urinzs craviously g has now retumed to take charge of the

ccroz~. =03 move T in the right direction. Richard had spent the
rcoin helzing us develop

L=

and mret

n
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Kingsway Financial Services Inc,

Lincoln General

Lincoln General has become the largest company in

the Kingsway Group. Gary Bhojwani, formerly

President of Avalon Risk Management, was

appointed Prasident of Lincoln in June 2002 and has
done a remarkable job in the organization of the company and the
development of teams to continually review the MGA programs
which compose a large partion of the business written by Lincoln.
Although the MGA programs account for a good portion of the
growth of the company, business writien directly with agents
has alsa doubled in the last two vears.

American Country

American Ceuntry is the latast company to be

acquired by Kingsway Financial. Prior to the
@ acquisition, we had a small interest in the

company, which was pubiicly listed, and were
zble to buy the remaining shares in a takeover bid.

The reason for acquiring American Country was to have access to
the taxi market in the United States. This is-a market in which we
are experiénced in Canada and to a smél{e_r degree, through
American Service, in the llincis market. With the current tight market
we are facing in the United Statss, especielly in the commercial fisld
we feal it is a great opportunity to move anead while we can obtain
adequate premiums.

Avalon Risk Management

Avalon Risk Managsment is continuing to grow and
produce extremely good profit for the Kingsway

Group. Not only is it producing a profit from tha
agency services that it provides, through commissiori,
but also through underwriting profit in our companies,

In June 2002, we appointed Scottv Woilney to the position of
Prasident of Avalon. Scott has besn with Avalon from the beginning
and will continue the growth and profitability of the company. Tre

We expect Lincoln will continue to be the
fastest growing company in the Kingsway
Group and to produce the greatest profit

among our companies.

When we acquired Linceln, it specialized only in iong-haul Tucking.
Now it s involved in a number of commercial linss, sursty 2~d non-

standard auto and is a very well diversified company. i is lcansed

in 49 states and we expect it to be licensed in all 50 stziss by the

21sS

end of 2003.

The other advantage of this company is
that it is licensed in a number of states
which allows us to have muitiple

companies operating in the same states.

This will allow us to have different rate

classes and different market opportunities within the sams states
through the different companies. We fesl with the rnumber of
licenses that Americar Country has, it \ill create copcrunities
similar fo‘ thoss we hava enj'oyéd since acquining Linccin General.

former President, Gary Bhojwani and Scott
developed an excellent management
group at Avalon which has contributed 1o
its success. With the hard market, Avalon

is growing in its core business as well as

through diversification, which we 'ekpect will continue.

g A



Kingsway Financial Services Inc.

Outlook

The past three years have been periods of rapid growth for most
of our companies, and profit has increased to record levels.
We have gone through some difficult times but faced the
probiems and have comected most. it has been necessary to
meke manegement changes in some cases but the improvement

in results hes justified these decisions.

The hard merket still remains in the United States and Canada and
will continue because the industry has not returned to profitability.
Lack of cepital, limited reinsurance capacity and tow investmerit
returns will prevent companies from competing aggressively.
Kingsway is in the fortunate position of requiring limited external
reinsurance and has raised capital in a variety of ways to support

its continued growth.

A high stzndard of corporate govermance is important at
Kingsway. Duﬁng the year we structured all Board committees to
o indudé‘_ a majorlﬁy of indepeﬁdeht _directors. The audit,
companm ahd néminaﬂng committees are méde up totaily of
outside directors. Early in 2003, the Board appointed a Lead
Director. Although many public companies are finding the new
govemance environment difficult, as a financial group composed
of reguiated insurance companies, we have always had many of

the requirements that other companies now face.

With the growth experienced by the Kingsway group of
companies, we have been actively adding staff to the individual

companies as well as at the Kingsway Financial level.

The addition of experienced personnel has enabled the growth

and assured the profitability of the corpora'tion.‘ We continually

- search for people with the experience and knoW!edge reguired to

fill key positions created by growth and opportunities.

The greatest challenge faced during the past two years has been
the Ontario automobile problems. We expect the controis we have
implemented, along with Bill 198 that was passed in December
2002, will return that sectqr to profitability during 2008.
The majority of the Canadian business is producing an
underwriting profit and we expect the overall results to have a

combined ratio of less than 100% in 2003.

The U.S. business is experiencing good results overall and the
companies that did not have an underwriting profit in 2002 have

adjusted programs accordingly. We expect their combined ratio to

be under 97% in 2003.

" All of the management t,eams- have planned for and expect an

outstanding year.

The past three years have
been periods of rapid growth

- for most of our companies.

13
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The insurance sector has not performed vvell for the past few years.

Although 2002 was slightly better than the previous two years it still

did not produce a reasdnéble return on equity. As a resutt, the stock

market is not even rewarding those few companies that produced
a return of over 10%. Considering current interest rates, eny return
aver 10% is excellent, The average return on equity at Kingsway has

been over 10% since we became a pubiic company in 1885

Fram lefl: John McGlynn, Frank Amodeo, Shelly Gt 57
Penny Dickson, Keith Rennie, 8 Star, Cerr's Sixzing, Simon Agert

un Jackson, Canls Coutiay

In addition to our management teams at each of the insurance

_compames we have strong groups. at lﬂngsway F'nancxal and

Kingsway America. Shaun Jackson hes continued to do an
excellent job in the financial area as weli as in the field of investor
relations. Along with John McGlynn, Shelly Gobin and Peany
Dickson, they have managed to get repcris completed on a timely

basis and made our annual investors' day successful.

In addition to the financial team we alsc have an actuarial group
headed by Denis Cloutier. Simon Argent w23 added to our group to
provide additional expertise in the reinsurance area. Frank Amodeo

has continued to assist me in selecting spacialized programs for our

U.S. companies. Dennis Fielding, Maneger of Administraﬁon,and‘_

Human Resources, has been actlve in seiecting. prem«scs for our
companies and has installed a video conference system in all of our
offices to improve communication and recuce the cost and time of
travel. As | mentioned earlier, we have added a grest deal of

management strength during our period of growth.

At Kingsway Amedca, Jim
Zunike and his isam of
Brian Wiliamsen,  Kslly

Markati” and Susan King

Pave looked afizr the U.S.

Frorm i U i, Pogov flain, Kedy Markery,
Rsan Kng Srian Viamsen

22 continued o vpcrade the compuise sysiems in the U.S. and
now several of our cormpanies have a “Foint of Sale” system which
siicws agents 1o enier automebile insurance applications directly
irio our comeaniss’ sysiams through the intemat. The policies are
then issued in e a2genis’ offices 1o give them the ultimate in senvice

and cost recucions itr the agants and cur companies

Canedian sysiams have also been uperzdad Lty Keith Rennie and
his tzam. They recently intrecuced the “Point of Sale” in some

merksts and it hes-been well eeehed.

Our Directors. a5 usuah hava besn 2 great resolrce for*

management sincs they have expenencs in many areas. Michael

\Wash has been zoosinisd Lead Direcicr and will assist in many

zre=s. Along v ihe Nominaing Comimitise, he arangsd for an

21 Beard members. | am continually

for Micresi's essistance end the! of the 2ntire Boerd.
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i the empioyses of the Kingsway group of
compenies. \WiroLt el herd work 2nd dadicstion we would not
nave hed such 2 successiul year and the record growth and profit.

e zrs al loc&;'“ oreard to an even betiar year in 2003. -

2nning 2nd acquisiions -:- Today' we are
cereniting from crowih and preit durng the hard market ---
Teoomow wil o e continuaicn of Khgsway's success with a

yvoiimul team of exosrienced ex

2cuives.
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Kingsway Financial Services Inc.

Our Business

Overview

Founded in 1989 ngsway isa specualty provider of personal and commercual lines of property and

casualty insurance in the Umted States and Canada. Our principal line of busmess is non-standard

automobile insurance, which covers drivers who do not qualify for standard automobile insurance

coverage because of their payment history, driving record, place of residence, age, vehicle type or

other factors. Such drivers typically represent higher than normal risks and pay higher insurance

rates for comparable coverage. We also provide trucking insurance as well as insurance for

commercial and public vehicles, including'taxis and standard automobile.

In addition to automobile insurance, we provide motorcycle
insurance, specialized commercial and personal property coverage,
warranty insurance and other specialty coverages, such as customs
and surety bonds. In the year ended December 31, 2002, we
derived 39.0% of our gross premiums written from non-standarc
automobile insurance, 32.3% from truéking, 13.5% from
commerc:al and personal property boverages, ? 5% frofr\
commercnal automaobile, 25% from motorcycle 17% from
standard automobile, 1.2% from warranty and 2.3% from other
speciatty lines. In the year ended December 31, 2002, 47.4% of our
~ gross premiums written were generated from personal lines andl
52.6% were from our commercial lines.

We are a leading prbvider of non-standard automobile and
motorcycle insurance in Canada and have a prominent position in
several U.S. markets in which we currently operate, such as Florida,
llinois, and South Carolina, based on direct premiumns written. We
are the second largest writer of non-stanclard automobile insurance
in llinois and the third largest in South Carolina according to A.M.

Best. In 2002, we generated 76.9% of our gross premiums written

from the United States and 23. 1% from Canada.

The insurance industry is highly competitive. However, we generally
seek to identify and operate in specialty markets which present
opportunities for us to compete effectively due to the narrow scope
or limited size of the market or the specialty nature of the cover'age
or risk. These specialty markets may be defined by geogréphic
area, type of insurance or other factors.

We focus on specialty lines of auto, property and casualty insurance
where we believe competition is more fimited. We emphasize
underwriting profit and will not underwrite risks at rates which we
believe are unprofitable in order to increase our premium volume.
We believe that by executing this strategy we have been able to

deliver returmns that have exceeded the average n our |n<3L.stry in .

both the United States and Carada.

In 2002, our gross premiums written increased 29% to $2.1 billicn,
compared to $1.1 bilion in 2001 and our total revenues increased
94% to $1,818.9 milion in 2002, compared to $837.5 milion in
2001. Our return on equity averaged 11.3% for the fiscal years 1968
to 2002 and for the year ended December 31, 2002 was 13.8%. As
of December 31, 2002, we had total assets of $3.0 bilicn ard
shareholders' equity of $612.9 milion. In acdciion to revenues
derived from premiums eamed, we also derive revenue from
premium financing and investment income, inciuding net realized
gains. These sources of revenue amounted to $81.1 million in 2002
as compared to $64.6 million in 2001. In 2002, we generated net
income of $78.5 m(l]ion, an increase of 77% over the $44.9 millcn
eamed in 2001 ” o

We conduct our operations through our wholy owned subsidiaries
in Canada and the United States. We are ficensed to write a broed
range of property and casualty insurance in a2 Cenadian provinces
and tenitories and in 49 states and the District of Columbia in the
United States. We d.ist‘n'bute all of our products through
independent agents, MGAs, and brokers.
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Corporate Strategy

Our strategy is to build long-term shargholder value by targeting
three financial measurements over a five year period:

) a 15% average after-tax return on shareholders' equity,

@ an averags five-year combined ratio, & measurement of
profitability, of 86% or less, and

(i) averags increasss in net premiums eamed of 15% per annum.
Our strategy is characterized by the following principles:

Adhere to a strict underwriting discipline. We manage our
business with a strict focus on underwriting profit rather than on
premium growth or market shere and have demonsirated our
wilingness to increase pricing or reduce or increasé premiurn
volumes based on 2002,

our combined ratio was 93.8%. Over the five year period ended

market  conditions.  For
December 31, 2002 our combined ratio averaged 99.3% including
102.0% for our Canadian operations and 98.5% for our U.S.
operations. Management’s incentive compensation is directly linked
to our combined ratio and return on equity objectives.

Apply a specialty focus to regional markets. We seek o
identify markst segments where we believe competition is more
limited, prssenting the potential for above average returns.

. We believe that the hon-standard automobile insurance business,

our primary businesé. Is presently one szjch specialty market. Other

- specialty merkets in which we operate include trucking, tax,

motorcycle and warranty insurance, We operaté through a netwark
of regionally based operating subsidiaries. This decentralizad
operating structure allows us to target specialized markets axd
oroducts basaed on our underwriting expertise and knowiedge of
local market conditions.

Rigorously manage claims at the local level. We seek to
protect our business through diligent claims management.
Our claims ars managed by experienced personnel located in our

regional operating subsidiaries. We maintain a cufture of rigorously

investigating claims, preventing fraud and litigating our claims as
necessary beiore final settiement.

Exbahd in the United States and Canada. Wa rely on our

detailed understanding of our regional markst's to take advantage of

any favorable conditions or trends. We ook for opportunities to
expand our specialty focus into selected regional markets and to
increase the distribution of our core products in our existing
temtories. We may also look for opportunities to acquire books of
business or other companies which are in fine with our specialty
focus. For example, we completed the aoquisitioh of American
Country Hoidings Inc., or ACHI, and its subsidiaries for a purchase
price of epproximately US$24.0 milion in April 2002. ACHI
specializes in the underwriting and markeiing of commercial
property and casualty insurance for the transportation and
hospitality industry. This acquisition strengthened our position in the
Chicago metropolitan area, where ACHI is the dominant writer of
taxicab insurence. Since late 2001, we have also entered into new
programs vAth several MGAs in the United States to expand the
distribution nstwork for our core business lines. In 2002, gross
premiums written from these programs were $961.4 million or 45%
of our business, compared to $206.0 million or 18% of our business

- in2001.

Maintain a strong relationship with our agents, MGAs
and brokers. We are committed to our distribution network of
independent agents, MGAs and brokers. We continually strive to
provide the highest level of service to our agents, MGAs and
brokers and build relationships at the local level in the markets in
which we operate. We communicate with our network through a
variety of chennels and we look for opportunities to increase
efficiency and further reduce our operating costs, including through
the use of technclogy and automation. We ailso look for
opportunities to expand our distribution relationships and enhance
our product mix.

vCo'rpQrate' Structure

Kingsway serves as the holding company for our business.
Our insurance subsidiaries include Kingsway General, York Fire, and
Jevco in Canada and Universal Casualty, Southern United,
American Senvice, Lincoln General, U.S. Security and Amerizan
Country in the United States. We also have wholly owned
reinsurance subsidiaries domiciled in Bemmuda and Barbadoes.

We conduct our operations through these subsidiaries to,
among other things:

* maintain discrete brand identities; and

* develop expertise and organizational cultures that best
serve the individual markets in which we operate.

We pelieve that the markets for our insurance products differ
greatly by community becauée regulations, legal decisions, traffic,
law enforcement, cultural attitudes, insurance agents, medical
services and auto repair services vary greatly by jurisdiction and by
community. Our corporate structure helps to meet vared local
condiions under a cohesive set of policies and procedures
designed to provide underwrting discipline, consistency and
control.
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Lines of Business

We write automobile insurance primarity for the non-standard
automobile market. We also write insurance in selected other lines
of business for both individuals and commercial customers. Other
coverages for individuals that we provide include motorcycle,
homeowne.rs', home appliance and automobile warranty and
selected specialty lines. Our commercial covérages indude
automobile, trucking, property and selected specialty lines such as
custorns bonds. Cur personal lines business accounted for 47% of
our gross premiums written for the year ended December 31, 2002,

and 53% was generated from our commercial lines.

Cur automobile insurance products provide coverage in three major
areas: liability, accident benefits and physical damege. Liability
insurance provides coverage, where our insured is responsible for
an automobile accident, for the payment for injuries and for property
damage to third parties. Accident benefits provide coverage for loss
of income, medical and rehabilitation experses for insured persons
who are injured in an automobile accident, regardiess of fautt.
Physical damage coverages provide for the payrment of damages to
an insured automobile arising from a collision with another object or
from other risks such as fire or theft. Automobile physicel damage
and liablity coverages generally provide rnore predicteble resufts
than au’t'orhobile_persohal‘injury insurance. - )

The following sets forth our gross premiums written by iine of
business for the periods indicated:

Fer the year ended December 31, 2002 2001

(n m3ors of Canadian dodars, except {or parcentages)

Nor-Standard Automobie $ 8281 380 % S 383 51.3%
Stancard Autornobie 365 1.7 R_T7 32
Mcioreyde 523 25 421 40
Propesty (including liabilty) 492 3 23 28
Warranty 258 12 209 19
Other Specialty Lines 15.9 o7 133 1.1
Total Personal $ 1,78 414 % S 6849 843 %
Tnuckng 8355 23 2533 238
Commzrtial Automobie 158.9 75 &3 - 50
Property (inctuding fabilty) 2315 12 513 48
Other Specialty Lines 35.0 185 2138 2.1
Tota! Commercial $ 1,168 526 % §  3/04 385.7 %

Total Gross. Premiums Written

$ 21247  1000%. .S 10653  100%

We conduct our business i fe United States and Canada.
The following tzbie sets forth our gross premiums written by state

and province ior the periods indicai=g:

Exreer stes Dz o I - 20 2cat

In mifiors of Ceradar s, ecec br oomeraes

Foi . ' 5 B4 121 % S 149 127 %
Catioma 01 10.8 447 42
Eros 243 108 1826 153
Texas a7z 70 66.6 6.2
S Cerolra <] 4.4 530 52
Azbara 820 239 40.4 38
Parrsyhvaria 543 25 318 29
Omx 340 25.5 1740 183
Totat United States § 1339 76.8 % $ 7002 66.6 %
Crazio 9 10.4 1753 16.5
shara 128 58 38 8.9
Qubas wWao 51 84.0 78
Cier 3D 18 230 2.1
Total Canada . S M08 21 % $ 3561 334 %
Total Gross Premiams Writen § 21247 100.0 % S 1,085.3 1000 %

Non-Standard Automobile

Non-standard automobile insurance is principally provided to
nchviduals wiho do not qualiy for standard autcmobile insurance
coverage because of their paymeartt history, dnving record, place of
residence, ags, vehicle type or oiher factors. Such drivers typically
represent higher then nommal risks and pay higher insurance rates
for comparebie 'coverage. As @ﬁaﬂmﬁng étanda’rds. for provid_ing

" stendard coverages Have become more restictive and many.

jurisdictions now require insurence regardless of driving record, high
sk individuzis have been forcad {0 seek non-standard coverage
and have constributad o the incr=ase in the size of the non-standard

zutomobile insurance market

Non-standerd automobile insurance s generally accompanied by
increased loss exposure, hicher cams experience and a higher
incidence of consurmer fraud. Hoveaver, these factors are mitigated
by higher premium rates, the t=ndency of high-risk individuals to
own low velue automobiles, ard generally lower limits of insurance
coverage. in acditon, policy renewal rates tend to be low for non-
standard automobie policies. Non-standard policyhelders often

s 'aﬂow théir poiicies 10 lapse becaise of non—payfnent of premiums
" and then reapply for insurance as new policyholders. This creates

an ongoing requirement to regiace non-renewing policyholders with
new policyhciders. Non-stancard aciomobile insurance accounted
For 39% and 51% of our gross presmausms written for the years ended
December 31, 2002 and 2001, respectively.

The insuring of non-standerd drivers is often transitory.
We expect that if and when ther ariving records improve, these
drivers will quelfy for and ociEin insurance in the standard
merket at kower pemium rezss. As a result, our automobile
nsurance poices experdence a retention rate that is lower than that
experienced for stendard markst risks. Most ¢of our insureds pay
therr premiums on a2 monthly rsiznent pasis. We limit our risk of

17
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non-payment of premiums by requiring a deposit for two months
of insurance premiums.

In the United States and Canada, automobile insurers are generally
required to participate in various involuntary residual market pools
that provide automobile insurance coverages to individuals or other

entities that are unable to purchase such coverage in the voluntary -

market. For example, in Ontario, every insurer is required to be a
member of the Facility Association, an entity that was created to
ensure the availability of automobile insurance to every motorist in
Ontario. The Facility Association selects designated carriers to
provide coverage and claims handling services to drivers who ars
unable to purchase insurance through private carmiers, in return for
an administration fee. Participation in these pools in most
junisdictions is in proportion to voluntary writings of selected fines of
business in that jurisdiction.

In Canada, we are the largest writer of non-standard automobile
insurance operating primarily in Ontario, Alberta and Québec, with
Ontario being our largest market. The non-standard automobie
insurance ‘market in Canada is primarly focused on providing
drivers with minimum levels of liabilty and accident beneit
insurance. We obtained approval for premium rate increases
effective in early 2002 in Ontario of 5.7% and Alberta of 10.0% ard
we continue to assess opportunities for additional rate increases.
In July 2002, we obtained approval for a further rate increase

commehcing September 2002 and to eliminate certain rating -

classes in Ontarig, the effect of which was an average 22.3%
increase in premiums, although many of our insureds will face
increases in excess of 40%. Effective February 2003, we obtained
approval for an additional average 7% increase in Ontario.

In the United States, we write non-standard automobils insurance
in Hlincis, South Carolina, Florida, Mississippi, Alabama, Missour,
Indiana, Texas, Georgia, California, Louisiana, Chio and Virginia.
Our business in llinois is presently concentrated in the Chicago
metropalitan area, although we are expanding into other areas
of ilinais.

Standard Automobile

. Standard-autormobile insurance provides coverage for drivers of

standard-risk private passenger autormobiles. Premiums for these
types of policies are usually lower than premiums charged in the
non-standard market. However, the frequency and severity of
accidents and other loss events are also typically lower. The majority
of our standard attomobile business is written in Ontario.

Motorcycle

Motorcycle insurance primarily consists of liability, physical
damage and personal injury insurance coverages. In Canada we
are the largest writer of motorcycle insurance, wriing in the
provinces of Ontario, Alberta and Québec. We have obtaired
approval for 2 17.7% rate increase in Ontario, our largest market,

i
.
|
|
|
i
:

which is effective March 1, 2003. We also write motorcycle
insurance in the United States.

Property (including liability)
We write property (including liability) insurance for businesses and
individuals in Canada and the United States. This business focuses

- on insuring against darmage to property and accidents that may

occur on such property. Qur commercial property and liability
business consists of risks that are difficult to place due to class, age,
location or occupancy of the risk. These risks are characterized by
high premiums and deductibles and limited coverage. We generally
limit our exposure to no more than $500,000 on any one risk.

Our spedialty property business includes insurance for restaurants,
rental properties and garages. We also write nen-hydrant protected
homeowners insurance and habitational risks which do not qualify
for coverage by writers of standard insurarice. We provide coverage
on a very itemized named perils basis with relatively high rates and
high deductibles for risks that are considered substandard by other
companies. We believe these risks provide us with the opportunity
to achieve attractive retumns.

Qur strategy is to operate as a niche underwriter of classes of
property business that are more difficult to undervirite and-offer the
potential to achieve higher levels of underwriting profitability. We
underwrite this business using qur'cérefully deve!ope_d underwriting
methodology based on a stringent set of criterta. This business is
seldom subject to a high degree of competition and we have often
been able to write these policies at relatively hign rates with fairly
restricted coverage.

Warranty

In our warranty insurance business, we assume the liability for
performance under the terms of service contracts and limited
warranties issued by retallers of automobiles, home appliances,
furniture and electronics and by residential home builders. This
coverage indemnifies the consumer against loss resulting from
service contract claims that occur during a specified period after
expiration of the manufacturer's or builder's warranty.

Trucking:

We provide coverage for liability, accident benefits, physical
damage, cargo and comprehensive general liability under a
package pregram throughout both Canada and the United States.
Since late 2000, several companies have exited this business as a
result of poor performances due to severe underpricing.
These market conditions have allowed us 10 increase our prices,
expand our relationships and have led {o a significant increase in our
gross premiums written for trucking insurance.

In the year' ended December 31, 2002, gross premiums written
from trucking increased by 170% to $685.5 milion compared to
$253.5 million-in 2001. Trucking insurance accounted for 32% and
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24% of our gross premiums written for the years ended December
31, 2002 and 2001, respectively.

Commercial Automobile

Commertial automobile policies provide coverage for taxis, rental
car ﬂeets and garage risks. Through our rertal car program, we offer
coverage for the rental agency property, dual intarsst fiability, and
physical dama’gé on the rental vehicle. In the year ended
December 31, 2002, gross premiums written fTom commercied
automobile increased by 195% to $158.9 miion compared to
$53.8 miifion in 2001.

Cther Specialty Lines

Our other specialty lines include customs and sursty bonds written
in both the United States and Canada. Custom bonds involve
insuring the timely payment of customs duties on goods imported
into the United States and Canada, as well as any penalties incuned
due to late payment of the duties or administrative non-conjplianoe.
Such duties generally represent less than 5% of the face value of the
imported goods. We also write contréct payment énd performance
and other miscellaneous surety bonds.

Underwriting

We empiloy stringent underwriting standards to cenelop a broed
spread of risk and to receive an appropriate premium for each rigke
We seek to achieve an underwriting profit, targeting a combined
ratio of 86.0% or less. Our underwriiing phécsophy stresses
receiving an adequate premium and spread of risks for the business
we accept. Rather than attempt to select individuzal risks, we sesk
to set premium rates at levels that wil generate profitabie

underwriing. Once we have set premium rates that we befieve are adverse profitability trends in our business. These intiatives vary by

" adequate, we are genéréﬂy wiling' to accept as much business

monitor premium adequacy by temitory and class of business ard
make adjustments as required. We refuse to recuce our pricing
when compet'rtofs ofier to underwrits certzin dasses of business at
premium rates which are below what we belleve is an acceptatie
level. Instead, we elect to maintain our premium per risk rather than
write a large number of risks at premiums which we consider to be

inadequate. In such instances, our premium volumes have

decreased, in some cases significantly. Underwriting profitability is
dependent in large part on the amount of claims incurred on the
policies sold in relation to net premiums earned. At the time
premium levels are established, the amount of claims to be incurred
on the policies sold is unknown. The process for estimating claims
is inherently uncertain and imprecise.

We regularty consider and implement various initiatives td address

. . o i  jurisdiction, but include tightening of underwriting requirements,
within our underwriting guidelines as is' availeble to us. We regularly price increases, policy non-renewals (where perm'rtted) and other

administrative changes. All companies writing insurance in Canada
and in most U.S. jurisdictions must bave their premium rates
approved by the applicable regulatory authority. Once these rates

are approved, an insurance company is prohibited from altering
thern without approval for new rates.

Marketing and Distribution

We market and -distribute our. eitomoble insurance products

through’ a network of . over 3500 indepéndent agents and
approximately 20 MGAs in the Urited States ard over 3,000
independent brokers across Canada. In 2002, approximately 455 .

of our gross written premiums were sourced through MGAs and
approximatety 55% were sourced through independent agents or
brokers. We maint2in an “open merket® approach which allows
these agents and brokers to plaece business with us with no
minimum commitments and provides us with a broad, flexible and
easily scalable distribution network. We befeve thet this approech
is different from that generally used by automctie insurance
companies. ’

We focus on déve)oping and maintaining strong relationships with
our independent.agents, MGAs and brokers. We continuaﬂy strive
to provide excellent service to our agents, MGAs and brokers and
buiid relationships in the local markets in which we operate. We
communicate with our agents, MGAs and brokers through a variety
of channels and we look for opportunities to increase efficiency and
reduce operating costs. We believe that the commissions we pay to
our agents, MGAs and brokers are fair and competitive.

Our independent agents, MGAs and brokers generally have the
authority to enter into binding policies on our behalf with respect to
specified insurance coverages within prescribed underwriting
guidefines, subject to compliance with our mandated procedures.
These guidelines prescribe the kinds and amounts of coverage that
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may be written and the premium rates that may be charged for
specified categories of risk. In most cases, our independent agents,
MGAs and brokers do not have authority on our behalf to settle or
adjust claims, establish underwriting guidelines, develop rates or

enter into other transactions or commitments. Certain MGAs have
greater authority than our independent agents and brokers.
However, we work diligently with them to ensure that they adhere to

our underwriting standards and claims handling procedurss.

Claims

Claims management is the procedure by which an insurance
company determines the validity and amount of a claim. We focus
on rigorous claims management, which we believe is one of our
areas of expertise. We believe that effective claims management is
fundamental to our operations.

We investigate the actual circumstances of the incident that give rise
to the claim and the actual loss suffered. An important part of claims
management is verifying the accuracy of the information prc;vided to
the in_suranoe company at the time the policy is underwritten.

The nature of non-standard automebile insurance typically requires
moere thorough claims .management and, in particular, more
thorough investigative procedures than other types of insurance.
Insurance claims on our policies are investigated and settied by our
local claims adjusters. !f necessary, we also employ independent
adjusters, private investigators, various experts and legal counseal to
adjust claims. Claims are scrutinized by an appraiser, an adjuster
and, as appropriate, senior management, before ¢laims payments
are made.

Reinsurance Ceded

We purchase reinsurance from third parties in order to reduce our
liability on individual risks and cur exposure to catastrophic events.
Reinsurance js insurance purchased by one insurance company
from another for part of the risk onglnaJIy underwritten by the

purchasing insurance company The practics of cednng insurance to

reinsurers allows an insurance company to reduce its exposure to
loss by size, geographic area, type of risk or on a particular policy.
An effect of ceding insurance is to permit an insurance company to
write additional insurance for risks in greater number or in larger
amounts than it would otherwise insure independently, having
regard to its statutory capital, risk tolerance and other factors.

We generally purchase reinsurance to limit our net exposure to a
maximum amount on any cne loss of $500,000 with respect to
property claims and $1.0 milion with respect to liability claims. In
addition, we purchase catastrophe reinsurance which provides

coverage in the event of a series of claims arising out of a single

occurrence, which fimits this exbosure in Canada to-$1.5'million per
occurence to a madimum covefage of $40.0 milion, and in the
United States to US$5.0 million per occurrence to a maximum
coverage of USSB0.0 milion. For most of the non-standard
automobile business that we write in the United States, the liability
is limited to the minimum statutory liability limits, which are typically
not greater than US$40,000 per occurrence, depending on the

state. The cost of our external reinsurance represented 4.7% of
gross premiums written for the year ended December 31, 2001,
and 5.4% for the year ended December 31, 2002

VRemsurance ceded does not relleve us of our ummate habﬂrty to our

insured in the event that any reinsurer is unable to meset its
obligations under its reinsurahce contracts. We therefore enter into
reinsurance contracts with only those reinsurers who we belisve
have sufficient financial resources to provide the requested
coverage. Reinsurance treaties are generally subject to canceliation
by our reinsurers or us on the anniversary date and are subject to
renegotiation annually. We regularly evaluate the financial condition
of our reinsurers and monitor the concentrations of credit risk to
minimize our exposure to significant losses as a result of insolvency
of a reinsurer. We believe that the amounts we have recorded as
reinsurance recoverables are appropriately established. However,
estimating amounts of ransurance recoverab(es is subject to

~_various uncertamtnes and the amounts ummateiy recoverable may

vary from amounts currently recorded. As of Decemnber 31, 2002,
we had $164.7 million recoverable from third party reinsurers and
other insurers, which are generally unsecured. At December 31,
2002, 93.9% of the receivables were due from reinsurers thet were
rated “A-" or higher.
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Investments

Our business philosophy stresses the importance of both
underwriting profits and investment retums to build shareholder
value. We manage our investment portfolio primarity to support the
liabilities of our insurance operations and generate cumrent
‘ inQéstment returns. Wé invest predominantly in high quality:
‘ corporaté. government and municipal bonds with rélativety short
durations. We also invest in preferred and common equity securities
and consider our finance premium receivables to be a part of our
investment pertfolio. Qur overall investment strategy is aimed &t

maximizing retums without compromising liquidity and risk control.

All of our investments are managed by professional, third-pariy
investment management firms. We have engaged Conning Asset
Management to overses our fixed income investments of our U.S,,
Canadian and Bermuda subsidiaries. in acidition, Burgundy Asset
Management, Deans Knight Capital Management Limited,
Marquest investment Counsel, SFE Investrnent Counsel, Kingwest
ang Company and Royal Bank of Canade (Caribbean) have each
been engaged to manage portions of our subsidiaries’ equity and
fixed income investments. .

Our investment guidelines stress the preservation of capital, markat:
iquidity to support payment obligati_ons of eur insurance liabilities:
and the diversificition of risk. As part of this strategy, we attsmpt o -
maintain an appfopn‘até relationship between the average dufaﬁon
of the investment portfolio and the approximate duration of cur
policy claims liabilities. With respect to fixed maturity securities, we
generally purchase securities with the expectation of holding them
to their maturity. Insurance laws and regulations in each domiciliary
state or province also place limitations on the permitied investrnent:s
of property and casualty insurers.

At December 31, 2002, we held cash and investments with a
market value of $2.11 bilicn and a carying value of $2.08 billicn,
resulting in a net unrealized gain of $32.6 milfion. Because most of
our Investment portfolio is comprised of fixed-income securities
~ which are usually held to maturity, periodic changes in interest rale:
levels generally impact our ﬁna'nciai resufts to the, .extenti thedt
reinvestment yields are different than the original yields on maturirg
securities. Our investment portfolio includes investments which ae
subject to changes in market values with changes in interest rates.
We do not hedge any foreign currency exposure that may exist in
the portiolio.

| Services

i

fnc.

The folowing table sumimerizes the fair value of our invastments,
including cash and cash ecuivalents, at the dates indicated:

For the ye=r i Decambar 31, 2002 2001
{n miors 3 Carage o) :

Type of vestoent

Termh GepoSS s 505.5 $ 191
Govermrmert Sores S 4545 s ass
Corporze dect seritos S 07 S 43
Subtotal $ 15817 S 3278
Preferrad sharss $ 20 H 8.3
Commen sheras S 1858 S 108.8
France premess $ &8 3 36
Cesh ag ==5h sofvaknis $ 2449 S 82
Total § 1m2 S 128

Investment results befors the siact of income taxes were as follows:

[ eeat-

2002 200 200 18R 1908
Totdd reiz=c ==m S1,114 848 32020 38743 3733
Changs 1 urrasined
ceirs fossas) 20,974 11,685 24088 (21743 R.10§)
T P MR088 76827 T8 17005 54N
Tot= =umyies ) &1 % 76% W08 % 25% 753%
Toid mefzed = (&) 437 % 84% 75% 56% 80%

These resuts’ compare wih the Lehman Brothers Global Bond

Index of 18.4% and {22.1}% for the S&P 500 Index for the year
ended December 31, 2002,

Actual meturities may gfer fom contractual rmaturities because
certzin issuers have the nghs 1o call or prepay obligations with or
without caff or prepaymertt penalties.

Currently, we maintain & Soid portfolio to ensure there is sufficient
cash avalzble for the pavment of claims on a timely basis.
Qur historical ability to gener=ie an underwriting profit has reduced
our refience on cash fiow Tom premiums written to fund the
payment of losses and ioss adjustment expense. We believe that

~our high q.zalrty liquid Twvestment porrfoho and our success in
underwnmg prowde LS wih sufﬁcmnt lxqu»drty to mest our

obligations io our poxcyﬁooaa

The folcwwing table summariz=s the composition of the fair valus of
our fixed maturity invesimers portfolio, exclucing cash and cash
equivalentis, at the dates rx3cated, by rating as assigned by S&P or
Moody’s Irvestors Senvice, Lsing the higher of these ratings for any
security where there is & o rating. ‘

’chg,z_(p
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At December 31, 2002 95% (2001 ~ 84%) of our fixed maturity
portfolio was rated A/A2 or better. ’

As at December 31,

2002 2001
Rating
AANA2a 615 % 654 %
AA/AR2 B9 % 177 %
N2 . ‘ 01 % 108 %
668/Baa2- - . 18 % 21 %
‘BEvBa2 04 % 03 %
BB 05 % 08 %
CCC/Caa or lower, o not rated 26 % 31 %
Total w000 % 1000 %

Premiums for property and casOa!ty insurance are typically payable
at the time a policy is placed in force or renewed. To assist our
insureds in meking their payments to us, in some instances we offer
premium financing either directly or through a separate premium
finance company, whereby the insured can pay a portion of the
premium in monthly instaliments. '

We provide the option of monthly payments on personal automobile
policies, whereby the insured is only required to pay a portion of the

premium when the policy is placed in force and the balance in
monthly installments. The insured pays us an aciditiona! premium for
this option, reflecting handling costs and the income we would have
earned on such premium, had we received the total armount at the

- beginning of the policy period. The option of monthly premium

payments is available only where permitted ‘under the laws or
regulations of the specific tem’tt_)ry. Some jurisdictions require the

opticn of monthly premiurm payments at a specific annual interest
rate or monthly charge.

In Canada and certain states within the United States, where
premium financing is throuéh a separate premium finance company,
we consider our income from our premium finance activities to be a
part of investment income, because this additional premium is
essentially an interest payment on the balance of unpaid premium.
At December 31, 2002, the balance of our financed pramiums was
$86.8 million. The fair value of financed premiums approximates
their carrying amount.

Competition

The insurance industry is highly competitive. We compete; on the
basis of numesous factors suoh. as distribution strength, pricing,
agency and broker relationships, service, reputation, and financial
strength. In Canada, our main competitor fcr non-standard auto is
Pembridge Insurance Company, a subsidiary of The Allstate
Comoration. In the United States, we face competition in our non-
standard autornobile lines from Allstate, Progressive and State Farm
and in our trucking lines from Associates Insurance Group, Old
Republic General Group, Canal Insurance Company and Harco
National Insurance Company. We also cornpete in both Canada
and the United States with numerous smaller insurance companies.
Many of our lerger competitors have greater financial and other
resources than we do, have more favorable AM. Best ratings and
offer more diversified insurance coverages. Many of our competitors
in the non-standard automobile markets in the United States ars

’small'compania with limited capfté] resources who generally héve

less favorable A.M. Best ratings and who have traditionally relied
upon the support of reinsurers 1o supplement their capital by
way of proporticnal reinsurance treaties. Current reinsurance market
conditions have led to a contraction of the avallability of these
coverages.

Qur competitors include other companies that, like us, serve the
independent agency market, as well as companies that sell
insurancé directly to customers. Direct underwriters may have
certain competitive advantages over agency undenwriters, including
increased name recognition, loyalty of the customer base to the

insurer rather than an independent agency and, potentially, reduced
acquisition costs. :

Additionally, our markets may attract competition from time to time_ .
from new or temporary entrants in our niche markets. In some
cases, these entrants may, because of inexperience, dssire for new
business or other reasons, price their insurance below the rates that
we believe provide an acceptable premium for the related risk.
We believe that it is generally not in our best interest to compete
solely on price, and may from time to time experience a loss of
market share during periods of intense price competition or
“soft” market conditions.

In addition, certain banks and other financial institutions
in Canada and the United States have begun to enter the

North American property and casualty insurance business through

the establishment or acquisition of insurance companias.

We believe that we will be able to compete successfully in our - '

‘industry based on: -

e our ability to identify speciaty markets which are more
likely to produce an underwriting profit;

our disciplined underwriting approach;
¢ our prudent claims management; and

* the service and competitive commissions we provide
to our agents, MGAs and brokers.
Any new, proposed or potential legislative or industry developments
could further increase competition in our markets. New/ competition
from these developments could cause the prices for insurance to
fall, which would adversely affect our underwriting profitability.
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Systems and Technology

We believe that efficient information systems are important to
processing policies and claims and retrieving information quickly to
interface with our agents, MGAs and brokers and insureds.
Although our current information systems are sufficient to support
the expected growth in our business, we cont‘rr{ually review our
systems and seek to update and improve 'thei} capabilities. In late
2000, we successfully implemented an expanded and updated
system in our Canadian subsidiaries. The new system has helped
to expand our capabiities for the efficient development and
implementation of new products and territories while enhancing our
ability to access and manage information. We are also working on
an update of the systems used by our U.S. insurance su‘bsidian'es,
with the ultimate goal of implementing one common systém among
our units. We expect this implémentation to be completéd for our
non-standard auto operations by Spring 2003.

We intend to introduce an electronic imaging system by Spring
2003 to provide immediate access to all cata and files and reduce
the cost of storage and filing. We also intend to work toawards a
point-of-sale system to make our products rsadily evailable through
our agents, MGAs and brokers nstwork, provicﬁhg our agents,
MGAs and brokers with a direct interface and ellowing them to
quote and issue policies électronically,. Wa expect the
enhancements and addiions to our sysiems to increase our
opéraﬁng efficiencies and raduce our operating costs, and 1o help
us strengthen our imporiant relatonships with cur independent
agents, MGAs and brokers.

Employees

As of December 31, 2002, we employed approximately 1,680
personnel, of whom approximately 588 are located in Canada and
approximately 1,092 are located in the United.States. None of our

employees are represented by a lebor urion and we have never
experienced a work stoppage. We believe our relationship with our
employees is good.

Toge 28
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Management’s Discussion and Analysis

The following discussion of our financial condition and results of operations should be read in

conjunction with our consolidated financial statements and related notes included elsewhere in this

annual report. The following discussion contains forward-looking statements that involve risks and

uncertainties. Our actual results could differ substantially from those anticipated in these forward-

looking statements as a result of several factors, including those set forth under the section entitled

“Risk Factors” and elsewhere in this annual report. Our Canadian and U.S. segment information

includes the results of our Bermuda and Barbados reinsurance subsidiaries, respectively.

Overview

We provide property and casualty insurance in specialized lines in
the United States and Canada. Qur primary business is nor-
standard automobile insurance, which covers drivers who do not
qualify for standard automobile insurance coverage. Such drivers
typically represent higher than nomal risks and pay higher
insurance rates for comparable coverage. We also write standard
automobile insurance as well as' insurance for commercial and
public véhicles, including taxis and trucks. ln_addrﬁon to automébi!e
ins'u'rance. We provfde ‘movtorcycle . insuranc.e.. specialized
commercial and personal property coverage, warranty insurance
and other specialty coverages such as custéms and surety bonds.

We use the claims ratio, the expense ratio and the combined rato
as important measures of our performance. The claims ratio is
derived by dividing the amount of claims incurrsd by net premiums
earned. The expense ratio is derived by dividing the sum of
commissions and premium taxes and general and administrathe
expenses by net premiums earmed. The combined ratio is the sum
of the claims ratio and the expense ratio. A combined ratio below
100% demonstrates underwriting profit whereas a combined ratio
over 100% demonstrates an underwriting loss. We believe that

underwriting profit is the true meésur_e of pedonnanbe of the core -

business of a property and casuafty insurance compary.
We, therefore, emphasize underwriting profit and will not
underwrite risks at rates which we believe are unprofitable in
order to increase our premium volume. Management's incerntive
compensation is directly linked to our combined ratio and retum
on equity objectives.

In recent years, the North American property end casualty insurance
market, including non-standard automoblde market, has besn
extremely price competitive. Many insurers significantly reducad
premium rates from 1998 to 2000. Only late in 2000 did premium
rates begin to rise and they have continued to o so throughout

2001 and 2002. We expect the rate increase trend to continue
through 2003. However, as a result of lower premium rates through
the periods mentioned and increased claims costs in the U.S. and
Canada, including adverse development of pror years' claims
reserves, the industry reported substantial underwriting losses in
2001. Although the industry expects to post better underwriting
resuits for 2002 due to the increase in premium rates, the continued - ’
trend of advérse ‘deﬁfelobr'ner_xt' of prior years' claims wil “likely
minimize improvement as many companies have announced
material year-end 2002 adjustments to prior years' claims reserves.

At the same time, the insurance industry has been adversely
affected by lower prevailing interest rates and a significant drop in
equity indices. Accordingly, in addition to reporting higher combined
ratios many U.S. and Canadian companies reported declining_
investment results and reduced capital levels in 2001. It is expected
that once 2002 resuits are released that ihdustry capital will be
adversely affected ageain by the continued lower investment returns
and adverse prior years' claims development.

N
s

Combined Ratio : ’
&)
120 U.S. Industry’
100 ,
Kingsway 99.8
80
98 99 00 01 02

7 Sources - Canadiax: 1998-2001 - 140, The Quertely Report, Grd Quarter, 2002
2002 - 1BC, Perspective, March, 2003

1 Sourve - US.: 1938-2002 - AM. Bast, Review Froviow, Sanuary, 2003
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In addition to the effects poor pricing, adverse prior years' claimss
development and historically low investment retums have had on
the insurance industry capital base, the tragic events of September
11, 2001 triggered an unprecedented rise in reinsurance rates anxi
a significant decline in avallable reinsurance: capacity. Although therz
has besn a series of new reinsurance comparses started since
September 2001, these few comparies have not replaced the
capital and corresponding reinsurance cepacity lost since that time.

As a resutt of all of the above factors taken together, we believe the
insurance industry's cument improved pricing ervironment and
significant dislocation of business due to capital constraints will
continue in the U.S. and Canadien insurance merkets through
2004. However, due to the delay between the implementation of
rate increases and recognition of eamed premium and the pricr
years' claim development trend reported so far for 2002, we do ncit
expect overall industry results to show mprovement until 2003.

Since 1996, we have experienced significant growth through
acquisttions. In Canada, we acquired York Fire in February 1996
and Jevco in March 1997. In the United States, we acquired
Universal Casualty and Southem United in January 1988, American
Service in March 1998, Lincoln General in December 1998, U.S.
Security in January 1999, and American Country in Aprit 2002
{using an effective date of March 31, 2002). We acoounted for these
acquisitions using the purchase méthod of accounting. Accordingly,
we included the assets and liabilities of the acguired entities in our
consolidated financial statements at their fair market value at the
date of acquisiion. We may from time to tme be involved in
discussions conceming acquisition opportunities, although
we ‘cannot assure you that any such discussions will result
in a transaction.

Critical Accounting Policies

Qur significant accounting policies are described in Note 1 to the
audited financial statements included i pages 53 to 54 of this
annual report. The preparation of finencial statements in confomity

- withh generally accepted éccounténg " principles g requires

management to make estimates and assumptions that afect
amounts reported in the financial staterments. As more information
becomes known, these estimates and assumptions could change
and thus impact amounts r_eponed n the future. Management

believes that the establishment of the provision for unpaid claims is

the area where the degree of judgment required to determine
amounts recorded in the financial statements makes the accounting
policy critical. We discuss the policy- below under the heading -

*Provision for Unpaid Claims.”
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Revenues

" Revenues reflected in our consolidated financial statements are derived from insurance premiums

earned, investment income and net realized investment gains.

Premium Income

Our gross premiums written increased 99% in 2002 to $2.1 billion,
compared to $1.1 bilion in 2001. In 2002, we experienced an
increase of 38% in gross premiums written for our Canadian
operations and 130% for our U.S. gperations. We attribute the
growth over the last five years to our various acquisitions and to
intemal growth, as we have executed our strategy to diversify both
by line of business and by geographic location. )

Net premiums written represent gross premiums written less
amounts ceded to reinsurers. In the United States, 40% of our

Gross Premiums Written

(S millions)
2500
Kingsway 4 21247
2000 y 4
1,633.9
1500
1
000 U.8. Operations.
500 . 3908
Canadian Operations
o]
98 jeie} Q0 01 02

gross premiums written are from non-standard automobile
insurance policies, which generally have lower limits of insurance
commensurate with the minimum coverage requirement under the
statute of the states in which we write the business. These limits of
liability are typically not greater than US$40,000 per cccurrence.
Consequently, we are able to retain most of our gross written
premiums for our own account while minimizing our claims
exposure, and only purchase reinsurance to limit our exposure to
the larger and catastrophic type losses.

Gross and Net Premiums Written

(S millions)

M Gross M Net 2.124.7

2,010.0
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1000

500
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Retention
78% 92% 94% 95% 95%
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Investment Income

Our invesiment income increased 23% in 2002 to $64.9 million,
comparss to 852.6 milion in 2001. Our msurance subsidiaries’
imvestmesds must comply with applicable regulations which
praseribe e type, quality and concentration of investments. These
requlations, in the varous jursdictions in which our insurance
subsidiaries are dorhidied, permit investments in government, state,
provincial, municipal and corporate bonds, and preferred and
common eguities, within specified limits and subject to certain
qualficaticns. The majority of our investments are held by our
insurance subsidiaries.

At Decermiper 31, 2002, we held cash, investments and accrued
interest with a market value of $2,127.5 milion and a carrying valus
of 82,094.8 millicn, resutting in a net unreaized gain of $32.6 million.
Because most of our investment portfolio ks comprised of fixed-
income securities, which are usually held to maturity, periodic
changes n interest rate levels generally impact our financial resutts
o the ext=nt that reinvestrment yislds are difterent than the originel
vields on maturing securties. Our investment portfolio includes
mvestmenis that are subject 10 changes in market values with
changes in interest rates. Actual maturites may differ from
contractusd maturities because certain issuers have the right to call

- or prepay cbligations with of without penalties.

Wa 'maintzin a liquid porticio t& ensure there s sufficient cash’ |

avaiiable for the payment of ciaims on a timely basis. Our historical

Investment and Premium
Finance Income

S miBors)

20

10

ability to generate an underwriting profit has reduced our refiance on
cash flow from premiums written to fund the payment of losses and
loss adjustment expense. We befieve that funds generated by
operations and our fiquid investment portiolio provide us with
sufficient quuidity to meet our obliQaﬁth to our bdicyholders. ‘

Premiums for property and casualty insurance are typicalty payable
at the time a policy is placed in force or renewed. We provide the
option of monthly payments on persoral automobile policies,
whereby the insured is only required to pay a portion of the premium
when the policy is placed in force and the balance in monthly
installments. The insured pays us an edditional fee for this option,
reflecting handling costs and the income we would have eamed on
such premium, had we received the total amount at the beginning
of the policy period. The option of monthly premium payments is
available only where permitied under the laws or reguiations of the
specific territory. We typically collect sufiicient premiums in advance
of the period of risk which ensures that in the event of payment
defaults by insureds, we do not have uncoliectible balances. Some
jurisdictions require the option of monthly premium payments at a
specific annual interest rate or monthly charge. We consider our
income from our premium ﬁnancz_e activities to be a part of

iinvestment income, because this addiional fee is essentially an ‘
- interest payment on the balance of unpaid premium.

Investment Portfolio

2,094.9
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Provisions for Unpaid Claims

We establish provisions for unpaid claims to reflect the estimated
ultimate cost of both reported but unsettled claims and incurred but
not reported claims. Our provisions for unpaid claims are based on
individual reported claims, for which we establish case reserves;
estimated provisions for claims that have not vet been made but we
expect will be rﬁéde in the future; and internal or unéllocated claims
adjustment expenses. The provisions for claims not yet made are
soz:netimes referred to as provisions for incurred but not yet reported
claims, or IBNR. The establishment of provisions for unpaid claims
is based on known facts and interpretation of circumstances and Is,
therefore, a complex and dynamic process influenced by a large
variety of factors. These facto}s include our experience with similar
cases and historical trends involving claim payment patterns, loss
payments, pending levels of unpaid claims, produc{ mix or
concentration, claims severity, claim frequency pafterns and infiation
rates. Our provisions for unpaid claims are not discounted to reflect
expected future payouts of claims nor do they reflect any future
investment income.

The process for estabﬁshing the provisions for unpaid claims reflects
the uncertainties and significant judgmental factors inherent in
predicting future results of both known and unknown claims and as

such; the process is inherently complex and impreciée. Factors
affecting provisions for unpaid claims include the continually

evolving and changing regutatory and legal environment, actuarial
studies, professional experience and expertise of our claims
personnel and independent adjustors retained to handle individual
claims, the quality of the data used for projection purposes, existing
claims management practicés, including claims handling and
sattlement practices, the effect of inflationary trends on future claims
settlement costs, court decisions, economic conditions and public
attitudes. In addition, time can be a crtical part of the provisions’
determination, because the longer the span between the incidence

of a loss and the payment or settlement of the claims, the more

variable the ultimate settlement amount can be. Accordingly, short-

1ailed claims, such as property claims, tend to be mors reasonabiy_

predictable than long-tailed claims, such as general‘ liability and -

éutorhobile accident benefit claims, which are less predictable.
We do not have exposure to asbestos, environmental or other
products liability exposure.

The process of establishing provisions for unpaid claims refies on

the judgment and opinions of a large number of individuals, on:

historical precedent and trends, on prevailing legal, economic,
social and regulatory trends and on expectations as to future
developments. The process of determining the provision necessarily
involves risks that the actual results will deviate, perhaps
substantially, from the best estimates made. This evaluation
includes a re-estimation of the liability for unpaid claims refating to
each preceding financial year compared to the liability that we

originally established. In addition, we conduct a detailed review of ell
open cleims each guarter and consider al factors into ithe
provisions’ calculation. Accordingly, as experience develops and
new information becornes known, we adjust our reserves as
necessary folloWing these evaluations. Ahy adjustments a2
reflectedt in our consolicated siatement of income in the period in
which they become known and are accounted for as changes in
estimates. Even after such adjustments, ultimats lizbility or recovery
may excesd or be less than the revised estimatss.

Estimating amounts of rainsurance recoverables is also impacted by
the unceriainties invcived in the estzbliishment of provisions for
unpaid claims. As our underlying reserves continue to develop, the
amount ulimately recoverable may very from arnounts curreniy
recorded. Qur reinsurance recoverables are generally unsescured.
We regularly evaluate our reinsurers, and the respective amourtis
recovergble, and a provision for uncollectable reinsurance is
recorded, it needed. At December 31, 2002, 93.8% of ihe
receivables were due from reinsurers that were rated “A-" or higher.

The following table summarizes the composition of the amourts
due from reinsurers, by the rating as assigned by A.M. Bast to the

. applicable reir\s_ure_rs.

December 31 2002

AM. Best Ratig

A+t 158 %
At 622

A 108
A- 53
B++/B4/B- ' 0.6
G+ 11
Not Rated 4.4
Total . 100.0 %

The development of the provisions for unpaid claims is shown bty
the difference between estimates of claims as of the initia! year-erd
and the re-estimated Eability at each subsequent yeaf»end.
This is based on actuel payments in il o partial sett&ement ci

claims, pius re-estimates of the claims required for claims st open

or claims still unreported. Favorable develcpment (reserve
redundancy} means that the original claim estimates were higher

‘than subseqguently determined. Unfavorable development (reserve

deficiency) means that the original claim estimates were lower then
subsequently determined.
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The following table summarizes the provisions for unpaid claims, net of recoveries from reinsurers, established as at the end of

the years 1992 through 2001 for our Canadian operations and at the end of years 1998 to 2001 for our U.S. operations.
The table compares the re-estirnation of those liabilities as st December 31, 2002.

(S'000's) 2002 2001 2000 1228 1998 1997 1996 1895 1994 1993 1992
Unpaid claims ~ ) :
originally estabiished o c
-end of year, gross 1,200,554 589,963 435,322 444,889 445,245 198,186 - - - -
Less: Reinsurance ’
recoverable on
unpaid losses 134,198 102,734 82,546 119,817 135270 73,242 - - - - -
Unpaid claims -~
originally established
-end of year, net 1,066,356 487,220 342,776 324,872 310975 124,944 65,142 24,322 16,987 10,945 11,648
Cumulative paid as of; )
One year later 382,051 189,801 149,78 141,083 46,083 31,309 13,665 12,384 5,984 4,328
Two years later 301,411 289,178 217,108 74,479 42,108 19,404 18,633 8,032 8,615
Three years later 300,888 261,809 91,127 55,214 25,273 22,066 10,347 7,910
Four years later 306,748 108,391 60,230 31,738 25,456 11,739 9,255
Five years later 121,076 66,023 32,679 29,300 12,576 10,210
Six years later 68,543 35,884 29,051 14,259 10,517
Seven years later 37,419 31,068 14,147 11,271
Eight years later 32,515 14,180 11,190
Nine years later 16,834 10,934
Ten years later 13,038
Re-estimated
- iability as of: . . ] 4
One year later 588,308 877,592 329,065 806,377 112,075 - 62,022 27,705 - 22,776 11,395 - 10,621 . °
Two years later - 423,371 346,548 - 309,629 114822 65,122 27,467 25628 12,187 10,290
Three years later 367,851 318,226 117,759 65,368 31,707 25,580 12,256 10,550
Four years later 331,109 122,578 65,508 32.254 27,589 12,164 10,167
Five years later 129,697 68,570 32,745 28,243 13,004 9,999
Six years later 71,720 34,050 28,225 13,310 10,245
Seven years later 36,520 28,892 13,219 10,505
Eight years later 32,248 13,852 10,348
Nine years later 16,387 10,473
Ten years later 12,747
As at December 31,
2002 Cumulative
(redundancy)
deficiency 101,079 80,594 43,079 22,134 4,753 8,578 12,198 15,261 5,442 %,099
Cumulative (redundancy) !
deficiency as a % of reserves . : : C : . o B
- originally established - 20.78% 2351% 13.28% 7.12% 3.80% 10.10% 50.15% 89.84% 49.72% 9.44%
Re-estimate kability
gross 880,352 510,241 485,822 473257 188,990 - - - - -
Less: Re-estimated )
reinsurance recoverable 92,044 86,870 - 117,671 140,148 69,293 - - - - -
Re-estimated lability
net 588,308 423,371 367,851 331,108 129,697 - - - - -
Curmnuiative (redundancy)
defidency - gross 90,389 74,919 40,334 27,012 804 - - - - -
% of reserves orginalty -
established 15.32% 17.21% 9.21% 6.05% 0.41% - - - -

The above table presents the development of unpaid claims
fiabifiies for 1992 through 2001. The top fine of the table presenis
the estimated liabiity for unpaid claims recorded at the balance

the estimated amount of losses and adjustment expenses for

sheet date for each of the indicated years. This lability represents

claims unpaid at the talance sheet date, including losses that had
been incurred and not reported.

%3‘4
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The table also presents the re-estimated liebfities for unpaid ciaims:
on a gross basis, with separate disclosurs of the re-estimetad
reinsurance recoverable on unpaid claims for years 1897 through
2001. Information related to gross unpaid daims development is not:
avajlable for years 1996 and prior.

The table presents the cumulative amount Dald with respect to
the previously recorded liabiiity as of the end of ach succesding
year and the re-estimated amount of the praviously recordec
liability based on experience as of the end of the succesding
year. The estimate is increased or dacrzased as mors
information about the claims becomes known for individual
years. For example, as of December 31, 2002, we had paid
$68.5 milion of the currently estimated S71.7 million of claims
that had been incurred through the end of 1896; thus an
estimated §3.2 million of losses incurred Hwough 1998 remain
unpaid as of the current financial statement dats.

The cumulative development represents the apgregate change in
the estimates over all prior years. For exampie, unpaid claims &t
December 31, 1992 have developed adversely by $1.1 million over
the ten subsequent years and unpaid claims zi December 31, 1965
have develcped adversely by $12.2 miion over the seven
subsequent years. The effects on income during the past thres
yeafs due to changes in estimates of unpeid claims is shown in

Note 7(b) to the Consolidated Fmanczal Statements as the *pricr

years” contribution to incurred losses.

Each cumulative development amount inciudes the effects of &ll
changes in amounts during the current year for prior periods and
the impact of cunehcy translation. For exampis, the amount of ths
development related to losses settled in 2002, but incumed in 1988,
will be included in the cumulative developmert amounts for years
1998, 1998, 2000 and 2001. The deficiency identified during the
year 2002 of $101.1 million was attributabie to unpaid claims as «t
December 31, 2001 for unpaid claims for the year 2001 and all prior
years. Of this deficiency, $55.3 million related to claims occurring in
accident year 2001, $24.4 million to claims cccurring in 2000, $6.5

million to claims in 1999, $7.8 milion to cb.injs oceurring in 1288 -

and $7.1 milion to claims occurring in 1967 and prior yeers.
information with >respect to our .ﬁabili'ty for unpeid claims and tre
subsequent development of those claims i presented in the
following tables.

Labiy T Unpaid Cleims-Net of Refrsurancs Recoversbles

n fousTs ¥ Canasn dolers)

December 31 December 31
Lies o Sishess 202 2001
Ner-Sercas Ao S 380,13 $ 269,141
SErcard Ao 25,024 22815
Corrrersia Auto 175097 29,864
Tegking 291,739 88,214
Moiotce 45583 33269
Ly -104,063 18,140
Sty 29,723 20,354
Ot 4334 5432
Tota! S 1086355 $ 487,229

Thesa increases (decreases) in prior year incurred claims, net of
reinsurance, for the years ended December 31, 2002, 2001 and
2000 were $101.1 milion, $33.9 milion and ($3.4 milion),
respecihvely. The following tables identify the relative contribution of
the increases (decreases) in incurred claims ettributable to the
respective products and incurred loss years.

M o Dermroer 31, 2002

Lisbity for Unpeid Caims
{n thousencss of Caracien dolars)

Decomber 31 Decarier 31
Lires o Susress a2 X
Nen-Standard Auto S 401,575 ] X7
Stancerd Aute 26,9657 24 XF:
Cormmercial Auto 197,75 BesT
Trucking 32708 e
Matorcycie 54,191 4455
Liabfity 138,577 28273
Property 2,0% zx=x
Qther 6,984 8=
Total $ 1200554 $ 583,96%1

0 s o Sarecian dofars)
Nea-
Standard  Starcard
Mook Truckng Auto to  Progerty  Lisbity  Other Totad
1257 )
sdpo 3219 (487 (108) 4,402 &3 887 @ 7118
1888 (tall 3348 2875 1,068 35 579 133 7,765
K==} 325 177 1692 2212 71 963 8 6.521
2000 1354 3107 6,096 13,654 [0 261 (620) 24,374
2001 338 4,575 8,051 42,581 1023 382 @0 55301
Total 735 | 11,718 16,406 84,317 458 2854 {409) 101,079 -
“exr Srcec Deesror 31, 2001
rtasTcs o Dxracan dofars)
Nen-
Standard  Sendard
Meorovdle  Trucking Auto Ao Property  Labilty  Giher Total
1935
ad pior 3 el (120) 1236 ® 58 38 1,740
1997 86 385 333 1,668 43 128 (100 2783
hi==C] 3480 255 470 4,881 82 188 " 7173
hi==] 1447 1819 (161) 4582 C8) 803 41 8483
20 323 1,823 1891 9118 130 269 (280) 13,885
Total - 353 4,473 2,433 22,066 33 1,714 (210) 334874
e Sroec Deosro 31, 2000 :
Ir PoLssrTs o Sareen dotars)
Nor
Sended  Sencard R )

C Noomwe  Trucking Ato . Ao Propery  LsbBy  Cther. Total
gdpior | - (462) 8182 Ty 57 61} 8,030
1295 e 2z e 14s) & m @ e
1957 3 473 719 (6.853) 139 106 (149) ®73)
1988 18 5,804 (581) 5,768 (343 108 308 (1.074)
1228 743 (5.674) {287) 6006 - (1421 508 (850) (453
Yotal (13 631 {2,408 1082 ey ™ {3 338

The resuis for the year ended December 31, 2002 were adversely
afiected by the evaluation of unpaid claims related to prior years that
derttified a net deficiency of $101.1 million related to claims incurred
during 2001 and pricr years. Of this $101.1 milfion deficiency, 84%
was relzied to non-standard automobile, standard automobile
and motorcycle business in Ontario, which we refer to as Ontario
Automobgs, and non-standard automobile in the southeastemn

Tooe 35



Kingsway Financizl Services Inc.

United States. The adverse development of prior years' claims in
2002 related to Ontario Automobile and non-standard automobile
in the southeastem United States was $63.9 milion and $20.4
milicn, respectively.

Adverse development of Ontario Automobile claims liabilities was
driven by several factors. The following chart identifies the increase
in reported claims and the increase in réserves-and settled claims
from 2000 through 2002. From 2000 to 2002, earned premium
grew by 83% while repohed claims increased 44.0%.
However, claims severity increased by 92.8% during the same
perod. The increase in fraudulent claims, the ercsion of the tort
threshold and accelerating health cost inflation contributed to the
required increase in claims liabilities related to prior years.
During that period we continued to revise our reserve methodology
to react to the changing claims settlement environment. Although
our average claims reserves at December 31, 2002 excesded our
average settlements in 2002, we expect claim settlements to
approximate our current reserving position in the future.

At December 31, 2002, we selected a point at approximately 96%
of the mid-point in a range of estimate determined in accordance
with accepted actuarial practice to estimate Ontaric Automobile
unpaid claims liabilities.

Orizng Automebile
Number of Clams Average Dollars
Tote Perxing Total Tetal Unpaid Setted
asof 1231 Reportedin Settled in Claim Reserve Clam
202 3312 7,251 7.068 $22821 $ 8,858
a1 3129 5978 8,171 $16,529 $6,833
2000 2322 5018 4,335 $ 16,584 $4,408

Evolving case law and the erosion of the tort threshold in Ontario
has led to an extension of the reporting period during which a
plaintiff may bring suit. The adverse development experienced by us
was part of an industry wide adverse development situation that
began to materialize in 2000 and continued through 2002.
The escalation in health cost inflation and the higher incidence of
fraud in Ontario significantly exceeded industry expectations.

Also, beginning in 2000, ‘we identified significantly increased

frequency and severity trends in health care costs in Ontario where

we are required to offer uniimited coverages and much higher
liabilty fimits than our other markets. As changes to Ontario
automebile policies have occurred, the changes have been
reflected in our assessment of unpaid claims for cumrent and pricr
years as well as our assessment of claims that occur in future
periods. As a result, we increased our estimate for unpaid claims
relating to automobile third party liability claims incured prior to
2002. The estimated provisions related to automobile accident
benefit claims were also increased as the assumed inflation rate and
severity factors previously utiized were found 10 be inadequate
based on the actual development experienced in 2002.

We increased our reserves related to tort liability and revised our
expected loss estimates for automobile accident beneft claims in
our 2002 unpaid claims liabilities to account for the upward changes
in both health care cost infiation and severity. Actuarial assumptions
were also changed in 2002 to account for the shift in loss

development trends. The numerous changes to Ontario automobile

legislation and court decisions throughout the 1990's has inhibited

the Canadian insurance industry's ability to adcuratety predict the
ultimate claims liabilities associated with Ontario automobile
policies, which includes automehbile, trucking and motorcycle risks.

Adverse development in the southeastern United States was driven
by two factors. First, the increase in Personal Injury Protection
litigation in Florida gave rise to increased estimates for allocated loss
adjustment expenses. The increase in fitigation was caused in part
by plaintiffs' attorneys bringing separate actions for each clinic or
claimant, rather than consolidating cases, and to delays in claims
handling due to difficulty in hiring enough qualified claims adjusters.
Staffing issues have been alleviated resulting in a 33% decline in
monthly suit counts since September 2002. At December 31, 2002,
we selected a point at approximately 95% of the mid-point in a
range of estimate determined in accordance with accepted
actuarial practice to estmate Florida's non-standard automobile
unpaid claims liabilities.

' Fioica -

Nureber of Caims Average Dozars
Total Pending Tota! Total Unpaid Settied
asof 1231 Repodedin  Setledin  ClmRessne Claim
2002 12,335 32,088 29,695 §2217 51,969
2001 9932 21,031 16,514 $1,979 $1,857
2000 5315 11,725 10,164 51885 $17C8

The second element leading to adverse developrnent of claims
liabilities was the escalation of reserves for Southern United Fire
Insurance Cormpany located in Mobile, Alabama. Although average
settiements had declined 7.5% from 2000 to 2002, average
reserves more than doubled. The justification for this case reserve
increase is that claims activities in newer territories such as South

" Carolina are developing. with greater than expected frequency and
 severity requiring additiors to the reserves. At Décember 31, 2002,

we selected a point at approximatety 99% of the mid-point in a
range of estimate detemmined in accordance with accepted
actuan'al practice to estimate Southem United’s non-standard
automobile unpaid claims liabilities.
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Sauthen United Fre insurance Company
Number of Clams Average Dollars
Tokal Pendcing Totd Totad Unpaid Settied
esof12/31  Reportedn Setted in Caim Reserve Cam
20 7754 36,887 33484 $4516 $1,6%
2001 9,361 35,838 32264 $2983 S1,784
200 5,766 17,610 14,859 $2281 $1,823

The -claims reserve deficiency reported ~during 2002 is largely
atiributable to accident years 2001, 2000, 1999 and 1998 of
Ontario Automobile and accident year 2001 for the southeastemn
United States. In addition to the enactment of more favorable

automobile Insurance legislation in Ontario to combat fraud and
control the tort claims in the no-fault system, we believe we have
taken the necessary steps to reflect the uttimate cost of claims from
these years. In the southeasten United States, we have put new
management in place and have increased the quality and number
of our claims staff to ensure that claims are investigated and-
adjudicated promptly and to avoid delays in estabjishing reserves
for the ufimate cost of personal injury claims. '

Results of Operations Years ended December 31, 2002 and 2001 '

Gross Premiums Written. Our gross premiums written in 2002
increased 99% to $2.1 bilion, compared with $1.1 billion-ih 2001.
Gross premiums written for our U.S. operations in 2002 increased
130% to $1.6 bilion, compared with $709.2 milion in 2001.
For 2002, U.S. operations represented 77% of gross premiums
written compared with 67 % last year. Gross premiums written from
Canadian operations in 2002 increased 38% to $490.8 milion
compared with $356.0 million in 2001.

Gross premiums written from non-standard automobile increased

- by 52% 'to $828.1 milion over last year. Non-standard automobile -

insurance covers drivers. who do not.qualify for standard automcbile
insurance coverage because of their payment history, driving
record, place of residence, age, vehicle type or other factors.
We continue to experience both volume growth and rate increases

Gross Premiumé Written
by Geographical Area
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" in mest of our non-standard automobile markets. In Canada, we

implemented rate increases in early 2002 and again in the third
quarter of 2002 to improve the profitability of our Ontario
Autornobile business. During the third quarter we obtained approval
for a rate increase as well as permission to eliminate certain classes
of risk in Ontario. The impact of these initiatives was to increase
rates by an average of 22.3% and for many of our policyholders in
the metropolitan Toronto area by over 40%. We currently do not
offer policy terms of longer than six months duration for non-
standard automobile in Ontario. Our ‘Canadian operations
_expen'enced a41% increase in non-standard auidmobi[e premiums -
and our U.S. operations experienced a 55% increase from existing
markets cormnpared to 2001,

Gross Premiums by Business Line

(8 milions}

Motorcycle
Warranty

Non-Standard Automablle
Standard Automoblis
Personal-Property & Llabllity
Personal-Other Specialty
Commerclal-Automoblle
Commercial-Property & Liability
Commercial-Other Specialty
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In 2002, gross premiums written from tnueking and commercial
automobile increased 175% to $844.4 milicn bompared 10 S307.2
milion in 2001. As a result of the markst conditions, we ars
experisncing growth through additional ne business as wel as
through the ability to charge higher premreams for the businsss.
Trucking and commercial automobile represented 40% of cross
premiums written in 2002 compared‘w'rth‘zg%_ last year.

The programs that we started to implement with managing gensral
agents, or MGAs, in the United States during the last half of 2001
for non-standard automobile, trucking and commercial automcbile
have been expanded in 2002. In 2002 these programs gener=ised
$961.4 milion or 45% of our Qross premiums wiitten compersd
with $206.0 million or 19% last year. We have een able to grow this
aspect of our business due to fimited comgetiion, and as a result,
we have been able to implement more =vorable pricing than
the companies we replaced. In each of iese arangemenis,
the MGAs' compensation is dependent on #he underwriting profit
they generate.

American Country Holdings Inc., or ACHI, wes acquired on Aprd 5,
2002 and its results have been consoiczted with our U.S.
operations since March 31, 2002. ACH! bas contributed S38.0
million of gross premiums written or 3% of the mcrease in our gross:
premiums written during 2002.

Net Premiums Writ‘ten'. Net premiums wrizzen in 2002 increased -

88% to $2.0 bilion compared with 1.0 billion for ‘2001 .
Net premiums written from our U.S. operatcrs in 2002 increesad
128% to $1.5 bilion compared with $679.1 million for 2001. Ne:
premiums written from our Canadian operafionrs increased 38% to
$463.0 milion from $335.9 milicn for 2001. The increase in nat
premiums written is attributable to the aforementioned increzses n

Net Premiums Eamed

(3 millicrs)

1000

200

gross premiums written. [n 2002 reinsurance premiums ceded
represamied 5.4% of gross premiums written compared to 4.7% In
2001 es a result of the increased cost of reinsurance coverages.

Net Premiums Earned. Net premiums earned for 2002
increesed 289% to $1.7 bilion, compared with $872.8 million for
2001. For U.S. bpérations, net premiums earmed for 2002 increased
140% io 51,322.5 milion’ compared With $550.9 mition in 2001,
Net premiums eamed from our Canadian operations for 2002
increesed by 29% 10 $415.2 mifion compared with $321.9 million
for 2001, Eamed premiums have grown due to the increase in
written premiums during the past year.

Investment Income. Investment income for 2002 increased to
584.8 milion compared with $52.6 million for 2001. The growth in
our prEmiums writien generated positive cash flow from operations
which Ficreased the investment portiolio by S600.4 milion during
2002, which was offset by the impact of lower interest rates.

Net Realized Gains. Net realized gains amounted to $16.3
million 11 2002 compared with $12.1 million in 2001. Included in net
realized gains wers adjustments to the carmying value of investments
for decines In market value considered other than temporary of
$8.5 mliion in 2002 compared to 51.2 milion in 2001.

Claims Incurred. Our claims ratio for 2002 was 71.4%,

_comperad to 70.6% for. 2001. The claims ratio for the U.S.

operstichns for 2002 was 69.2% comparéd with 68.9% for 2001.
The sight deterioration in the U.S. operations claims ratio s a
rsfiecicn of adverse claims development amcunting to $35.2
milicn. Tne claims ratio for our Canadian operaiions in 2002 was
78.3% compared to 73.5% for 2001. The claims ratio for our
Canacian operations was adversely influenced by results from non-
standard automobile, standard automobile and motorcycle
business in Ontario, which we refer to as Ontario Autornobile, which
experienced $63.9 million of adverse prior year claims develcpment.

Claims Ratio
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The claims ratio for the Canadian operation for 2002 was 64.6% ‘

excluding Cntario Automobile. For 2002, net premiums earned from
Ontario Autormobile amounted to $137.0 milion, which produced
claims incurred of $145.3 million.

Underwriting Expenses. Cur expense ratio for 2002 was
28.4%, compared to 28.5% for 2001. The expenss ratio for Canada

for 2002 was 30.1%, compared to 29.6% for 2001, and the |

expense ratio for the U.S. for 2002 was é8.0%, compared to 27.9%
for 2001. In order to be more consistent with industry practice and
the treatment of expenses on our MGA business, effective October
1, 2002 we initiated the deferral of underwriting and marketing costs
relating to the acquisition of premiums on all of our business, where
previously such deferral was applied only to our MGA business.
The impact of this change in estimate was to defer an additional
$6.6 million of underwriting expenses, which reduced the expense
ratio by 0.3% for the year.

Combined Ratio. The combined ratic of 99.8% for 200‘2
produced an underwriting profit of $2.6 million, compared with $7.6
milion profit reported in 2001, For 2002, the-U.S. operations
combined ratic was 97.2% (96.8% last year) and for the Canadian
operations the combined ratio was 108.4% (103.1% last year).
The resutts of our Canadian operations were adversely affected by

results from automobile and motorcycle business in Ontario (Ontario

Automabile) due to increases in accident benefit loss costs. In 2002,

the U.S. operations produced an uriderwriting'p‘réﬁt of $37.5 million
comparad to an underwriting profit of $17.5 milion in 2001, The
Canadian operations produced an underwriting loss of $34.9 million
compared to a underwriting loss of $9.8 milion for 2001, For 2002,
Ontario Automobile generated $137.0 milion, or 8%, of net

premiums earned at a combined ratio of $131.4%, and produced

Expense Ratio

(%) W Total Expanse WG8A .
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an underwriting loss of $43.1 milion. The combined ratio for 2002
and 2001 was influenced by adverse devsiopment on prior year
claims. In 2002, adverse development of pror year claims
amounted to $101.1 millien, which increased the combined ratio by
5.8% for the year. Adverse development for prior year claims during
the year ended December 31, 2001 amounted to $33.9 million,
wh‘ich increased the cormbined ‘rati'o by 3.9% in 2001."

interest Expense. Interest expense in 2002 was $12.3 million,
compared to $11.4 milion for 2001. The incraase was primarily the
resuft of an increase in our bank debt during the year.

Net Income and Earnings Per Share. Cur net income for
2002 increased by 77% to $79.5 millicn, compared to $44.9 million
in 2001. As a result of a higher proportion of income before tax
being generated in lower tax jurisdictions, and net losses incurred in
higher tax jurisdictions, in 2002, we reported a consolidated ncome
tax credit of $8.v8 million compared to an income tax expense of
$10.1 milion in 2001. Prior to January 1, 2002, we amortized
goodwill arising from acquisitions over the applicable useful fife of
the asset acquired, which in 2001 resulied in expense of $5.8
milion after tax. Diluted eamnings per share for 2002 were $1.61,
compared to $1.19 on 31% more shares outstanding in 2002.

Book Value Per Share and Return on Equity. Bock value

- per share was $12.56 at December 31, 2002 compared 10 511.03 -

at December 31, 2001. Our rétum on equity was 13.8% in 2002
compared to 13.3% for 2001. Our investment portiohio mcr'eased to
$2,094.9 milion (market value $2,127.5 mgton) as at December 31,
2002, compared to $1,235.4 million (markst value $1,247.0 million)
as at December 31, 2001.

Shareholders' Equity
Per Share
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Results of Operations Years Ended December 31, 2001 and 2000

Gross Premiums Written. Our gross premiums written in 2001

increased by B6%, to $1,065.3 million in 2001, compared to $643.0 .

milion in 2000, due primarly to premium growth in our non-
standard automobile insurance business. fhe increase in groeé
premiums written was primarily achieved by takinQ-advaritage of
opporiunities to increase prices and the volume of business.
Unearmed premiums increased by 58% to S424.1 million at the end
of 2001 from $268.2 miliion at the beginning of the year.

Gross premiums written from our Canadian operations increased tiy
23% to $356.0 milion compared with £288.4 million in 2000. Cur
non-standard autormobile business in Canada increassd 24% 1o
$114.8 million for 2001, compared to $86.8 miliion for 2000. We
experenced growth in all of our major provinces of Ontan'é, Albera
and Quebec in our non-standard autemobile business. Our trucking
business also experienced strong growth in Canada of 56% io
$56.1 million as a number of insurers have exited the marketplace
over the last year allowing us to acquire additional books of
business and to underwrite these risks at significantly higher rates.

Gross premiums written by our U.S. operations in 2001 increased
by 101% to §709.2 million, compared to $353.8 million in 2000. We
" entered intd a number of MG_A refationships during 2001 to expand
. our non-standard automabile, 'trucking‘ and commercial automobile
insurance. Our MGA programs accounted for 54% or $190 million
of our growth in gross premiums written in 2001. During the year ve
saw strong growth in California and Texas due to the exit of several
competitors from these markets. We entered the California markst
during the second quarter of 2001 and wrote $44.7 milion in 2001,
representing 13% of the growth for our U.S. operations.

Gross premiums written from non-standard automobile insurance in
2001 increased by 51% to $546.3 milion, compared to $361.3
million in 2000. Premiums in Canada increased by 24% over 20C0,
and by 61% in the United States. Non-standard automobile

insurance represented 51% of our total business in 2001, .

compared to 56% in 2000.

‘Gross premiums: written from commercial Automobile insurance,
including trucking and taxis, in 2001 increased by 192% to $307.2
million, compared to $105.3 milion in 2000. The increase resufted
primarily from the rate increases that were implemented during the
year and new business relationships that we established in the
United States. Premiums from property and liability lines, including
warranty, in 2001 increased by 31% to $100.8 milion, compared to
$76.6 milion in 2000. Premiums from motorcycle insurance
increased 15% to $42.1 milion, compared to $36.5 million in 2000.

Net Premiums Written. Our net premiums written in 2001
increased by 68% to $1,015.0 milion, compared to $604.7 million
i 2000. In Canada, net premiums written in 2001 increased 24%

to $335.9 milion, compared to $272.0 milion in 2000, and by
104% in the U.S. to S679.1 milion from $332.7 million. This
significant growth resulted from the irjcrease in gross premiums
written and the increased retention of business. In 2001, premiums
ceded to reinsurers represented 5% of gross premiums written
compared to §% in 2000.

Net Premiums Earned. Our net premiums earned in 2001
increased 62% to $872.8 million, compared to $540.0 miion in
2000. Net premiums samed from Canadian operations increased
28% to S321.9 milion, compared to $251.8 million in 2000. The
U.S. operziions increased by 91% to $550.9 million, compared with
$288.1 mifion in 2000.

Investment Income. Our investment income in 2001 increased
by 18% to $52.6 milion, compared to S44.6 milion in 2000. The
growth in our premiums waitten increased the cash available for
investrment which increased the investmant portfolio in the year.

Net Realized Gains. We realized net gains on sales of
investments of $12.1 milion in 2001. The market value of our
portfolic improved significantly in 2001 due to declining interest
rates and increased vaJu@ in our equity portfalio. At December 31,

2001, the fair value of the investment portfolio was approximately .

$11.6 mifion higher than the carrying value of the portfolio based on
prevailing market prices. At December 31, 2000 the carrying value
was S0.4 milion higher than the fair value.

Claims Incurred and Unpaid Claims. Our‘claims ratio for
2001 was 70.6%, compared to 68.8% for 2000. The claims ratio for
the CaneCan operations deteriorated to 73.5%, compared to
70.1% in 2000 and for the twelfth consecutive year outperformed
the Canadian industry ratio which was 73.1% for 2001, according
to the Insurance Bureau of Canada, or IBC. The increase in the
claims ratio of our Canedian operations was caused by the
deterioration of the results of our Ontario automebile business. We
experienced an extension of the reporting period during which a
plamnﬁ may bring suft against us under the tort system u;\der. the
then" cument Ontario automobile legislation. As a resuﬁ, we
increased our estimate for unpaid claims during 2001, which
increased our claims ratio by 10.3%. The claims ratio for the U.S.
operations increased slightly 1o 68.9% in 2001, compared to 67.8%
in 2000 and remains below the U.S. industry of 80.1% in 2001,
according to AM. Best. The increase in the claims ratio for our U.S.
operations reflected adverse development of non-standard

‘ automobile that added 0.1% to the claims ratio.

Underwriting Expenses. The expensa ratio for 2001 decreased
{o 28.5%, compared 0 32.1% in 2000. The decrease is mainly
attributable 1o general and administrative expenses, which were
9.4% of premiums eamed, compared with 12.4% in 2000.
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The general and administratNe expenses were lower as a
percentage of net premiums earned due to increased levels of
earned premiums in both Canada and the United States.

Commissions and premium taxes in 2001 were 19.1% of eamed
premiums, compared to 19.7% in 2000. For our Canadian
operations, commissions and premium taxas represented 18.8% of
earned premiums in 2001, compared to 21.3% in 2000 and in the
United States were 19.3% of eamed premiums in 2001, compared
to 18.3% in 2000.

General and administrative expenses for our Canadian operations:
were 10.7% of net premiums eamed, compared to 10.4% n 20C0.
For our U.S. operations, general and administrative expa*é% were:
8.7% of net premiums earned, compared o 14.8% for 2000.

Combined Ratio. The combined retio for 2001 improved to
99.1% compared to 101.0% in 2C00. This produced an
underwriting profit of $7.6 milion for 2001 compared o an
underwriting loss of $5.3 milion in 2000. For 2001, the combined
ratio of our U.S. operations improved to 96.8% compared to
100.9% in 2000 and for the Canadian operations was 103.13
compared to 101.8% in 2000. The results of the Canadien
operations were ‘adversely.'affected by prior. years‘ claims
development of $33.3 milion related primarily to our Ontario
automobile business. This increased chargs related to prior perods
increased the combined ratio of Canadian operations by 10.3% and
the consolidated combined ratio by 3.8% for the year ended
December 31, 2001.

Interest Expense. Interest expense in 2001 was-$11.4 milion,
compeared to $11.4 miillion in 2000.

Net Income Before Goodwill Amortization. Our acquisitions
in Canada and the Unted States have required that gobdwili
amortization of $5.9 milion be charged ageinst eamings in 2001
compared io $5.5 milion in 2000. Net income before goodwill
emoriization in 2001 increased by 54% to $50.8 million, compared
to 332.8 milicn in 2000. As of January 1, 2002, all existing goodwill
end niancible assets with indefinite lives which are currently
included in our Consolidated Balance Sheets will cease to be
amorized to income over time, and will be subject ¢ a periodic
irmpaimment review to ensure that the fair value remains greater than,
cr equel to. book value. The Company currently has no intangible
&sssis with ndefinite lives.

Net income and Earnings Per Share. Our netincome in 2001
increased fo 544.9 milion, compared 10 $27.4 million in 2000.

.Diuted eamings per share improved to S1.19 on 37,856,100

weighted a&verage number of shares, compared to $0.80 on
wgighted avarage number of shares 34,341,235 shares in 2000.

. Fully diuted sami_ngs per share_before goodwill increased to $1.34,
comparad to 80.88'in 2000. -

Book Value Per Share and Return on Equity. Book value
ger shere increased by 38% to $11.03 at the end of 2001,
compearad o $8.01 at the end of 2000. Our returm on equity in 2001
improved 1o 13.3%, compared to 10.7% in 2000,
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Financial Condition

Liquidity and Capital Resources

The purpose of liquidity management is to ensure that there is
sufficient cash to meet all financial commitments and obligations as
'th’ey fall due. We believe that we have the flexibility to obtain, from
internal sources, the funds needed to fulfil our cash requirements
during the curent financial year and also to satisfy regulatory capital
requirements. However, such funds may not provide sufficient
capital to enable us to pursue additional market opportunities.

Our insurance operations create liquidity by collecting and investing
premiums from new and renewal business in advance of earning
those premiums and paying claims. This creates a liquid float of
money that we hold on behalf of our policynolders. We earn
investment income on this fioat until we pay the claim. As long as
we continue to grow and remain profitable, the float grows and
continues to be available for investment. Net cash provided from the
growth in operations in 2001 was $207.3 milion and in 2002
was $600.4 mitlion.

In February 1999, we entered into a US$100.0 million unsecured

credit facility with Canadian Imperial Bank of Commerce, The Bank -

of Nova Scotia, LaSalle Bank National Association and First Union
National Bank. This fécil'rty is for a fixed term. of five years, at a fixed

- rate of LIBOR plus a spread which varies with our credit rating. ‘We
drew down the facility in full and entered into an interest rate swap
transaction whereby we fixed our rate at 5.91% plus a spread
based on our credit rating or the ratio of funded debt to totai
capitalization, whichever is higher, for the term of the facifity.
The current interest rate, including the spread, on this faclility is
7.41%. As of December 31, 2002, we were in compliance with all
of the covenarnts of this credit facility and we had a principal balance
of $133.3 million (US$85.0 miflion). This facility is subject to periodic
principal reductions and may not be rebcrowed.

tn May 2002, we entered into a $66.5 milion revolving credit facility

with Canadi_an Imperial Bank of Commerce, HSBC Bank Canada -

and LaSalle Bank National Association. The faci}'rty is & 364 déy

revolving credit facility at a floating interest rate determined based -

on the type of loan and our senior unsecured dsbt rating.
As of December 31, 2002, the effective intersst rate was
approximately 3%. This debt ranks pari passu with our US$100
million unsecured credit facility. As of December 31, 2002, we were
in compliance with all of the covenants of this credit facility and we
had approximately $33.1 milion outstanding and an additional
$33.4 million available under this revolving faciiity.

Cur USS100 million unsecured credit facility and our $66.5 million
revolving credit facility contain certain financial covenants including
a requirement that we maintain a specified ratio of net premiums
written to statutery capital and surplus, or capital surplus ratio.

On December 6, 2002, Kingsway Financiel sold $78 mdfon
aggregate principal amount of 8.25% senior unsecured debentures
due December 31, 2007. The net procesds of the offering
amounted to approxirmately $77.1 million, after the application cf the
underwriters' discount and commission. The vyield on the
debentures to maturity is 8.288%. We used a portion of the nst
proceeds of the senior unsecured debentures to provide
approximately $50 milion to Kingsway America to support the
growth of U.S. operations, approximately $18.4 milion to pey a
portion of the amount outstanding under our $66.5 mBon
unsecured revalving credit faciity and the balance for gensmal
corporate purposes.

On December 4, 2002, Kingsway Connecticut, a subsidiary of
Kingsway, sold $23.6 milion (US$15 million) in 30-ysar floating rate
trust preferred securities. Kingsway America hes the right to cal the
securiies at par after five years, Kingsway Connecticut used the
proceeds from the offering to purchase a floating rate junior
subcrdinated deferrable interast debenture from Kingsway America.
This floating rate debenturs bears interest irdtially at the rats of

5.42375% unti March 4, 2003; thereafter, the rate will be 3-monith
LIBOR plus 4%, but until December 4, 2007, the interest rais wil’

not exceed 12.5%. The proceeds of the privats offering were used
to increase the capital of our U.S. insurance subsicliaries.

Kingsway Financial is substahtiany dependent on raising additicnal
equity or debt, capital and dividends, loans and advances from its
subsidiaries to mest its commitments and oblications. The paymsant
of dividends to Kingsway Financial by its insurance and reinsurence
subsidiaries is subject to limitations imposed by the insurance lews
of the domiciliary jurisdiction of such subsidiaries, principally the
laws of the various states in the U.S. where our subsidiaries are
located, Caneadian federa_l and provincial laws, and the laws of
Barbados and Bermuda. Based on the dividend restr;i:ijorxs

imposed by applicable. insurance laws, dividends avaleDle jor =
payment from our subsidiaries during 2003, based on ‘our

December 31, 2002 financial statements, would have been S180.3
million. Also, both of our credit facilities described above corizin
financial covenants regarding Kingsway Financial's minimum net
worth and the maintenance of certain financial ratics.
These faciiities allow Kingsway Financial's subsidiaries to pey
dividends only if after giving effect to such dividends, there would be
no default or event of defauft under the facifities.

"o A
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Our senior debt is rated “BBB" (Investment Grade) by Standard &
Poor's, a primary rating agency for debt in North America, and by
Dominion Bend Rating Services, a Toronte-based, full-service credit
rating agency established in 1976.

Shareholders' Equity

As a result of our profitability, our shereholders’ equity increased to -

8612.9 milion at December 31, 2002 compared to $536.8 millior
at December 31, 2001. Book value per share outstanding was
$12.56 per share at December 31, 2002, an increase of 14%
compared to $11.03 per share at December 31, 2001. Qur book:

“value per share outstanding increased 17% in 1988, 2% in 1989,
13% in 2000, 38% in 2001 and 14% in 2002.

Investments

Tre fair velue of our investment portfolio, including gash anc
premium finance receivables, amounted to $2.13 bilion as of
December 31, 2002 and $1.25 billion as of December 31, 2001.
At December 31, 2002, our portfolio, other than cash and premium
finance receivables, was comprised primarily of short-term
securities including treasury bills, bankers' acceptances.
govemnment bonds and corperate bonds (94.7% rated “A” or higher
and 3.5% invested in non-investment grade securtties). The fair

value of equity investments represented 8.8% of our investment

portfolio at December 31, 2002 and 9.4% at December 31, 2001. -

* We recogrized a charge of $6.6 milion and $1.2 milion for
investment value impairment that was considered other than
temporary for the years ended Decembper 31, 2002 and December
31, 2001, respectively. We perform periodic analyses of our
investment holdings to determine if dsclines in market value are
other then temporary.

Investment Portfolio

4%

Premium Finance Receivables
9% Equities

12% Cash

As of December 31, 2002 and December 31, 2001, the gross
unreglized gains in our investment portfolio amounted to $43.8
milion end $22.0 milion, respectively. The gross unrealized losses
amourntad to $11.3 milion and $10.4 milion, as at December 31,
2002 and 2001, respectively. The unrealized loss attributable to
non-investment grade fixed income securfties at December 31,
2002 ard Dacember 31, 2001 was $0.8 milion and $2.4 million,
respectively. The unreelized losses at December 31, 2002 andA
Decemnber 31, 2001 were considered temporary declines in market
value besad on the review of individual holdings as indicatéd above.

With the sxception of U.S. and Canadian government bonds, we
fimit our investment concentration at each of our subsidiary
comparies in any one issuer or related groups of issuers to less

than 5% of the subsidiary company's investment portfolio.

At Decernber 31, 2002 approximately 95% (December 31, 2001 —

94%) of our fixed income portfolio was rated A/A2 or better by
Standard & Poors' or Moody's Investors Service.

Interest Rate and Equity Market Fluctuations

Movemesits in short-term and long-term interest rates, as well as
fluctuations in the value of equity securities, affect the level and
timing of recognition of gains and losses on securities we hold,
causing changes in redized and unrealized gains and losses.
-Generafly; our investment income will be reduced during sustained
periods Of lower interast rates as’ higher vielding fixed incorrie
securmes are dailéd, mature, or are .sold and the‘ proceéds are '
reinvested &t lower rates. During periods of rising interest rates, the
market value of our existing fixed-income securities will generally
decrease and our realized gains on fixed-income securities will likely
be reduced. '

Generally. declining interest rates result in unrealized gains in the
value of fixed income securities we continue to hold, as well as
realized cams {o the extent the relevant securities are sold. General
economic conditions, stock market condiions and many other
factors can also adversely affect the securiies markets and,
conseqguesitly, the value of the equity securities we own. ’

We cumeniy maintain and intend ‘tQ maintain an investment portfolic

v comprisitg primartly fixed income securtties.
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Risk Factors

QOur provision for unpaid claims may be inadequate, which
would result in a reduction in our net income.

Cur prowsnons for unpaid claims do not represent an exact
calculation of our actual liability, but are estimates mvoMng actuanai
and statistical projections at a given point in ime of what we expect
to be the cost of the ultimate settlement and administration of
known and unknown claims. The process for establishing the
provision for unpaid claims reflects the uncertainties and significant
judgmental factors inherent in predicting future resutts of both
known and unknown claims and as such, the process is ‘inherenﬂy
complex and imprecise. Actual losses from claims may deviate,
perhaps substantially, from the provisions for unpaid claims
reflected in our financial statements. As of December 31, 2002, our
pravisions for unpaid claims were $1,200.6 milion, which we believe
are adequate.

We base our provisions for unpaid claims on facts and
circumstances then known, estimates of future trends in claims
severity and other variable factors such as inflation. Furthermors,

factors such as inflation, claims settlement pattems, legislative

activity and litigation trends, all of which are difficutt to predict, may
have a substantial impact on our actual claims experience. As time

passes and more information about the claims becomes known,
the estimates are appropriately adjusted upward or downward to
reflect this additional information. Because of the elements of
uncertainty encompassed in this estimation process, and the
extended time it can take to settle many of the more substantal
claims, several years of experience are usually required befcre a
meaningful comparison can be made between actual losses and
the original provisions for unpaid claims.

The development of the provisions for unpaid claims is shown by
the difference between estimates of claims as of the initial year-end

and the re-estimated liability at each subsequent year end. .

Favorable development (reserve redundancy) ‘means that the

'or_iginal claifns _'estifnatés ‘w'ere higher than subsequenﬂy"

determined. Unfavorable development (reserve deficiency) means
that the original claims estimates were lower than subsequertty
determined. During 2002, we experienced reserve deficiencies of
$101.1 million on pricr periods. Of this deficiency, 84% was primarily
related to Ontario automobile and non-standard automobile in the
southeastern United States. Although we-have made adjustments
in our reserving practices to reflect this abnormmal claims experience,
we cannot assure you that these unfavorable trends will not require
additional reserves in the future.

To the extent our actual carms experience is less favorable than our
cument claims estimates refiected in owr provisions for unpaid
claims, we wil be required to increase our provisions for unpaid
claims which will reduce our profitability in future periods.
Moreaver, msufiiciencies m our provisions 7or unpaid claims could
have a meterel adverse ei=ct on our resufts of operations and
financial condrion.

We may experience difficutty in managing our growth,
which could adversely affect our resutts of operations and
financial condition.

We have grown rapidly cver the last several years. As a result, our
gress premiums increased 26% in 2000, 863% in 2001 and 89% in
2002 compeared to the prior period. This crowih may place a strain
on our management sysiems and operabonal and financial
resources. We plan to coriinus to expand our specialty focus into
selected regional markets in the United Siztes and Canada and to
increase the distibution cf our core products in our existing
nqarketé Our future grewih and the successiul integration and
management of new MGA reiationships, acquired businesses and

other new business in*.m\e_s numerous risks thet could adversely
- affect our growth and profzbiity, and are contingenit on various

factors, including:

* expanding our financiEl, operational end management
inforrnation systems;

* menaging our relaticrshios with indepandent agents,
MGAs and brokers, ncisding maintzining adequate
controks;

* expanding our execrihve managemertt and the
infresiructure required io sffectively contrad our growth;

* meirtzining ratings for carian of our insurance
subsicizries;

¢ increasing the statutory capital of our insurance ‘-
subscf;an% to support edditonal unoerwrhng

. .=me?y setting prm':sons or claims-for new busmess
" wihers we lack histedcal w‘:derwrmng experience;

* obigining regulatory pprovel for approprisie premium
rates; and

* obizning the required recuiaiony approvais to offer
addiionsl nsurance products or expend inlo additional
states and provinces.

Wemmctasx_:reyou-ﬁa%vébeabéeto ranage our growth
effectively or that we will be successful in expanding our business,
that our exdstng infrastruchrs wi be able to support additional
expansion or that any new business will be proftable. It we are
unable to manage our growih, our results of operations and financial
condition may be adversely zcted.
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We rely on independent agents, MGAs and brokers and
are exposed to related risks.

‘We market and distribute our automobile insurance - products

through a nehNdrk of over S.SO'O‘independent agents and
approximately 20 MGAs in the United States and over 3,000
independent brokers across Canada. In 2002, approximately 58%

of our gross written premiums in the United States were sourced

through MGAs and approximately 42% were sourced through -

independent agents. Our insurance products are marketed through
a large number of independent agents, M(GAs and brokers and we
raly heavily on their ability to aftract new business. These
independent agencies and MGAs typically represent more_than one
insurance company, which may expose us to competition within the
agency, and, therefore, we cannct rely on their commitment to our
insurance products. In some markets, we operate pursuant to
“open market” arrangements in which we have no formal
relationships with the brokers who place our risk in these markets.
Loss of alf or a substantial portion of the business provided by these
intermediaries could have a material adverse effect on our business,

resuits of operations and financial conditicn.

Cur iﬁdependent agents, MGAs and brokers generally have the
ability to bind insurance pblicies and a few MGAs may settle claims
on our behalf, and we have only limited ability to exercise control
over them. In the event that an independent agent, MGA or broker
exceeds fts authority by binding us on a risk that does not comply
with our underwriting guidelines, we may be at risk for that policy
untl we effect a cancellation. Although to date we have not
experenced a materal loss from improper use of binding authority
by our agents, MGAs or brokers, any impraoer use of such authority
may result in losses that could have a matedal adverse effect on our

business, results of operations and financial condition.

In accordance with industry practice, our customers often pay the

premiums for their policies to agents, MGAs or brokers for payment -

over to us. These premiums are wnsfderaj'paid when received by
the ageﬁt, MGA cr broker and thereafter the customer is no longer
feble to us for those amounts, whether or ot we have actuglly
received the premiums from the agent, MGA or broke.
Consequently, we assume a degree of risk associated with our
refiance on independent agents, MGAs and brokers in connection
with the settilement of insurance balances.

The highly competitive environment in which we operate
could have an adverse effect on our business, resutts of
operations and financial condition. ) _

The automobile insurance and other property and casualty markets
in which' we operate are highly compstitive. We compete, and will
continue to compete, with major North American and other
insurers, many of which have greater financial, marketing and
management resources than we do. There may also be other
companies that may be planning to enter the insurance industry of
which we are not aware. Insurers in our markets generally compete
on the basis of price, consumer recognition, coverages offered,
claims handling, financial stability, customer service and geographic
coverage. Although our pricing is influenced to some degree by that
of our competitors, we generally believe that it is not in our best
interest to compete solely an price, and may from time to time
experience a loss of market share during periods of intense price
competition. Our business could be adversely impacted by the loss
of business to competitors offering competitive insurance products
at lower prices. This competition could affect our ability to attract
and retain profitable business.

In our non-standard autom.obi!e business, we compete with both ,
large national underwrﬁters and smélier regionél cdmbanjes. Our
competitors include other companies that, ‘Iike us, serve the
independent agency market, as well as companies that sell
insurance directly to customers. Direct underwriters may have
certain competitive advantages over agency underwriters, including
increased name recognition, loyalty of the customer base to the
insurer rather than to ar independent agency and reduced costs to
acquire policies. Any new, proposed or potential legisiative or
industry developments could further increase competition in our
markets. New competition from these developments could cause
the demand for our products o decrease, which would ad\(ersety
affect our profitability. In addition, in certain provinces or étates,
government-operéted risk "plans may. provide _non-§tan_dard'

. automobile insurance products ét a lower _p'rice than- thoSe'_

we provide.

Additionally, our markets may attract competition from time to time

- from new or temporary entrants. In some cases, such entrants may,

because of inexperience, the desire for new business cor for other
reasons, price their insurance below the rates that we believe offer
an acceptable premium for the related risk. Further, a number of cur
competitors, including new entrants 1o our markets, are developing
e-business capabilites which may impact the level of business
transacted through our more traditional distribuiion channels or
which may affect pricing in the market as a whole.
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Our operating results may fluctuate as a result of many
factors, including cyclical pattems in the property and
casua]ty insurance industry and in the automobile
insurance market.

The resudts of compan‘es in the property and casualty insurance
industry have been subject to significant fluctuations and
uncertainties. The industry’s profitability can be affected significantty
by many jactors, including:

« nsing costs that are not known by companies at the

fime they price their products, such as unforeseen case
law Gevelopments;

» volaile and unpredictable developments, including
weziher-related and other natural catastrophes;

¢ chznoes in insurance and tax laws and regulation,
as wel as new kegislative initiatives; and
» general economic conditions, such as fluctuations in
intersst rates, infationary pressures and other changes
in the mvestment environment, which affect returns on
invesiad capital and may impact the uttimate payout of
loss emounts.
In addition, the profitability of autcmobile xnsurers can be affected
ssgnmcan“y by many factors, including:

° regu‘a‘kory regimes which limit their abalrty t0 detect and
defend against fraeudutent claims and fraud rings;

» deveioping trends in tort and class ection litigation
which may encourage frivolous fitgation or expose
autcsmobile insurers to allegations of bad faith;

« chengss In consurmner protection kaws which could fimit .
the use of used or ke kind and quelity after-market
parts or to compel compensation for alleged diminution
in value notwithstanding repair of the vehicle; and

» changes in laws or regulations, including the adoption
of consumer initigiives regarding rates charged for
autcmobile or other insurance coverage or claims
handing procedures.

The financzl performance ‘of the property and casualty insurance
industry hes historicafly tended to. fluctuate in cyclical patterns of
“sof” merkets charecterized generally by increased competition
resuting I lower premium rates followed by “hard” markets
characterized generally by lessening competition and' increasirg
premiums rates. Athough an indMidual insurance company’s
financiel performance depends on its own specific business
charactenstics, the profitablity of most property and casualty
insurance companies tends to follow this cyclical market pattem

with profitebfity generally increasing in hard markets and decreasing
in soft marksts.

1

If we fail to comply with the covenants in our credit
agreements or fail o maintain specified financial ratios,
the lenders under our, credlt facnlm% could ceclare us in
defautt of our obhgabons

Cur credit agreements contain numerous covenants that fimit our
ability, among other things, to bormow money, make particutar types
of investments or other restricted payments, sell assets, merge or
consolidate. These agreements also require us to maintain spacified
financial ratios, including a requirement that we maintain on a
consolidated basis 'a specified ratio of net premiums written to
statutory capital and surplus, or capital sumplus ratio. If we fail to
comply with the covenants under our crecit faciities or meet these
financial ratios, the lencers under our credt facilities could declare a
default and demand immediate repayment of all amounts owed to
them. A defautt under our credit agreements may, if our lenders
declare us in default and demand immediate repayment, force us to
pay the full balance under our credit facilities, thersby adversely
affecting our liquidity and forcing us to cease or substantially siow
our growth.

if we are unable to maintain our current claims-paying
ratmgs, our abuhty to write msurance and compete with
other insurance companies may be adversely impacted.
Third party rating agencies assess and rate the claims-paying ability
of insurers and reinsurers based upon criteria established by the
rating agencies. Pericdically these rating agencies evaluate us to
confirn that we continue to meet the crterdz of the ratings
previousty assigned to us. Financial strength ratings are an
important factor in estebiishing the competitive position of insurance
companies and may be expected to have an effect on an insurance
company’s premiums.

Qur insurance subsidiaries maintain individual ratings by A.M. Best,
which represent independent opinions of an insurer's financial
strength and ability to meet policyhoider. cbiigations. Our Canaduan

. subsidiaries, Kingsway Gene(al Insuranoe Company, York Fre & -

Casualty Insurance Company and Jewco insurance Company,
possess an “A-" (Excellert) rating from AM. Best {fourth highest of
15 rating levels). Of our U.S. subsidiaries, Lincoln General Insurance
Comparty and Universal Casualty Company have an "A-" (Excellent)
rating (fourth highest of 13 rating levels), American Service
insurance Company, Inc. has a “B++" (Mery Good) rating (fifth
highest of 15 rating levets), American Country Insurance Company
and Southem Un'rted Fire insurance Company have a “B+" (Very
Good) rating (sixth highest of 15 rating tevels), and U.S. Security
Insurance Company has a "B” (Fair) rating (seventh highest of 15
rating levels). According to AM. Best, companies rated as Aand A-
(Excellent) are deemed “secure” and are assigned to insurers which
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have, on balance, excellent balance sheet strength and operating

performance and business profile when compared to the standards

" established by A.M. Best and, in AM. Best's opinion, have a strong

ability to mest their angoing obligations to policyholders. According
to A.M. Best, companies rated as B++ and B+ {Very Good) are
deemed “secure” and are assigned to insurers which have, on
balance, very good balance sheet strength and operating
performance and business profile when compared to the standards
established by AM. Best and, in AM. Best’s opinion, have a good
ability to meet their ongoing obligations to policyholders. According
to A.M. Best, companies rated as B (Fair) are deemed “vuinerable”
and are assigned to insurers which have, on balance, fair balance
sheet strength and operating performance and business profile:
when compared 1o the standards established by A.M. Best and, in
AM. Best's opinion, have an abilty to meet their ongoing
cbligations to policyholders.

Rating agencies evaluate insurance companies based on financial
strength and the ability to pay claims, factors which are more
relevant to policyholders than investors. Financial strength ratings by
rating agencies are not ratlngs of securities or recommenda’uons to
buy, hold or-sel any security.

The majority of our gross premiums written are derived
from the non-standard automobile and trucking insurance
markets. if the demand for insurance in these markets
declines, our results of operations could significantly
decline. '

fFor the year ended December 31, 2002, approximately 39% of our
gross premiums written were aftributable to non-standard
automobile and 32% were attributable to trucking insurance.
The size of both the non-standard automobile and trucking
insurance markets can be affected significantly by many factors
outside of our control, such as the underwriting capacity and

- underwriting cntena of standard automobnle insurance camers and
trucking 1nsurers and we may specrﬁcany be affected by thess

factors. Addtt:onally, an economic downtum in one or more of our
principal markets could result in fewer automobile sales and a lower
volume of goods shipped by truck resufting in less demand for
these insurance products. To the extent that these insurance
markets are affected adversely for any reason, our gross premiums
written will be disproportionately affected due to our substantial
refliance on these insurance markets.

Gross Premiums Written
by Business Line

(=}

| L 1% Warrzcty

: - 2% Motoroycle
* l__ 2% Stancard Automoble
b 1% Persoral-Other Specialty
2% Parsoral-Property & Liatifty
2% Commertial-Other Specaily
8% Commercia-Autormobile
— 11% Commestial-Propsrty & Lability

i we fail to comply with applicable insurance regulatory
requirements, our business and financial condition could
be adversely affected.
As ah insurance camipany, we are subject to numerous laws and
regulations. These laws and regulations delegsie regulatory,
supenvisory and admnistrative powers to federzal, provincial or state
insurance commissioners and agencies. Such reguiztion generally
is Gesigned to protact policyholders rather then sharsholders, and
is refated to matters including:

s rzie setling;

» risk-based cepiial and solvency standarcs;

* restrictions cn types of investments;

» the maintenance of adequate reserves for uneamed
premiums and unpaid claims;

s,

" e the examination of insurance companies by reguiatory

: authontes mcufmgpenodic‘nancxal:.r‘dn‘eﬁc*t
conduct examinations;

o the ficensing of insurers and their agenis; and

» Emitations on Gividends and frensactions with Tiates.
In' aodition, these siahutes typically require s periodically to file
financial statements and annual reports, prepered on a statutory
accouring basis, a:domerim‘mraﬁon with insurance regulatory
authorities, including information conceming our capital structure,
ownership, financial condiion and general business operations. We
alocate considerabie time and resources to complience with these
requraments, and could be subject to reguisiory senctions and
ﬁtmnaregulaio:yaﬂmtybeﬁevedwehad!aﬁedmmp?ywrth

any appicable law or regulation.
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Any such failure to comply with applicable laws could resutt in the
imposition of significant resirictions on our abilty to do business,
which could adversely affect our resutts of, operauons or financial
condition. In addition, any changes in laws and fegulation, mcludmg
the adoption of consumer initiatives regarding rates charged for
automobile or other insurance coverage or claims handling
procedures, could materially adversely affect our business, results
of operations and financial condition.

If our insurance subsidiaries fail to comply with minimum
capital requirements, they may be subject to regulatory
action.

In order to enhance the regulation of insurer solvency, a risk based
capital, or RBC, formula was adopted by the U.S. National
Association of Insurance Commissioners, or NAIC, for U.S.
insurance companies. State insurance regulators monitor the
financial status of an insurer by reviewing the insurer's compliance
with RBC requirements. The provinces in Canada in which we
operate have similar solvency requirements. ff our insurance
subsidiaries do not comply with these minimum capital
requirements they may be restricted or prohib‘ﬁed from operating. !f

*-our insurance subsidiaries are requued 10 increase their reserves m '

the future, as a result of unexpectedly poor claims expenence or
otherwise, they may violate these minimum capital requirements
unless we are able to take actions to improve the solvency of those
subsidiaries. As a result, our business, results of operations, and
financial condition may be materially adversely affected.

Our business could be adversely affected as a result of
changing political, regulatory, economic or other
influences.

The insurance industry is subject to changing poltical, eccnomic
and regulatory influences. These factors affect the practices and

operation of insurance and reinsurance organizations. Legislatures .

in Canada, the United States, Barbados, Bemuda and local
jurisdictions ‘in which we operate have periodically considered
programs to reform or amend their respective insurance and
reinsurance systems. Recently, the insurance and reinsurance
regulatory framework has been subject to increased scrutiny in
many jurisdictions. For example, in the United States, cumrent and
proposed federal measures that may affect our business include
proposals regarding insurance coverage for terrorism, naturd
disaster protection and tort reform. In Canada, we experienced ar
extension of the reporting period during which a plaintiit may bring
suit against us under the tort provisions of the current Ontaric
automobile legislation which negatively impacted our results.

Changes in current insurance regulation may include increased

governmental involvernerit in the insurance industry, initiatives aimed

-at premium controls, or may otherwise change the business and

economic enviranment in which insurance industry participants.

operate. In some states, the automobile insurance industry has
been under pressure in past years from regulators, legislators or
special interest groups 10 reduce, freeze or set rates at levels that
are not necessarily related to underlying costs, including initiatives to
roll back automobile and other personal line rates. These changes,
if adopted, may limit cur ability to price autcmobile insurance
adequately and could require us to discontinue unprofitable product
lines, make unplanned modifications of our products and services,
or may result in delays or cancellations of sales of our products and
services. We cannot predict the future impact of changing law or
reguiation on our operations and any changes could have a material
adverse effect on our results of operations or financial condition.

We may not be able to realize our investment objectives,
which could reduce our net income significantly.

We depend on income from our investment portfolib for a
substantial portion of our earnings. In 2001 and 2002, nat
investment incorne and net realized capital -gains- accounted for

- apprbximatély 6.9% and 4.5%, respebtive!y, of our consolidated

revenue. A significant decline in investment vields In our investment
portfolio or an impainment of securities that we own could have a
material adverse effect on our business, results of operations and
financial condition. We currently maintain and intend to continue to
maintain an investment portfolio comprising primarily fixed income
securities. As of December 31, 2002, the fair value of our
investment portfoiio included $1.6 bilion of fixed income securities.
For 2001 and 2002, the change in net unrealized gains in our
portfolio reflected an increase of $12.0 miflion and an increase of
$21.0 million, respectively. Due to fluctuations in the yields omfixed
income securities, we face remvestment risk as these securities

mature because the funds may be rexnvested at rates Iower thanthe .

maturing security.

Qur ability to achieve our investment objectives is affected by
general economic conditions that are beyond our control. General
economic conditions can adversely affect the markets for interest-
rate-sensitive securities, including the extent and timing of investor
participation in such markets, the level and volatiity of interest rates
and, consequently, the value of fixed income securities. In addition,
changing economic conditions can result in increased defaults by
the issuers of securities that we own. Interest rates are highly
sensitive to many factors, including monetary policies, domestic
and intemational economic and polttical conditions and other
factors beyond our control.
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General economic conditions, stock markst conditions and mary
ciher factors can also adversely affect the securiies markets and,
consequantly, the value of the securities we own. We may not te

‘zble to realize our mvestment objectives, which could reduce our

rst income significantly.

We derive the majority of our premiums from a few
geographic areas, which may cause our business to be
affected by catastrophic losses or business conditions in
these areas.

Wz derive most of our premiums from a reiziively small number of
furisdictions, inclucing Hlincis, Florida, Ontzrio and California. Our
results of operations may, therefore, be acversely affected by any
cetastrophic losses in these areas. Catastophic losses can be
caused by a wice varety of events, including earthquakes,
hurricanes, tropical storms, tormadoes, wind, ice storms, hall, fires,
tamorism, riots and explosions, and their incicence and severity are
irinerently unpredicizble. Calastrophic losses are characterized by
low frequency but high severity due to aggregation of losses, and
could resutt in adverse effects on our resulis of operations or
firancial condition. Our results of operations may also be adversaly

e5ected by> gener'ai.' economic condticns; competition, regulatc%y

actions or other business conditions that afiect losses or business
condiions in the areas in which we do business.

Gross Premiums Written
by Geographical Area

i reinsurance rates rise significantly or reinsurance
becomes unavaitable or reinsurers are unable to pay our
claims, we may be adversely affected.

We purchese reinsurance from third parties i order to reduce our
Batility on ndividual risks. Reinsurance does rot refieve us of liability
to our nsureds. A third party reinsurer's inscivency or inability or
urmvilingress to meka payments under the terms of a reinsurance

treaty could have a material adverse effect on our financial condftion
or results of operations. As of December 31, 2002, we had $184.7
million recoverable frorﬁ third party reinsurers and. other insurers.
The majority of these recbverébles are unsacured. The losses
reported by thg reinsurance industry in 2001 and 2002, which
included the impact of the terrorist attacks of September 11, 2001
in the United States, may adversely affect the financial resources of
some reinsurers and their ability to pay claims. Also, the material
decline in the wortdwide equity markets and the defaulls and credit
downgrades on bonds of many companies heve contributed to a
significant decline in the net equity of some reinsurers.

The amount and cost of reinsurance available to our insurance
companies are subject, in ‘large part, to prevaiing market conditions
beyond our control, Qur ability to provide insurance at competitive
premium rates and coverage fimits on a continuing basis depends
in part upon the extent to which we can obtain adequate
reinsurance in amounts and at rates that will not adversely affect our
competitive posftion. We cannot assure you thrat we will be able to
maintain our cument reinsurance faciities, which generally are
subject to annual renewal. if we are unable to renew any of these

 facilities upon their expiration or obtain other reinsurance facilities in

adequate amounts and at favorable rates, we may need to modify

our underwriting practices or reduce cur underwriting

commitrnents.

Kingsway Financial is a holding company and its
operating subsidiaries are subject to dividend restrictions.
Kingsway Financial is an insurance holding company with assets
consisting pimarily of the capital stock of @is subsidiaries. Our
operations are and will continue to be limited by the earnings of our
subsidiaries and the distribution or other paymert of such eamings
to us in the form of dividends, loans, advances or the
reimbursement of expenses. The payment of cvidends, the r‘ﬁa}dng
of loans and advances or the reimbursement of expenses to us by
our subsidiaries is contingent upon- the earnings of thosé
subsidiaries 'and is subject to various busn&a considerations. In
addition, payments of dividends to us by our insurance and
reinsurance subsidiaries are subject to various statutory and
regulatary restrictions imposed by the insurance laws of the
domiciliary jurisdiction of such subsidiaries, mciuding Barbados and
Bermuda. For the year 2003, under these insurance regulatory
restrictions, based on our December 31, 2002 francial statements,
our insurance and reinsurance subsidiaries would have aggregate
dividend capacity of $180.3 miliion. The inzbfity of our subsidiaries
to pay dividends to us could have a material adverse effect on our
business and financial condrtion.
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Our business depends upon key emplayees, and if we are
unable to retain the services of these key employees or to
attract and retain additional qualified personnel, our
business may suffer. :

Weare substantially dependent on a number of key employees. Our
success has been, and will continue to be, dependent on our ability
to retain the services of our existing key employees and to attract
and retain additional qualified personnel in the future. The loss of the
services of any of our key employees, or the inability to identify, hirz
and retain other highly qualified personnel in the future, could
adversely affect the quality and profitability of our business
operations. There are no employment contracts in place for any of
our executives.

Various factors may inﬁibit potential acquisition bids that
could be beneficial to our shareholders.

Regulatory provisions may delay, deter or prevent a takeover
attempt that shareholders may consider in their best interest. For
example, under the terms of applicable U.S. state statutes, any

person or entity desiring to purchase more than a specified

percentage (commonty 10%j) of our outstanding voting securities is’

* required to obtain régulatory approval prior to its purchase of our

shares. ‘These requirements would generally require a potential
bidder to obtain the prior approval by the insurance departments of
the states in which our U.8. subsidiaries are domiciled and may
require pre-acquisition notification in applicable states that hava
adopted pre-acquisition notification provisions. QObtaining thess
approvals could result in material delays or deter any such
transaction.

Regulatory requirements could make a potential acquisition of our
company more difficult and may prevent shareholders frorn
receiving the benefit from any premium over the market price of our

common shares offered by a bidder in a takeover context. Evenin

0utlook

Qur gross premiums written for the year 2002 were $2.12 billion,
an increase of 99% over the $1.07 billion in 2001, which in turn
was 66% higher than the $643 million of gross written premium in
2000. As a result of this significant growth our unearmed premiurn
balances increased by 83% to $776.3 miliion at the end of 2002.
During the last two years we have significantly grown our written
premium in an environment where premium rates have increased
across all of our lines of business. In 2002, our net written
premiums were $2.0 billicn whereas our earned premiums
represented only 86% of this amount at $1.74 billion.

the absence of a tekaover attempt, the existence of these

provisicns may adversely afiect the prevalling market price of our

. common shares f they are viewed &s discouraging takeover

attempts in the future.

In addion, the Sharehoider Rights Plan adopted by our board of
directors may also have anti-teksover effects. Qur Sharsholder
Rights Plan is designed 1o protect our sharsholders in the evert of
unsoliciied offers to accuire us, and other cosrtive takeover tacics
which, in the opinion of cur board of direciors, could irnpalr its abfity
to represent sharehcider interests. The prbvisions of our
Shareholder Rights Plan may render an unsolicited takeover more
difficult or less likely to occur or might prenent such a takeover, even
though such takeover mey ofier our shersholders the opportunity to
sell their shares at a price above the prevaling markat price.

Fluctuations in currency exchange rates could negatively
affect our results.

We publish our conscidated financial statements in Canacan
dollars. The majority of car premiums are cumently denominated in
U.S. dotars, and we exgect that our U.S. business will continue to

grow &5 & proportion of o business. Therefore; fluctuations in the

U.S.-Cenadien dollar exchange rate -wil impact -our resuts of -
operaticns and financial condition from perod to perod. Our
Canadian generally write policies
denomirated in Canadien dollars and irmvest in Canadian dollers.
Our U.S. operations generally write poficies genominated in U.S.
dollars and invest in U.S. doflars. Aiihough investing in local
currencies limits the effect of currency exchange rate fiuctuations on
local ogerating resutts, fuctuations in such rates could affect cur
operations or results, and do affect the transiation of thess resuits
into our consolidated firancial statements.

insurance operations

" We anticipate that our eamed premium revenues will therefore
"increase again substantizly in 2003.

The hard market condiicns that started in our ndustry in lgte 2000
continue to prevail and we anticipate thet these condiions wi
continue through 2003 and into 2004. Over the last few years, the
overall suplus of the wordwide nstrence industry has been
depleted significantly due to underwritng and investment osses.
The erosion of the capital base of the indusTy hes been feit in marny
companies and sectors and particudary n the insurance sector. in
the United States marny of our competiiors are smaller, thindy
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capitalized insurers or MGAs who have historically refied on
reinsurance capacity to support their operations. The rising cost of
reinsurance coverage and the shortage of reinsurance capacity
have caused several of our competitors to scale back their
operations or completéely withdraw from markets. We do not expect
a significant reversal of this trend in 2003 or 2004.

Qur resuits for 2002 were sign'rﬁcantry- impacted by the poor
underwriting results from our Ontario automobile product.
The Canadian operations produced an underwriting loss of $34.9
milion of which the Ontario automobile lines contibuted an
underwriting loss of $43.1 milion whereas the balance of the
Canadian operations produced an underwriting profit of $8.2
million. During 2002, we have been able to obtain significant price
increases on alt of our Ontario automobiie lines. In addition, we are
optimistic that the recently introduced legislation under Bill 198 and
corresponding regulations, together with our own intemal fraud
prevention initiatives, will enable us to produce significantly
improved results from this product in 2003.

In 2002, we saw significant growth in our U.S. operations in our
core business lines of non-standard auvtomobile, trucking and
commercia automobile. We expect to see further growth in our
U.S. operations in 2003 and improved underwriting profitability as
we enqu the benefit of the rate increases that we implemented
during 2002, '

We are currently experiencing hard market conditions which started

to place upward pressure on insurance premium rates in late 2000.
Despite the significant rate increases since that date, the
underwriting results of the industry in the United States and Canada
have not improved commensurate with these rate increases due to
significant adverse development of prior year losses in many
business lines, including the Ontario automobile product. We
anticipate that the underwriting results for the industry in Canada
and the United States will start to improve during 2003, however we
expect that at the same time the industry will experence a
significant decline in fixed income yields upon the maturity and
reinvestment of their fixed income securities in their portfolios. Due

to the significant positive cash flow generated by our op_eraﬁons i
" during 2001 and 2002, a significant portion of the Company’s

Forward Looking Statements

The Annual Report contains forward-looking statements that involve:
a number of risks and uncertainties including statements regarding
the outiook for the Company’s business and results of operations.
These statements represent the Company’s intentions, plans.
expectations, and béliefs, and no assurance ¢an be given that the:
results described in such statements will be achieved. There are &
number of factors that could cause such actual results to differ

portfolio is invested in shoﬂ-teﬁn instruments. As a result we do
not anticipate that we will see competitive pressure on premium
rates in our industry or a retum to ‘soft’ market conditions during
2003 or 2004.

Our continued future growth and profitability is contingent upon
various factors, including the amount of compétition, a\;railability of
capital, our abilify to hire and train suitabie personnel, identification
of attractive markets, regulatory constraints and rating agency
considerations. Although our ﬂexi‘bility and discipline to reduce or
terminate business where there is unacceptable pricing should
allow us to mitigate some of the adverse affects of these factors, we
cannot assure you that we will be successful in profitably expanding
our business in the future.

Unearned Premiums

{$ millians) 776.3
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materially from those indicated. Such factors include, without
limitation, the varicus factors set forth in the Management's
Discussion and Analysis of this report under Risk Factors,

The Company disclaims any intention or obligation to update or
revise any forward-looking statements, whether as a resuit of new
information, future events or otherwise.
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Management Statement on Responsibility for Financial Information

Manezgement is responsible for presentation and pregeration of the

annual consolidated financial statements, Managemeant's
Discussion and Analysis (MDA) and all other information in this
Annuzl Report. The consclidated financial statemsnts wers
prepared in accordance with Canediaﬁ genergly accepted
accounting principles and also include a reconciiction to generally
accepted accounting principles in the United Sigies. Financial
information appearing elsewhere in this Annual Reporiis qonsistent

with the consolidated financie! statements.

The consolidated financial statements and informaiicn n the MDA
necessarlly include amounts based on informed judoements and
estimates of the expected effacts of current events and transactions
with appropriate consideration to materiaity. In =2ddition, in

preparing the financial information management must make

. determinations as 1o the relevancy of information to be included,

and ‘make estimates and assumpﬁons Thét affect répértéd
information. The MDA alsc includes information ragarding the
estimated impact of cument transactions and everts, sources of
liquidity and capital resourées, operating trencds, risks and
uncerizinties. Actual resufts in the fu‘cure may difer meterially frem

management's present assessment of this informefion because

future events and circumstances may not ocour as expacted.

In meeting fts responsibility for the reliability of the consolidated

financial statements and for the accounting systems from which

they are derived, management maintains the necessary system of

- internal controls. These controls are designed to provide

management with reasonable assurance that the financial records
are reliable for preparing financial statements and other financial
information, assets are safeguarded against unauthorized use or

disposition and liabilities are recognized.

We, as Kingsway Financial's Chief Executive Officer and Chief
Financial Officer, wil be certifying Kingsway Fnancial's annuzl
disclosure document filed with the SEC (Form 40-F) as required by

the new United States Sarbanes-Oxley Act.

The Board of Directors oversees management's responsibilities for
financial reperting through an Audit Committee, which is composed

entirely of directors who are neither officers .nor employees of the

Company. The Audit Committee reviews the consolidated financial

statements and recommends them to the board for approval. The
Audit Committee also reviews and monitors weaknesses in the
Company’s system of internal controls as reported by management

or the extermal auditors.

- Tae 5\
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Role of the Actuary

With respect to the preparation of these financial statements,

'
t

management prepares a valuation including the selection of

appropriate assumptions of the Company’s obligations at the
balance shest daﬁe under insurance pdicies issued by its
subsidiaries, With respect to the preparation of these financial
statements, KPMG up camies out a review of management’s
valuation of the policy liabilities and provides an opinion to the Board
of Directors regarding the appropriateness of the claims liabilities
recorded by management to meet all policyrolder abligations of the
Company at the balance sheet date. The work to form that opinion
includes an examination of the sufficiency and reliability of data, and
review of the valuation process used by management. The actuary
is responsible for assessing whether the assumptions and-methods
used for the valuation of policy liabilities are in accordance with
accepted actuarial practice, applicable legislation, and associated
regulations and directives. In performing the review of these fiabilities
determined by management, which are by their very nature
inherently variable, the actuary fnak.es assumptions as to future loss

Role of the Auditor -

The e-xtemal auditors, KPMG e, have besn ‘appointed by the

shareholders. Their responsibility is to conduct an indspendent
and objective audit of the financial statements in accordance with
Canadian generally accepted auditing standards and to report
thereon to the shareholders. In carrying out their audit, the
audlitors make use of the work of the actuery and their report on

Wiliam G. Star

President & Chief Executive Officer
February 6, 2003

3.
!
i
i
i
i
{

t
i

W. Shaun Jackson

Executive Vics President & Chief Financial Oifcer

ratios, trends, reinsurance recovernes, axpenses and other
contngencies, taking into considerztion the circumsiances of the
Cernpany and the naturs of the insurance colicies.

Tre vzluation is basaC on projections of future cleims and claim
adjustment expensas on claims incumsd &t the balence sheet date.
tt is certain that actual future claims and cieim adjustment expenses
wil not develop exaclly as projected end may, in fact, vary
significantly from the proisctions. Further, the projecdons make no
provision for new Clesses or claim calegories not sulciently
recocrizad in the claims catabase.

Manegement is responsible for the accuracy and compistansss of
the underying date uvsed in the veiuaticn. The actuanys report
outlines the scope of the review and the coinion.

the clzm fiabiltiss of the Company: The sharshoiders' auditors
have full and unrestricted access to the Boeard of Directors end the
Audit Commitiee to discuss audit, finencial reporting and related
findings. The auditors' report outlines the scope of their audit and
their opinion.
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Auditors’ Report to the Shareholders

We have audited the consclidated balence sheets of Kingsway
Financial Senvices Inc. as at December 31, 2002 and Decamber 31,
2001 and the consolidated statements of operations, retained

sarnings and cash flows for each of the years in the three-year |
period ended Decernber 31, 2002. These financial statements are '

the responsibility of the Company’s managament. Our responsibility
is to express an opinion on these financial statements based or
our audits.

We conducted our audits in accordance with Canadian generally !

accepted auditing standards. Those standards require that we plan
and perform an audit to obtain reasonatie assurance whether the
financial statements are free of material misstatement. An audit
includes examining, on a test basis, e*ﬁdefsce suppoFtirxg the
amounts and disclosures in the financial statements. An audit also
includes assessing the accounting prirciples used and significant
estimates made by management, as weil as evaluating the overall
financial statement presentation.

‘Appointed Actuary’s Report |

KPMG e has reviewed management's valuation, including the

selection of appropriate assumptions and methods, of the unpaid {

claims liabiftes of the insurance and rainsurance subsidiaries of |

Kingsway Financial Services Inc. for its consolidated balance sheets

at December 31, 2002 and 2001 and their changes in the |

statement of operations for each of the years in the three year
period ended December 31, 2002 in accordance with accepted
actuarial practice.

in accepted actuara practice, the valuation of unpaid claims

liabilities refliects the time value of money. Insurance regulations in

some ju.risdicbions require that the valuation of some unpaid clairs ’

liabilities not reflect the time value of money. The valuation complies
with that directive. ' ’

In our opinion, these consolidated financial staterments present fairly,

in all material respects, the financial position of the Company as at

December 31, 2002 and December 31, 2001 and the results of its

opefations and its cash flows for eéch of_ﬁhe yéars in the three-year -
period ended December 31, 2002 in accordance with Canadian

generally accepted accounting principles.

Kins 42
=

Chartered Accountants
Toronte, Canada

February 6, 2003

In our opinion, the unpaid claims liabilities are appropriate except as
described in the preceding paragraph and the consolidated financial
statements fairly present its results.

Kins 4
T

Claudette Cantin, FC.LA.
February 6, 2003 N
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Consolidated Balance Sheets

As at December 31 )
{1 thousands of Caradiars Solars) ‘ 2002 - 2C01
Assets
Cash $ 244921 S 96,200
Investments (notas 2 and () 1,833,744 1,126,998
Accrued investment income : 16,223 12,173
Accounts receivable and other assets 334,603 176,692
Due from reinsurers and other insurers (note 5) 164,742 131,462
Deferred policy acquisition costs 178,574 85,717
Income taxas recoverzble 3,851 1,248
Future income taxes (e § . 59,505 23,086
Capital assets 43,981 38,643
Goodwill and intangible 2ssets (note 1(e) 104,290 76,527
) S 2,984,434 S 1,778,744
Liabilities and Shareholders' Equity
Liabilities
Bank indebtedness rete 10a) $ 170,390 S 144,518
Accounts payable and accrued liabilities 122,606 ) 83,303
© Uneamed pramiums moe s) - o 776,323 424120
7 Unpaid claims (retss5and 7y © _ 1,200864 . . . 589,963
Senior unsecured debentures (rota 100) 78,000 -
2,347,873 1,241,802
Subordinated indebtednress (rote 10() 23,636 -
Shareholders' equity
Share capital (note 3 357,192 356,232
Currency translation adjustment - 11,080 15,499
Retained eamings (o= 110) 244,643 ] 185,111
612,925 536,842
Contingent liabilities otz 11
$ 2,984,434 S 1,778,744 *
See accompanying notes 1o consoziad francal statements. . . . ' . ) !
On behalf of the Board:
David H. Atkins F. Michael Walsh
Director Director
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Consolidated Statements of Operations

Years ended December 31

{In thousands of Canad”sanldoﬂars, except per share amaounts) | 2002 2001 2000
Gross premiums written $ 2,124,691 S 1,065,262 S 643,022
Net premiums written $ 2,009,963 S 1,014,860 S 604,693
Revenue:
Net premiums earned (note 5) $1,737,754 S 872,830 S 539,269
investment income 64,855 52,533 44 576
Net realized gains 16,259 12,079 10,444
1,818,868 937,462 384,68¢
Expenses:
Claims incurred (notes 5 and 7) 1,240,329 816,072 371,848
Commissions and premium taxes (note 5) 372,051 167,176 106,378
General and administrative expenses 122,762 81,938 66,825
Interest expense 12,274 11,368 11,408
Amortization of intangible asssts 716 - -
. 1,748,132 878,592 556,857
Income before income taxes 70,736 60870 38332
Income taxes (recovery) (rote 6):
Current 4,410 6,665 5,601
Future (13,208) 3,418 (2e8)
(8,796) 10,083 5,3S3
Net income before goodwill 79,532 80,787 32,839
Amortization of goodwil, net of applicable income tiax - 5,858 5,469
Net Income $ 79532 5 44,931 S 27,470
Earnings per share (note 3):
Basic $ 1.63 S 1.21 S 0.81 '
Diluted S - 161 S --118- 8§ 0.80 :
Consolidated Statements of Retained Earnings
Years ended December 31
(In thousands of Canacian doflars) 2002 2001 2000
Retained earnings, beginning of year $ 165111 S 120,180 S 92,710
Net income 79,532 44 931 27,470
Retained eamings, enc of year $ 244,643 S 165,111 S 120,180

Ses accompanying notes to consolidated financial statements.
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Consolidated Statérhents of Cash Flows

Years ended December 31

2002

2000 -

(in thousards of Caracian dollars) 2001
Cash provided by (used in):
Operating activities:
Net income 79,532 S 44931 S 27,470
ltems not affecting cash:
Amortization of goodwil and intangibles 716 6,674 6,206
Amortization of capital assets
and deferred charges 9,358 5,137 4,121
Future income iaxes (11,157) (873) (276)
Net realized gains (16,259) (12,079) (10,444)
Amortization of bond premiums and discounts 3,746 (4,858) 2,977)
65,936 38934 24,100
Change in non-cash balances:
Deferred palicy acquisition costs (79,898) (36,370) (12,084)
Due from reinsurers and other insurers 1,863 5,377 33,427
Unearned premiums 303,012 131,028 84,024
Unpaid claims 370,193 132,278 (18,390)
Net change in other non-cash balances (60,722) (63,920 1,429
600,384 207,328 92,506
Financing activ@tiés: '

Increase of share capital, net 960 207,751 19
Incraase (decrease) in bank Indebtedness 26,952 {7,0395) (14,445)
Increase in senior unsecured debentures 78,000 -

Increase in subordinatéd indebtedness 23,636 - -
129,548 200,716 (14,428)
Investing activities:
Purchase of invesiments {4,396,825) {2,277,643) {1,248,692)
Proceeds from sale of investments 3,857,050 1.658,678 1,221,813
Financed premiums receivable, net - 7,768 (7.546) (24,191)
Purchase of subsidiaries,
net of cash acquired (nate 8) (36,908) (2,3386) (4,468)
Additions to capital assets (12,296) (12,837) (3,864)
(581,211) {341,684) (80,302}
lnc}eése in cash during the year 148,721 86,360 17,778
Cash, beginning of ysar 96,200 28,840 12,062
Cash, end of year $ 244,921 S 66200 § 29,840
Supplementary disclosure of cash informatior:
Cash paid for:
Interest $ 12,188 S 11,701 $ 11,507
Income taxes 3,034 8,809 1,088

See accompanying notes to conscacated financial staterments.
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Kingsway Financial Services tnc.

Notes to Consolidated Financial Statements

(Tabular amounts in thousands of Canadian dollers, except for per share amcunits)

1. Summary of significant accounting policies:

Kingsway Financial Services Inc. (the “Company”) wes incorporaied under the
Business Corpoerations Act {Ontario) on September 19, 1989. The Company
is a financia! senvices holding company which, through its subsidiaries, is
engaged in property and casualty insurance.

(a) Principies of consolidation

The consciidated financial statements include the accounts of the Compary
and its subsidiaries all of which are wholly-ownec’ . Acquisitions ars accounted
for by the purchase methad, whereby the results of acquired companies are
included only from the date of acquisition, and divestitures are included up to
the date of disposal. Assets and liabilities of the ecquired companies are
included in the financiel statements at their fair values zt the date of
acquisition.

“The following is a list of our material subsidiaries, all of which are 100%
owned, dirsctly or indirectly, {except for qualifying shares of Yok Fire &
Casualty Insurance Company and Kingsway General Insurance Company
held by directors in order to satisfy applicable statutcry reguirements), with the
jurisdiction of incorporation indicated in brackets: American Country Holdings
Inc. (llincis); Amercan Country Insurance Company (finols), Americar
Country Financial Services Corp. (llinais); American Country Underwriting
Agency Inc. (flincis); American Country Professional Senvices Corp. (lllincis):
American Service Investment Corporation (Hllinois); American Service:

Insurance Company, Inc. (linois); ARK Insurance Agency Inc. {ifinois); Avalon |

Risk Management, Inc. {linois); Appcd Finance Corporation Florida); AQA
Payment Plan inc. (finois); Harmitton Risk Mariagement Company (Florice);
Insurance Management Services Inc. (Florida); _U.S. Security Insurance
Company (Fiorida); Jeveo Insurance Company (Canada); Kingsway America
inc. Delawars), Kingsway Connecticut Statutory Trust | (Delaware); Kingsway
Financial- Capital Trust | (Delaware); Kingsway Firance Nova Scotia, ULC
{Nova Scota); Kingsway General Insurance Comgany (Ortario); Kingsway
Reinsurance (Bermuda) Ltd. (Bermuda); Kingsway Reinsurance Corporation
(Barbados): Kingsway U.S. Finance Partnership (Delavwers), Kingsway U.S.
Funding Inc. (Celaware); Kingsway U.S. Tier I Finance Parinership (Delawarel;
Southern  United Hotdin'g. Inc. (Alabamgz); Consolidated Insurance
Management Corp. (Alabamay); Funding Plus of America (Azbama); Southern
United Fire Insurance Company (Alabama); Southern United General Agency
of Texas, Inc. (Texas), UCC Corporation {Nevada) Universal Casualy
Company (linois), Walshire Assurance Company (Pennsyivania); Lincoin
General Insurance Company (Pennsylvania); Yorkiowne Premium Finance
Company (Pennsylvania); and York Fire & Casually Insurance Compary
(Ontario).

(b) Use of estimates
The preparation of financial statements in conformity with Canadian generally

accepted accounting principles requires management to maxe estimates ard-

assumptions that affect the reported amounts of assets and Eabilities ard

~ disclosure of contingent assets and liabiities at the cate of the financial -

statements and the reported amounts of revenues and axpenses during the
year. Actual resuts could diffier from these esiimates and changes in
estimates are recorded in the accounting pedod i which they are
determined.

(c) Investments
Fixed term investments are camied at amortized cost providing for the
amortizaticn of the discount or premium on a constant yield basis to maturity.
Investmerts in common and prefered shares are camied at cost. Where a
decline in value of an investment is considered to be other than temporary a
writedown of the investment is recorded.

(d) Investment income

Investment incorme is recorded as it accrues. Dividend ncome on common
and preferred shares is recorded on the ex-cividend dzte. Gains and losses
on disposal of investments are determined and recorded as at the setllement
date, and are calculated on the basis of average cost.

(e} Goodwill and other intangible assets

When the Company acquires a subsidiary or other business where we exert
significant nfluence, we detemine the fair value of the net tangible and
intangibie assets acquired and compare them to the amount paid for the
subsidiery or business acquired. Any excess of the amount paid over the fair
value of those net assets is considered to be goodwill.

Goodwill is tested at least annually for impaimment to ensure that its fair vaiue
is greater than or equal to the camying value. Any excess of carrying value
over fair value is charged to income in the period in which the impairment is
determined. At December 31, 2002 and 2001 goodwill, net of accumulated
amortizaton, was 397,871,000 and 376,527,000, respectively.

When the Company acquires a subsidiary or other business where we exert
significant influence, we may acquire intangible assets, which are recorded at
their fair value at the time of the acquisition. Intangible assets with a definite
useful iife are amortized to incoms on a straight-fine basis over the defined
useful life. The Company writas down the value of an intangible asset with a
definite Lseiul Ife when the undiscounted cash flows are not expected to
allow for full recovery of the camying value. At December 31, 2002 and 2001

‘intangitle assets with a definite useful life, net of accumulated amortization,

were 83,066,000 and $nil, respectively.

Intangitie assets with an indefinite usefu! life are not subject to amortization
and are tested at least annually for impairment to ensure that its fair valug is
greater than or equal to its canying value. Any excess of carrying value over
fair value is charged to income in the pered in which the impairment (s
determined. At December 31, 2002 and 2001 the Company had intangible
assets w#h an indefinite life of $3,553,000 and $nil, respectively.
Amortization of intangible assets reported in the Consolidatad Staternants of

- Operatichs for the years ended December 31, 2002, 2001 and 2000 was

718,000, Snit'and $nil, respectively, Thers were no writs-downs af.goochwil
or intangitie assets due t0 impairment during the years ended December 31,
2002, 2C01, and 2000

Prior to January 1, 2002 the Company amortized goodwill arsing from
acquisiticns made before July 1, 2001 over the estimated useful life of the
asset accuiired. Amortization of goodwill was recorded net of applicable
income taxes in the Consolidated Statements of Operations. Goodwill
amortization of $5,836,000 and $5,469,000, net of applicable taxes of
$818,00C and $737,000, was inciuded in income for the years ended
DCecember 31, 2001 and 2000, respectively,

(f} Deferred policy acquisition costs

The Commpany defers brokers’ commissions, premium taxes and other
underwriting and marketing costs relating to the acquisition,of premiums
written to the extent they are considerad recoverable. These costs are then
expensed as the related premiums are earned. The method followed in
determiring the deferred policy acquisition costs limits the deferré! o its
realizable value by giving consideration to estimated future claims and
expenses to be incurred as premiums are earned. Changes in estimates, if

“any, are recorded in the accounting period in' which they are determined.
" Anticipated investment income is included in determining the realizabls value

of the deferred paficy acquisition costs.

Effective October 1, 2002, on a prospective basis, the Company began
deferring other underwriting and marketing costs relating to the acquisition of
premiurms. The impact of this change was an increase to net income before
taxes of $6,589,000 for the year ended December 31, 2002. Had these costs
been taken into account in the deferral of policy acguisition costs in prior
years, the impact on the financial statements would not have been significant.

(@) Premium revenue and unearned premiums

The Company earns premium revenue over the period covered by each
individual mnsurance contract in proportion to the insurance protection
prbvided For motorcycle premiums, a higher percentage of the premiums is
eamed during the summer months, which is the motorcycle riding season in
Canada. For all other lines of business, the premiums are earmed evenly over
the contract period. Uneamed premiums represent the portion of premiums
written redated to the unexpired risk portion of the policy at the year-end.

Rae BN
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Kingsway Financial Services Inc.

Notes to Consolidated Financial Statements

(Tabular amounts in thousands of Canadian cotars, except for per share amaounts)

The reinsurers’ share of uneamed premiurts s recognized as amounts
recoverable using principles consistent with the Company’s method for
termining the uneamed premium liability.

(n) Unpaid claims. ,

The provision for unpaid claims includes adjustmant expenses and represents
an estimate for the full amount of alt expected costs, including investigation,
and the projected final settlements of claims incurred on or befors the balance
sheet date. The provision does not take into censideration the time value of
money or make an explicit provision for adverse deviation.

These estimates of future loss activity are necessarily subject to uncertainty
and are selected from a wide range of possibie outcomes. All provisions are
periodically reviewed and evaluated in the light of emerging claim experience
and changing circumstances. The resulting changes in estimates of the
uttimate liability are recorded as incurred clairs in the accounting period in
which they are determined. '

) Reinsurance

Net premiums eamed and claims incumed &2 recorded net of amaunts
ceded to, and recoverable from, reinsurass. Estimates of amounts
recoverable from reinsurers on unpald claims ars recorded separatsly from
estimated amounts payable to poficyholders. Uneamed premiums and
deferred poficy acquisition costs are also reported before reduction for
business ceded to reinsurers and the reinsursrs’ portion 15 classified with
amounts due from reinsurers.

Amounts recoverable from reinsurers are estimated and recognized in a
manner consistent with the Company's method for obtaining the related
policy liability associated with the reinsured poficy.

() Translation of foreign currencies

" Monetary ‘assets and lapiities in foreign cumencies are translated into

Canadian dollars at year-end exchange rates and non-monetary assets and
fiabilties are translated at exchange rates preveling at the transaction date.
Transtation gains and losses are included in the current income. Income and
expensas are transiated at the exchange rates in effect at the date incurred.
Realized gains and losses on foreign exchenge are recognized in the
statement of operations. . .

The operations of the Company's subsidiaries i the United States and
Barbados are seff-sustaining. As a result, the essets and fiabilities of these
subsidiaries are translated at the year-end rates of exchange. Revenues and
expenses are transiated at the average rate of exchangs for each year. The
unrealized gains and losses, which resutt from franslation are defemred and
included in sharehclders' equity under the capion "cun'eﬁcy translation
adjustment”.

(k) Income taxes
The Company follows the asset and liability method of accounting for income

taxes, whereby future tax assets and liabilities are recognized for the future tax

.consequences attributable to diflererices between the financial statement

" carmying amount of existing assets and fiabilties and their respective tax bases

and operating loss and tax credit canyforwerds. Future tax assets and
Eebilties are measured using enacted or subsizrtively enacted tax rates
expected 10 apply to taxable income in the yezss in which those temporary
CGiferences are expected to be recovered or setted. The effect on future tax
assets and Gabilties of a change in tax rates is recognized in income in the
period that ncludes the date of enactment or substantive enactment.

{f) Stock-based compensation plan

The Company has a stock-based compensation plan, which is described in
Note 4 and uses the intrinsic-value method of accounting for stock-based
compensation awards granted to employees and non-employee directors.
The exercise price of all stock options is based on the market value of the
shares at the time the option is granted. No compensation expenss is

recognized for this plan when stock options are ssued to employees and ‘

non~employee directors. The consideration paid by employees and non-
employee directors on exercise of stock options is credited to share capital.

{m) Capital assets

Capital assets are reported in the financial statements at depreciated cost.
Depreciation of property and equipment has been provided by the straight-
line method over the estimated useful lves of such assets. The useful lives
range from 13-40 years for'building and leasehold improvements, 5.7 years
for fumitire and equipment and 3-5 years for computers and software
development. At December 31, 2002 and 2001, the total cost of capital
assets is $67,825,000 and $55,203,000, respectively, and accumulated
depreciation is $23,844,000 and $16,560,000, respectively. At December 31,
2002 and 2001 the buildings and leasehold impraovements account for 32%
and 37% of the total cost, respectively and 39% and 45% of the depreciated
cost, respectively. At December 31, 2002 and 2001 the computers and
software development account for 43% and 26% of the total cost,
respectively and_S&% and 29% of the depraciated cast, respectively.

2. investments:
The carrying amounts and fair values of investments are summarized below:

Cecertker 31, 2002
Gross Gross
Caming  Unealzed  Unrealized Fair
Amount Gains |osses Value
Term ceposts S 6575 $ v 8 85 3 08511
Bonds:
Cetedian - Govemment 130,738 3993 - 134,729
- Comorate 82,850 3,288 837 85,101
U.S. - Gavemment 152,644 6753 12 158,383
- Corporata 248,729 10,718 918 257,928
Other - Gavernment 158,294 2068 2 160,360
- Corporale 282,353 5275 B 287,628
Sub-total . $1561,881 § 31511 § 1841 $1,501 651
Prefetad shares - Canadian 2,045 2 2 2,025
Commen shares - Canadian 125,563 9,207 6,137 128,633
-US. 57,341 2,156 3314 57,183
Frarced premiurs 86,814 - - 86,814
$1,833744 S 43878 $ 11,314 $1866,306

The maturty profile of the bonds and the term deposits investments at their
carrying amounts and fair values as at December 31, 2002 is as follows:

Caryng Fair
- Amount Valus
Due in cne year or iess $ 836728 $ 638,163
Due after one year through five years 838,514 717,493
Due ater five years tvough ten years 179,809 188,190
Due after ten years 45,832 47,805
S 1,551,881 § 1,591,851

Decomcer 31, 2001 : o

Camying  Unrealzed Unreafized Far ~
Amount Gans Losses Valus
Term deposits $ 182,181 S 18 2 $ 192,183
Bonds:

Cenadan - Govenment 110,757 2118 /7 112,586
- Corporate 72,631 1,468 2418 71,684
Us. - Govenment 135251 1551 135,456
- Coeporate 136,590 2815 688 138,832
Other - Govemment B35 431 1 53425
- Corporate 215783 1,289 429 216,748
BT Swe S g2 § 9872 § 4174 $ 927,50t
Frefared shares - Caradian B.115 13 748 7.380
-Us. 1202 7 325 948
Cornmen shares - Canadian 85,383 10.665 4,157 91,891
-USs. 14,730 1,412 428 15,736
- Other 1748 - 815 1131
Frenced premiurs 93,588 - - 3,598
$1126%88 § 2033 § 10445  §1,138588

Toge BB



Kingsway Financial Services Inc.

Notes to Consolidated Financial Statements

(Tabular amounts in thousands of Canadian daollars, except for per share amounts)

The maturity profle of the bonds and term deposits investments at thelr
camying amounts and fair values as at December 31, 2001 is as follows:

Camying Fair

Amount . Valug

Duz in cre year or less § 287825 $ 288477
Due after one year through five years 436,472 441,350
Due after five years through ten years 162,084 162,599
Due aiter ten years 35,122 35,375
$ 922203 $ 927,501

The carrying amounts are shown Dy contractual maturity. Actual maturity may
differ from contractual maturity because certain borrowers have the right to
call or prepay certain obligations with or without call or prepayment penalties.
Fair values of term deposits, bonds and common and preferred shares are
considered to approximate quoted market values based on the latest bid
prices. Financed premiums represent the portion of our insureds manthly
premium payments that are not yet due. Certain of our insureds have the
option to pay a portion of the premium when the policy is placed in force and
the balance in monthly installments. The insured pays an additiona premium
for this option, reflecting handling costs and the investment income that
would have been eamed on such premium, had the total amount been
collected at the beginning of the policy pericd. The additional premium is
_essentially an interest payment on the balance ¢f the unpaid premium and is
recognized as income over the period of the palicy. The fair value of financed
prerniums, which are realized over the temm of the related policies of up to one
year, approximates their carrying amount.
Management has reviewed cumently available infermation regarding those
investments whose estimated fair value is less than their camying amount and
éscenained that the camying amdunts are expected to be. recovéred.
Debt securities whose camying amaunt exceeds market value can be held
until maturity when management expects to receive the principal amount.
All of the Company's fixed term investments have fixed interast rates.
The coupon rates for the Company's fixed termn investments range from
0.94% to 13.00% at December 31, 2002 and 3.75% to 13.25% at
December 31, 2001. As the fair value, carrying amounts and face amounts
are not materially different, the effective rates of intsrest based on fair values
wauld not be materially different from the coupen rates.
The Company limits ts investment concentration in any one investee
or related group of investees to less than 5% of the Company’s investments.
Net investment income for the years ended December 31 is comprised
as follows:

2002 2001 2000
Irvestment income:
Intsrest on short-term vestments s 4431 S 5457 $ 6433
interest o1 bonds 50317 20854 26,029
Dividends 3951 2,852 199
Premium finance 8,539 9.861 7487
Other 565 5550 4,309
Gross investment income 67,803 54,174 46,477
Investment expanses 2,948 1,621 1501
Net investment income $ 64,855 S 52553 § 44576

Net realized gains for the years ended December 31, 2002, 2001, and 2000
wers $16,259,000, $12,079,000, and $10,444,000, respectively. Included in
net realized gains were adjustments to the canying value of investments for
declines in market value considered other than temporary of $6,582,000,
$1,200,000 and $nil for the years ended December 31, 2002, 2001 and
2000, respectively. As at December 31, 2002, bonds and term deposits with
an sstimated fair value of $28,621,000 (2001 - $22,847,000) were on deposit
with regulatery authorities.

3. Share capital:

Authorized:

Unlimited number of common shares
Share transactions consist of the following:

Weighiad
Averzgs
Shams Steex Becse
issuzd Opters Frce Srout
Balance as at
December 31, 1623 32,010,068 Rsie7 8 1022 8 32
Nomnal course issuer bid {85.200) =23
Stock optiens:
Granted inyeer 701.800 430
Exercised in year 131,728 (131729 3.0 55
Forfeiled in yeer R0 8.87
Balance as at
December 31, 2000 34,028,397 137m.3E 8 820 § 18sn
Issued July 12, 2001 5.730.000
tssued December 13, 2001 8825000
Stock options:
Grented in yezr B/IIO 8 7.8
Exercised in year 225,809 5,508 68.04 133
Forleited in year (S9,£68 8.85
Balance as at
December a1, 2001 48,657,206 148357 3 B § S@Em
" Stock optiors: . ’
Granted n yexr : 42850 8 1985
Exercised in yezr s T (137,003 0 @
Forfefted n year : (28,555 1133
Balance as at
December 31, 20¢2 43794212 171220 3 NnAT 8§ =

Share issue expenses of $7,948,000, net of appiceble income taxes of
$4,043,000, were deducted from the amount of share capital issued on July
12, 2001 and December 13, 2001.

(a) During the year ended December 31, 2002, cetions to acquire 137,006
shares (2001 - 225,609 shares; 2000 — 131,729 shares) wers exercised ¢
prices from $54.30 to $14.50 per share (2001 - 34.00 to $14.50 per shars;
2000 - $2.50 to $4.00 per share). .

{b) The weighted average number of shares outstznding for the years endiad
December 31, 2002, 2001 and 2000 were 48,742.622, 37,202,057 and
33,084,845, respectively. On a diluted basis, the weighted average numibar
of shares outstanding for the years ended Decerriber 31, 2002, 2001 and
2000 were 49,427,348, 37,856,100 and 34,341,285, respectively

4. Stock-based compensation:

" (a) The Company has established a stock option incentive plan for craciars,

officers and key employees of the Company and its subsilaries. For
December 31, 2002 and 2001, the maximum nurrber of common shares et

‘may be issued under the plan ts 3,400,000 (2000 — 2,400,000) common

shares. The maximum number of common shares avaladie for issuance
any one person under the stock option plan is 5% of the common shares
outstanding at the time of the grant. The exercise price is based on the
market value of the shares at the tme the option & granted. In gererd, the
options vest evenly over a three-year period and are exercisable for perocs
not exceeding 10 years.

cn
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(Tabular amounts in thousands of Canadian dollars, except for per share amounts)

The following tables summarize information about stock options outstanding
as at December 31, 2002, December 31, 2001 and December 31, 2000:

December 31. 2002
Nurmber .
Quistanding Nurnber
Rermaining asat  Exercisable
Exercise Datscf - Ceniractual December  at December
Price Granit Expiry Date e (Years) 31, 2002 3t, 2002
S 1966 21-Feb-02 21-Feb-12 92 421,500 -
S 7.80 22-Feb-01 22-Feb-11 82 293,340 84,667
3 4.30 24-Feb-0d 24-Feb-10 72 497 845 302,336
S 1150 25-Feb-29 25-Feb-04 12 293,335 293,535
S 18718 23-Ape-88 23-Apr-03 03 12,000 12,000
§ 1150 19-Feb-28 19-Feb-08 0.2 194000+ 194,000
Totat 6.0 1,712,220 886,538
Decerrher 31. 2001
Numker
Qutstending Numbsr
Ramraining asat Exercisable
Exercise Date of Centractuat Oecermber  at December
Prica Grant Expiry Cate Life {¥ears} 31, 2001 31, 2001
S 780 22-Feb-01 22-Feb-11 a2 345,500 -
8 430 24-Feb-C0 24-Feb-10 82 565,190 147,518
S 150 25-Feb-99 ' 25-Feb-4 22 322,203 211,034
s 1878 23-Apr-98 23-Ape-03 12 16,000 16,000
S 1450 19-Feb-98 19-Feb-03 12 198,000 199,000
3 8.40 24-Apr-97 24-Apr02 0% 74000 4,000
S 8.75 20-Feb-97 20-Feb-02 0.2 563 668
Total 60 1453561 - 578218
Oecember 31. 2000
Number
Qutstanding Number
Remaining as at Exercisable
Exercise Date of Centractuel December  at December
Price Grant Expiry Data Life {Years) 31, 2000 31, 2000
S 4.30 24-Feb-00 24-Feb-10 8.2 886,000 -
S  1S0 25-Feb-99 25-Feb-04 32 352,000 117,333
3 1878 23-Apr-38 23-Apr-03 23 16,000 10,666
S 1450 19-Feb-98 19-Feb-03 22 201.000 134,000 .
S 8.40 24-Apr-97 24-Apr02 13 6,000 6,000
S 8.75 20-Feb-97 20-Feb-02 12 57,003 §7,003
S 4.00 18-Ju-66 18-Ju-01 0.5 53,335 53,335
Total 53 1,371,338 378,337

At December 31, 2002, 2001 and 2000 the number of options exercisable is

886,538, 578,218 and 378,337, respectively, with wetghted average prices of -

$10.58, $10.87 and $11.25, respectively.

Canadian generally accepted accounting princip(es permit the use of the

" intrinsic value based method, provided pro forma disclosures of net income
and earnings per share are made as if the Company had measured the
compensation element of stock opticns granted based on the fair value on
the date of grant. Such proforma disclosure foflows:

20C2 2001 2000
Net income
As reported S 79552 3 4430 § 27470
Pro forma 822 43874 26,820
Basic samings per share
#s epoted $ 18§ 121§ 08l
Pro forma 159 118 078
4s reported $ 481 S 119§ 080
Pro forma 157 116 078

H
i
H
|

The per share weighted average fair value of options gram=d during 20C2,
2001 and 2000 was 88.33, 85.14 and 83.40. The fair vefus of the opticrs
granted was ‘estimaiad at the date of crant us.r\g 2 Blask-Schoies opfen
pricing mode! with the followrg weg:tw average assumeiions:

2002 207 200
Fisk-free intsrest rata 554 % % 331 %
DOhidend yieid 00 % % e
Volatity of the expectad markat price
of the Corrgeny's Comrrmon shares 591 % €222 % &0 %
Expacted ogtion B [nyezrs) 5.4 ] a0

The Black-Scholes option veiuation model was devzicoed for use
estimating fair value cf traded opticrs wihich have no vesing restrictions end
are fully transierable. As the Compamy's empoyes s:iock opticns hae
characteristics signiicantly differsnt fom those of Taded oplicns, angd
because changes in the subjective input 2ssumptions can materialy affect ta
fair value estimate, in marag;"‘a”t‘s opinicn, the zbove pro fonre
adjustments are rot necessarily a refelie single measre o the fair value of
the Company's employee stock options.

(b) The Company has an employes share purchase pin whers qualifying
employees can cheose each year o heve up to 5% of Their anrual bese
earnings withheld to purchase the Compenys common shares. Trs
Company matches one half of the empioyee contribaticn amount, and s
contributions vest immediately. Al corirbutions are used by the plen
administrator to purchase common shares in the os=n market. The
Company's contribution is expersed 25 pad and #&or ‘E years ended
December 31, 2002, 2001 and 2000 ‘otalled a\_BT oG, §252.000 and
8226000 raspectrvesy o ‘

5. Underwriting policy and reinsurance ceded:

In the normal course of business, the Company sesks 1o reduce the loss &
may arse from catastrophe or cier events thet causs unfa'our:ao»:
underwriting resufts by reinsuring cer=in levels of risk. o varlous aress of
exposure, with other insurers. Tne Company is not relieced of its primery
cbligation to the policyholder as a resit of the rsinsurancs Sansacton.
Failure of reinsurers to honour their chications could st n losses to te
Company, consequently, the Company continuely eaistes the financial
condition of its reirsurers and monfiors concenrations of credit risk
minimize fts exposurs to significant lcsses from reinsursr rsohvency.

The Comparyy follows the poficy of underwiting and =irsuring cortracts o
insurance, which fimits the net excesrs of the Comoary 10-2 maximum
amount on any one less of 3500,000 ¢ 31,000,000 n §e avent of properny
or liability claims for each of the yeers snoed Decemnber 31, 2002, 2001 era
2000, respectively. In additon, the Company has coisined catastrocre
reinsurance which provides coverage 1 the event of a series of caims arsing

_out of a single ocourfence, which Imits this expesurs in Chraca B

$1,500, 0C0 per occurence to a rraxdmum coverage of $42.000,000 for e
year ended December 31, 2002 and 2 maximum coverace of $25.000,CC0
for the years ended Decernber 31, 2001 and 20C0. In tre United Stztes the
Company’s catastroghe reinsurance BE7Es this expesure o U.S. 85,000,000,
U.S. $1,310,000 and U.5.31,000,000 for the years ended December 33,

2002, 2001 and 20C0, respectively, per ocourrence to @ maadmum coversge

of U.8.880,000,000, U.S.$15,000,000 &d U.S.57,500.00Q. respectively. For
homeowners risk in Forda a separsie mexdmum coveraoes was mantaines
during the year ended December 31, 2001 of U.S. $40,00C,000.
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(Tabular amounts in thousands of Canadian colars, except for per shere arounts)

The amounts deducted for reinsurance ceced irom net premiums eemed,
claims incurred and commissions and premiur t2xes for the years December

- 31, 2002, 2001 and 2000 were as follows:

{c) Amourts and sxpirsfion dates of the ogerating loss camyforward are

as folows:

Yoz & nE oerEing s Eorztion dats Net ceerating less
o] 200 20 .
Ceeda pzsions:

Nzt premiums samed S MLy 8§ S0 8§ AT e 29 § 18,148

Clzires incured B2 S 17812 N
Commissicrs 2nd premium taxes 1450 12745 3% pi==3 200 S 1,510
B=n 232 4,837
The amount of assumed premiums wrtian was S$188,086,000, RS 3. 7083
§149,777,000 and $27,353,000 for the years anded December 31, 2002, 186 29 1324
2001 and 2000, respectively. The amount of assumed premiums gamed was 200 sl 2583
$215,780,000, $142,715,0C0 and $12,611,000 for the years ended 2005 2221 5119
December 31, 2002, 2001 and 2000, respecthaiv. 202 222 82101

8. Income taxes:

(a) The Company’s provision for income taxas. compared to statutery rates
is summarized as follows:

202 20 2000
Provision for tzxes at Caracien

statutery marging inccme tax rate § 274 S I 5 2
Non-taxable rvastment income [ror) et fca)

Foreign cpersiions subject o
different t2x rates B84y oA G.585)
* Non:deductts2 goodwil amorization . - 2755 42.TE2

Crengeintex mtesandotber ' 1187 qrE

Provision for come taxes § (BT S W0LE3 S 8.3

b) The components of future income tax balerces are as fodows:

2002 200
Future incorme 13x assats:

{osses carmad forward .8 %o g 7.300
Urpaid ceirrs and uneamed pEmiuTs 33,633 7738
Investmeets 1,713 1088
Other - 7,624 328
Futurg income 2x assels . 7,058 et

Future incame t2x fabilities .
Defarred pobcy acquisition costs {12,248 B35
Unpaid cigirms and uneamed premiu™s [ene] [==n]
Invesimer’s. L N -] =
Goodwil &d intangitle 2ssets o ) . (289 -
- Other X L ) N s
Future income =x fabiies (17,559 [xiagocc
Net future income tax assets S 5505 § 2BGH

{d) # ihe Compary befieves that all of its furure income tax assets will not
rasult I future tax bensfts, it must establish a valuation allowarcs for the
portion of these assets the 1t thinks will not be raalized. Based predominantly
voon = review of the Company's anticipated future eamings, but also
incudre 2l other avsiebia evidence, both positive and negative, the
Company has conciudsd & s *more liksy than not® thal its net future income
{ex zsses will be reaizad.

7. Uncaid claims:

(a) Netur= of unpad caims

The es=blishment of the provision for unpaid claims is based on known facts
and Irisrpretation of circurnsiances and is thersiore a compiex and dynamic

- process milugnced by a lerpe varety of factors. These factors include the

Compeny's experience with similar cases and historical trends involving
cieim peyment petisms, loss paymenis, pending levels of unpaid claims,
orocLcE mix or concantration, claims severity and claim frequency patterns.
Cirer ctors inchuce ths conmtinually evohving end changing regustory and
lecal emvronment, ectuarial studies, professional experience and expertise of
the Company's cgim cecanments' personnel and independent adjusters
reigined 1o hancle individual claims, the quality of the data used for projection
purpeses. existing caims management practices including claims handling
and seTement practices, e effect of inflaticaary trends on futwre claims
sattierrert cosis, court decisions, economic conditions and public attitudes.
n acddiion, fime can be & oriical part of the provsion determination, since the
longar the span teteeen the incidence of a loss and the payment or
seitemert of the ceims, the more varizble the uimate settement amount
can be. Accordingly. shori-=2i claims such as property claims, tend to be
more reesonebly predictatie than long-talled claims, such as generaliiability
and ectornobile scodent terefit daims which are less predictable.

Corsequarly, the process of establishing the provision for unpaid claims is

. corrplex and impreciss 2s & raiiss on the judgement and opinions of a large

nurmber of Pdvidusts, on Historical precedent and trends, on pravafing legal,

economic. social and reguigtory trends and on expectations as to future

cenaioorments. The process of determining the provision necessarty invaives
risls thet he echuel results will deviate, perhaps substantially, from the best
esdmreiss made.

(D) Provision for unpaid clairss

Tre Cormpany comgietes en annual evaluation of the adequacy of unpaid
ciaims & the end of each financial year, Tnis evaluation includes a re-
estimation of the fab&@y for unpaid claims relating to each preceding financial
yezr comparsd to the Eebity thet was orginally estabfished. The resulis of
this compearson and the changes in the provision for unpaid claims for the
yeers erded December 31, 2002, 2001 and 2000 were as follows:
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2002 205 208

Unpad czims —begrieg & year - net $ 487229 S5 R2VS 5 22372
Nt unpeid deirs of S fsdiaes acquisd 207,8:0 - -
Frovision for IS coarng: ) ‘

in the curent yer 1,152,507 Rk eoeRacyl

In pricr yeers 101,072 et 835
Ciaims ped during e ye= =lating to:

Tre cument yoer {491,352 [ o)

The pror years {382,051} {122,307}
Curmaney Tensiation adisrent (8,65€} i3

Urpaid cgims - end & ys=r - net

Rensurers’ and o s
shars of unped Seirs 134,198

Uroald caims - end & e $1,200,554

1,066,355

%]

f
3

Tne results for the years ended December 31, 2002 and 2001 were ac.arsaly
zifected by the evaluation of unpaid ciaims related o price years. The acversa
development of Oriario auto claims (nciuding miciorcycie, commersal awia
and long haul trucking) was the primary rezson for the unpaid claims
deficiency. Evolving case law and the erosion of ths tort threshold in Cntario
has led to an extension of the reporting period during which a plaintf mey
bring suit. Also, we identiflied significenily increasad frequency and severity
trends in health care cost in Ontario beginning in 2000, whars we ars eouirsd
to offer unlimited coverage and much higher febifity firnits than cur cther
markets. The numerous changas to Ontario autcrmobile egisiation and court
decisions throughout the 1990's hes inhibited the Caredian insurancs
industry’s ability to accurately predict the ultimate cigims fabilites associatsd
with Ontario autcmobile pohcxes which lncludes autorrobie, trucking and
motorcycle risks. As changes to Ontario automietiis p«.&a% have ccourse,
ihe changes have been reflected in cur assessment ¢f unpaid ciasms for
cument and pricr y=2ars as well as o assessrrent of caims that ocour n
future perods. As a result, we increzsed our asiimats for unpaid ciaims
relating to autermotiie third party fisk&ty claims imcurred prior to 20C2. Ths
estimated provisions related to autcmcdie accidart beneft claims wers alsd
increased as the ¥iation rate and sewerity factors previously utllized wers
found to be inacemuate. We increased our reser@s relatad to tort fizcfy and
revised our expected loss estimates for automotiiie accident benefit cams In
our 2002 unpaid ciaims liabilities to account for the upward changes In both
health care cost idation and severity.

With the introduction of Bill 53 in November 1866, the insurence incistry in
Ontario expectzsd fhat tort liability ciaims would ke damatically reduced frovn
previously experdanced, except in cases of catastreghic injuries, and
settiement procedisss refated to eccident benefit ciaims would provice mae
controls over health care costs and dszhilty cayments to claimenis then
under previous leggsiation. Both of these expeaﬁbrs proved ineccuraie
based on-losses mcured from 1297 to 2001 thez

unpad claims defciency became avaizble. We continue 1o re-evelt=s te
unpaid claims provision in light of the changing ervironmental and legisisthve
endscape.

Another material contributor to the ecverse deveiopment of unpaid cains
Sabilities in 2002, rei=ted to ¢laims incurred in 2CG3 and prior y=ars’, wes non-
standard auto podcies written in Scutheasterm United States. Adverse
development of unpeid losses incurred in 2001 accounted for approxarately
S30 milion in 2002 reported incurred iosses. Sirmiar to Ortario, Aerica has
experenced a sigricant acceleration in fraudulent ciaims acihvity over the lest
saveral years: Although we have taken steps to comibat this development, the
urfavoreble legal emvironment resudted in the infation of daims payments
beyond our origing estimates. We have reflected e evised daim esmatss
retated to unpaid actomobile liability {personal injury protection) claims in our
2002 unpaid cleims abilties. )
These increases (Cecreases) in prior accident year incurred claims, which
amounted to $101.1 milion, $33.9 miion and (S3.4 micn), were recognized
curing the years ended December 31, 2002, 2CC1 and 2000, respectively.

opedmsa.mu
periods. We recogrized these losses as "the Irsonmetion supperting the- s

Tre foflowing iables identiily the relative contribution of the incraases
{decreases) in ircured claims attrbutable to the respective products and
incurrad loss years.

Yaar Tnced Decarmier 31, 2002

Non-
Sterced Standard
Moiomvdle  Trucking Ao Adto  Prccerty  Lisbfy  Other Tcs
18ET
adoior $3210 5 (437 S (109§ 4402 § ER3 S 687 8 {3 S7IiB
RESS [tai] 338 2873 083 32 579" 133 7785
1928 kS 1177 1802 2212 Al 885 8 8321
2200 1864 3,107 6,063 13,654 5 261 {520y 24,
pay] 336 4,573 6.051 42,981 1023 362 {an S5
Tei= $§ 573 S11,7118 $§15406 § 64317 § 433 52354 § (409) 5101,079
Yazr Sndad Decerrtar 31, 2001
Non-
Stancad  Sundard
Mooocle  Trucking ALD Asto  Prcarme  Lebiity Other Tesad
==
coor § 35 S (€ 8 (12008 123% S 5 5 546 8 38 #1740
187 86 335 jec) 1,888 3 128 {100 273
185 1,480 235 470 4,881 ez 168 1 7173
1938 1,447 1919 [ =" [ o SR o] 41 B3
200 333 1,923 101 . g1 130 269 {200) 13585

To=E $3581 S 44735 2483 S 2,066 § @33 S1714 § [210) S3E4

Yazr Ended Decemter 31, 2000

Non-

Stanczrd  Sandarmd
Mairovtie  Tnucking Auto Auto__ Proccersy  Labilty  Other Ton

==

scor § 379 S - (S 2 s 8182 S K5 S 57§ 81 S8
1203 (28] 2 =) (49n) [==3 4} ® (47
1957 563 479 7189 (6.853) =S 06 (149 @)
io=s] 16 5804 {&81) {5.766) e 109 (0§ (107
12 75 Be7Y) 2an £.008 (421 508 (80 @D

Ted S (19 5 &1 524085 1052 § 02 § 773 S(13T) SR
(€) Tre fair valus of unpaid claims and adjustment expenses, gross and
recoverable from reinsurers, has been omitted because it is not practicibie to
determine fair value with sufficient refabilty.

o ) ,
8. Aoqmsrtlons ‘ -

“in 1999 the Ccmpany acqunred a of the outstdac'zng shares of Hamitton

Imvesiments, Inc. ("Hamiftton®). All consideration wi be paid in cash, part of
wiich wes paid at closing, with the remainder to be pad based on the
earmings of Hamdton for the fiscal years 1999 to 2008. The present valus of
the gueranteed future payments wes accrued & the date of acquistion.
Tre addiional consideration payable for the years ended Decernber 31,
2002, 2001 and 2000 was $2,369,000, $2,335,000 and $2,197,000,
respectvely. At December 31, 2002 contingent consideration based on
earmings is not expected to be payeble.

Cn April 5, 2002, the Company acguired all of the outstanding commen and
preferred shares of American Courdry Haldings, trc. & a purchase price of
S37.8 milion. The results of American Country's operations have been
inchuded in the consclidated finencial statements since March 31, 2002,
American Courtry owns all the ocutstanding sheres of American Country
insurence Compeny, an insurer of taxicabs based in Chicago, Hinois.
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The folicwing table summarizes the estimated fair value of the assets acquired
and the fabilties assun_‘red 2t the date of acquisiton:

Cash &6 vestrments s
oS mesvabie 102,555
Ctrer =ghie assets 35758
At 372
Fsurance licersss 3333
Goodail 20,110
Yotz sssms e
Berk nosmadress 15,754
Irsance fabifties 304200
Acoourss payeble 2,45
Ctrar Enities T s
Total femitiss 243018
Puses e s 40008

9. Segmented information:

The Cerroiany provices property and casualty insurance and other insurance
related services in thres repontable segments: Carada, the United States and
comporals and other msurance related senices. The Company's Canedian
and United States segments include transactons with the Company's
reinsurarcs subsidiaries. At the prasent time, other insurance related senvices
are not sgnificant. Results for the Company's operating segments are based

. on the Company's kramal financia! reporting systems and are consistent
with thése: followed in’the preparation of the consclidated financial
‘statements. The segmerited information for December 31, 2002 is
summearizad as follows:

Comorate
Carada  United Stz and Other Toia!
Gross premiums weiten $ 40075+ $1833%7 S - 5 2124291
Net prerriurms sned 115097 1,322,327 - 177754
nestmert mcome foss) 24,058 F-d {787 84853
Nat rezizeC s fosses] Q374 17,082 1749 13258
eest ogers: - 10.5C8 1,786 12274
Net ncorre ‘=x axpanse (e .05 @751 960 5,796,
Amerizesien oF zapital assets
and defrad charges 748 7529 1081 9338
Amorizeson I ngble assss - 718 - 718
Net ncorre Joss) (13,042) 83,705 3,885 79,532
Ttz asses $1209918  $1570807 5 13708 5 2854434
Aodiions 0 oodwa - 20110 - 0,110
Adciiors 'o TErnchl assels - 7.335 - 7,335

- The segrreried Information for December 31, 2001 & summarized below:

. Corporzte
Careda  United Stazes and Otfer Toad
Gross premiurTs arkEn S 36049 S 709213 S - 5 (65282
Net premiuTs =med 21,525 550,604 - 872880
vestiment teore 25,885 27,280 29 2553
Net reefized oS 7573 4426 74 12,079
et ecerse - 10282 1,137 138
Nat ncame t=x sxpense 2,841 6730 412 10083
Goochil amars=ion 701 5105 50 5£38
Armerization of s essels
addsFeticrages X2 3,122 1361 5,137
Net ncorre T 14925 27,080 2928 24931
Yo essets S &35 S1,075338 5 69861 § 177RIM

The segmented informasion for Dacamber 31, 2000 is summarized below:

s Comirsia
Caraca  Unisd Statss and Otrer Total
" Gross praiums writzn - S 284 S G53.08 - S 402
Net premiurs earmed 251,28 233,07 - 539,969
Invesiment incoms 24,335 22,327 414 44,578
Net resizad gains 5885 4359 - 10,444
Infersst expense - 10,263 1,125 11,408
Net neome ax Bxpersa (=eoert 4078 1620 @75y 5383
Goocwl amortization 05 2784 - 5,469
" Amorizaton of cepital assels
2nd dsfamed chame: 1314 2718 9 4121
Net oore 15,438 7518 1,363 27,470
Toigl 2558ts S 488585 0§ 823563 25683 S 1173928
Adcitices 1o goodwil - 2273 - 2271
The Company’s gress premiums written are derived from the following
business lines and geogrechical areas:
2002 2001 2000
Busiress Lre
Persoraf Lines: .
Non-Stancard Ao 39 % 51% 56 %
Stardard Alto 2% 3% 6%
Motersycle 2% H 6%
Proparty (inclucing Lizb 2% 3% 3%
Werrarty 1% 2% 3%
Cther Specialty Lines 1% 1% 2%
Tetl Personat Lines 47 % 1y %%
Cammercial Lines:
Tekng 32% 24% 13%
Corercial Alto 8% 5% 3%
Propeey (rcluding Labiind 1" 5% 6%
Cther Specialty Ures 2% 2% 2%
Tetad Commercial Lines 83% 3% 24 %
TeLal Gross Preiums s 100 % 100 % 00 %
2002 2001 2000
Geographica) Area
United Staes:
Foride 12% BH 9%
IEres 11% 15% 0%
Caiioma 1% 4% 0%
Texes T% 8% 8%
South Certira 4% 5% 2%
pebarra 3% 1% 4%
Perrspana | 3% 3% g
| Cter ) 26 % 17 % 10%
Totd United States ™% 87 % 35%
Caracz:
Crizro 0% 18% 2%
Abern 5% 7% 9%
Quebec 5% 3% 9%
Citer 2% 2% 3%
Total Caraca 8% B% 45%
Totd Gross Preriums 'Arten 100 % W% 100 %

Poge >
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10. Indebtedness:

(a) Bark rosbtadness: .

Cn Febrary 23, 1999, the Company enterad into a U.S.5100 milion
unsectred or=dit facility with a syndicate of banks. Under this faciltty the
Comgeny tes the option to borrow at a floating rate equivalent to the banks
prime rate or jor a fixed term at a fixed rate of LIBOR plus a spread based or
e Compery's credit rating or upon the ratio of funded debt to total
capitafizztion, whichever is higher. The facility is for a fixed term of five years
and cos cay and was fully drawn on March 5, 1289 for general corporate:
purposes. During each of the years ended December 31, 2002, 2001 and
2000 the Company repaid U.S.85 million, and has the obligation to make
principal repgyments of U.S.85 milion in the year 2003, prior to the maturity
i the faciity on February 23, 2004.

In Méarch, 1929, the Company entered into intarast rate swep contracts
whereby the Company fixed its rate on this U.8.5100 miliion debt at 5.91%
plus & spread based on the Company's credit rating or upen the ratio cf
funded dett to total capitalization, whichever is higher, for the period of the
facility. Tre fair values of the liabilities under the swap contracts et
December 31, 2002, 2001 and 2000 were $8,832,000, $7,479,000 and
$168,000, respactively.

In May, 2002, ihe Company entered into a $66.5 miion revohing credit faciity
with a syndiicat2 of banks. The facility is a 364 day revolving credit facility at a
foating nizrest Ate determined based on the type of loan and our senicr
unsecured osbt rating. As at December 31, 2002, $33.076,000 was
outstanding undar this faciiity with an effective interest rate of approximately 3%.
(b) Senior unsacured debentures: .

.. On Decerfoer 8, 2002, the Compariy issued $78 million of 8.25% unsecured
senior dezertures with a matuity date of. December 31, 2007. Tre
debentures 22 redeémable prior to the maturity dats, at the Company's
option, previding at ieast 30 days notice to detenturs holders. Interest on the
debentures s payable semi-annually in arreers. The net proceeds to the
Compeany wera 877,087,420

{c) Suborcinztad indebtedness:

On Decemriar 4, 2002, a subsidiary trust of the Company issued U.S.815
milfion of cec@=l securities to a third party in a private transaction. A U.S.815
milion foztrg rate junior subordinated deferrable interest debenture was then
ssuad by Kingsway America Inc. to the trust in exchange for the proceeds
fom the private sale. The floating rate debenture bears interest through
March 4, 2003 at the rate of 5.42375%. Tnereafter, the rate will be the
London interbank offered interest rate for three-month U.S. dollar depostts,
plus 4%, tut untit December 4, 2007, the interest rate will not exceed 12.5%.
The Compzany has the right to call the securities at par after five years.

11. Contingent liabilities:
(8) Lega! Proceedings:

I connecten with its operations, the Compary and its subsidiaries are, from
-4me to tme, named as defendants in actions, for damages and couts

alegedly susined by the plaintifis. While 1 is not possible to estimate the
outcome of the various proceedings at this time, such acticns have generally
been resched with minimal damages or expense in excess of amounts
provided and the Company does not believe that it will incur any significant
addiicra] kess or expense in connection with such actions.

() Stetutcry Requirements:

Statutery poficyholders’ capital and surplus of the Company's insurarice
subsiciaries wes 5654.3 milion and $456.9 million at December 31, 2002
Minimum asset and capital requirements were met in &l jurisdictions in which
the Comparys subsidiaries operate. For the year 2003, under the various
nsurance reguiatory restrictions, based on our December 31, 2002 financial
statements, our insurance and reinsurance subsidiaries would have
aggregate Gvidend capacity of $18C.3 million.

(c) Letiers of Cradtt:
At Decemnber 31, 2001 the Company had entered into a U.S.$175 mifion
letter of credit facTity. On October 4, 2002 this was replaced by a syndicated

- U.S. S350 mifion facEty. Tre letter of credit facility is principally used to

collaterefize inter-company reinsurance balances for statutory capital
manegement purposes. Tra Company pledges securities to collateralize the
wtifized portion of the letter of credit faclity. At December 31, 2002 and 2001
the letter of credit fac@ity utfization was U.8.8304.6 milion and U.8.5173.5
million, respectively.

Also from time to tme, the Company pledges securities to third parties to
collaterafize fabifties incurrad under its palicies of insurance. At December 31,
2002 and 2001, the amount of pledged securities was U.$.549.2 milion and
$nil, respectively.

12. Fair value disclosure:
The fair velue of financial assets and liabilities, other than investments (Note 2),

unpeid daims (note 7) and interest rate swaps (note 10) approximate their
camying amounts. : ’

13. Reconciliation of Canadian and United States Generally
Accepted Accounting Principles:

The consofidated financia! staiements of the Company have been prepared
in accordance with cenerally accepted accounting principles ('GAAPY) in
Caneada. The significent differences between Canadian GAAP.and U.S.
GAAPR, which afiect the Company's consolidatad financial statements, are

. described ba‘bw;

The folicwing table reconciles the consolidated net income as reported ‘
under Canadian GAARP with net income and other comprehensive income
in accorcance with U.S. GAAP:

2002 2001 2000
Net reorre Sased on Ceredian GAN § 79532 § 41/i 0§ 27470
Impact on e income of U.S. GAAP
adustrers. et of e
Defered sizreup oosts oz 1532 1,052 187 oty
Goocw® amerzsson (nete 1540 - 118 10 -
Eouity acoourding inots 13 1,237 281 {883}
Net rcame besac on U.S. GASP $ BIB21 S 48385 § 27608
Ctrer compretersie reome adLstmess:
Crangs 1 urreeieed gein on Tvestments 5
cessier as 2aiebie or s2ie (nete {13d) 20,973 11,998 24,088
Crange 'n & vake of st it swers {1,152 7479 -
© . Lsss mEed s e Exes 14,949) 2312 ! 58l
O cormprensie reome acusmers 14872 2065 18082
Qurarey Tersiesen edussrens e pariod (4,409) 11447 3,182
Ctrer comprshersie noere 10,483 13482 21,244
ot compererse roome S ®mest S W|ET S 48832
Basic earings per stee ke on
U.S. GAAP ret rcome : s 18 § 3258 Q.81
Diuted eemincs pershere bessd on
US. GA®P ret rcorme . $ 188 S 12 8 0.80
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The folowing table reconciles shareholders' ecuity as reported uncder
Canadian GAAP with shareholders' equity in accordance with U.S. GAAP:

2002 AC1
Srarsheiders' equty besed on Caradian GASP S 612325 5 5652
Cter comperensie ncome 18,358 1,686
Cumulative net incoms impact:
Deiered stan-up cosis {nots 13() {1,381} [xliced
Googwil amrerization note 13(0) (1213 (1.213
Ecuity accouniing Incta 13(c)) 635 (5872
Srarshtiders' squity tased on US. GAAP S 8255324 § 53350

Statement of Financial Accounting Standards (SFAS) No. 130 ;Hepcrﬁr;c_;
Comprehensive Income” requires the Company to dcisclose items of otfer
comprehensive income in a financial statement and to disclose accumulataxi
balances of other comprehensive‘ income or less in e equity section of the
Company's balance sheet. The total cumulative cther comprehensive incorms
amounts to 527,648,000 and $17,185,0C0 as &t Dacamber 31, 2002 ar«!
2001, respectively.

(a) Deferved start-up costs:

Under Canadian GAAP, start-up cosis of Avalon Risk Management, Inc. zrs
deferred and amortized over a five year period commencing from the date tha
start-up perod ended. Under U.S. GAAP, such costs are expensed in a
periods in which the expenditures are incurred.

(b) Goedwill amortization:

As per Note 1{e), effective Januéry 1, 2002, 21 exising goodwill which is
currently included in the Company's Consofidated B2fance Sheets ceased to
be amortized to income over time for both Caracien and U.S. GAAP, and i
subject to a perodic impaimment review to ensure that the fair value remains
greater than, or équal to, book value. Any excess of ook value over fair vajue
will be charged to income in the period in which the imoarment is determined.
The Company adopted this new standard prespecivaly. As a result of the
adoption of this new standard, no goodwill amariizetion was recorded in the
twelve months ended December 31, 2002, ’

Under Canadian GAAP, guarantes fund assessment kebiities were estimatad
and accrued at the date of acquisition, which resuftad I an increase in tha
amount of goodwill recarded. Under U.S. GAAP, such costs are expenses in
the periods in which the liabilities are estimated.

Prior to January 1, 2002, under Canadian GAAR, the amortization of goodwil
was shown as the final item in the Statement of Coeraiicns, net of applicabie
taxes, whereas under U.S. GAAP this presentation wes not permitted and the
appficable taxes would be included in the income tBx expense on the
Staterment of Operations. As a result, under LS. GAAR, the applicable taxes
of $818,000 and 5737,000 for the twelve months encged December 31, 2001
and 2000, respectively, would be reclassfied to crease the goodwil
amortization and decrease the income tax expenses. Goodwill amortization ™ |
would be classified with expenses under U.S. GAAR. - 8

(c) Equety accounting:

Under Canadian GAAF, the Company's 25% equity investment in an investee
is carmied &t cost as the Company does not have significant influence over the
investee. Under U.S. GAAP we are deemed to have significant influence
because the Company's equity investment exceeds 20%, and the equity
method of accounting is used. This method recognizes the Company's share
of net income or loss of the investee. Also, under U.S. GAAP goodwill is
recognized, and prior to December 31, 2001 was being amortized over a
period of 10 years.

(d} Portichio investments:

Under Canadian GAAP, portfolio investments are carried at cost or amortized
cost, ard where a decline in value of an investment is considered to be other
than temporary, a write-down of the investment to its estimated recoverable
amount s recorded. Under U.S. GAAP, such investments would be classified
as avalleble for sale and are marked to market after write-downs for other
than termporary declines in values, and the unrealized gain or loss, net of any
future ircome taxes, is recorded as other comprehensive income, a
compocent of shareholders' equity.

() Accounting for Dervative Instruments and Hedging Activities:

In June 1888, the Financial Accounting Standards Board ("FASB") issued
Statemert No. 133, "Accounting for Derivative Instruments and Hedging
Activities™ ("FAS 133"}, as amended by Statements No. 137 and 138, which
establisted accounting and reporting standards for derivative instruments
and for hedging activities. Under FAS 133, all derivative instmmehts, including
certain dedvative instruments embedded in other contracts, are récogntzed
as either assets or fiabilities in the balance sheet at their fair values, and
changes 0 such fair valies must be recognized immediately in earnings
unless specific “hedging criteria are met. The Company adopted this
staterent effective January 1, 2001 for purposes of its U.S. GAAP
reconcizion. The Company has purchased interast rate swap contracts that
are desigrated as cash flow hedges against the amounts borrowed under the
unsecured credit faciity. The terms of the swaps match those of the
unsecured credit facility, and were entered into to minimize the Company's
exposure to fluctuations in interest rates. The change in the fair value of
interest rzie swap contracts is reflected in other comprehensive income.
{f) Futurs accounting pronouncernents:

The Corrpany does not expect the adoption of any known proposed
accountirg pronouncermnents to have a material impact on its consolidated”
financial s=tements.

14. Compearative figures:

Certain comparative figures have been reclassified to conform with the
financial statermnent presentation adopted in the current year. s

S
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Kingsway Financial Sarvices Inc.

Supplemental Financial Information

Eight Year Financial Highlights

(in thousends, excent per shere amccrts) 2002 2001 2000 1o 1908 1997 1995 1995
Gross premiums written S 2,124,681 S1,085232 S 843022 5 508385 §408,200 S 210,785 S 140,610 S 60,049
Net premiums earned 1,737,754 872,830 539,2€S 443,357 314,651 174,452 107 679 46,063
Underwriting profit (oss) 2,612 7.637 5,260) (11.453) 19,075 7.319 4707 1,560
investment income 64,835 52,353 44,378 37,753 30,839 13,660 8,271 4,658
Net realized gains 16,259 12,072 10,425 &30 6,640 6,176 2,778 2565
Net income 79,532 44,831 27,470 3.383 31,011 22,151 © 11,162 3,767
Sharehalders’ equity 612,925 £§36,822- 272,713 242,042 250,065 213,248 88,634 36,677
Total assets 2,984,434 1,778,722 1,173,828 1,071.710 1,012,778 511,229 248,233 95,601
Retained earnings 244,643 185,151 120.180 ¢2.718 78.112 48,101 25850 14,788
Claims ratio (3s)

Company 71.4% T0.8% 58.8% S5.4% 61.6% 85.3% 64.9% 66.5%
industry - Canada - 76.5% 7r.a%s 74.4%2 3.5% 73.7% 70.8% 72.1% 72.8%

82 Expense ratio (%)

Company ', S S 28.4% 28.5% 32,13 342% 32.3% 30.5% - 30.7% 30.1%
Industry - Canada ' L 293% © 33a% - 330% 55.0% . . 338% a2.4% _ 31.9% 32.0%

Combined ratio {%)

Company 99.8% ©3.1% 101.0% 93.9% e5.8% 95.6% 96.6%

Industrv - Canada 105.8% 110.3% 107.8%% 107.5% 108.2% 104.0% 104.8%

Return on equity (%)

Company 13.8% 13.3% 10.7% 3.5% 13.4% 18.5% 21.4% 19.8%

Industry - Canada 1.6% 3.0% 7.4% 2.2% 7.3% 131% 13.2% 11.6%

Investment yield (%3)

Total return yield™ 6.1% 7.6% 10.8%= 2.5% 7.5% B.7% 10.4% 9.3%

Total realized return 4.9% 823 7.5% 5.8% 8.0% 8.2% 8.3% ) 8.1%
" Shareholders’ equity per sharg . e . : o . . '

Atyerend ’ $ 1256 S 11.03 S 807 S 74z 8 595 S 5855 326 S 190

Annual increase 13.9% 37T 12.53% 2.3% 17.0% 82.5% 71.8% 36.7%

Earnings per shara

Basic ] 163 S 121 8 0.81 S c38 s 086 S 074 8 052 8 0.31

Diluted S 161 S 138 8 “bE0 S 035 S 086 S 073 8 049 S 0.30

Weighted average number of shares outstanding

Basic” ' 48,743 37202 3,885 ESE=c) 35,804 29,856 21,448 12,260

Diluted” 49,427 37,835 4,341 33,718 36,443 30,496 22,400 12,260

All financial information relating to the insurance ndustry for the years 1485 to 2007 was otvizined from LAO Actuarial Consutting Senvices Inc., The Quarterly

Report, 3rd Quarter, 2002. Information for the 2002 year wes obtainad from e prefmirary estimetes published by the Insurance Bursau of Canada,
Perspective, March, 2003, :

+In thousands, after giving retroactive effect to the 3 for 1 shere subdivision on Nowvamber 10, 1285 and the two for one share subdnisions on October 10,
1996 and May 8, 1998.

= Total return yield inctudes the chenge in urreafized gains/(losses) on the investmers portcio. oo (ole



Kingsway Financial Sarvices Inc.

Supplemental Financial Information

Quarterly Results

T Tousands of GO, ExSeCt fir SMES 3TOUNTS)

2001 ) 2002

Qt Q2 Q3 Q4 Qi Q2 Q3 Q4
Gross premiums written § 216,035 & 280,127 $297,522 S 291,578 $ 416,397 S 502,647 S 605,566 $ 600,081
Nzt premiums earned 162,206 194,867 237,334 278,423 310,369 398,277 479,407 548,701
Nzt income 9,182 11,430 14,338 10,001 16,259 16,222 21,653 25,398
Earnings per share
Basic S 027 S 033 § 037 S 0.24 $ 033 S 034 8 0.4 § 0.52
Diluted 0.27 0.33 0.36 0.23 0.33 0.33 0.44 0.51
Market price per share
High S 1085 & 1475 § 1800 S 20.31 $ 2060 19.45 18.00 13.87
Low 7.50 10.60 12.00 14.05 16.09 15.90 11.75 9,50
Close 10.65 13.20 15.52 20.00 17.25 17.20 13.05 13.69

Rge "
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Kingsway Financial Sarvices Inc.

Canadian & Reinsurance Operations Corporate Directory

4

Kingsway General insurance Company

David K. Atking Dirsctor Wiliam G. Star President & C.E.O.
35310 Explorer Drive, Suite 200 John L SBeamish Dirsctor G. Steven Smith Executiva Vice Prasident & C.0.0
Mississzuga, Ontario Canada L4W 5H8 Paul lacano Director Claude Smith’ Vice President, C.FO.
\Willam G. Star Director ) ) & Secratary/Traasurer
Tel. (8C3) 629-7888 © James R. Zuhike Director W. Shaun Jackson " Vice Prasident
Fax (€C2) 6828-5008 Tom Mallozzi Vice President
Ralph Gelberg Vice Prasident
Jane Rogers Assistant Vice President
Michae! Rubenstein Assistant Vice President
Shelly Gotin Assistant Secretary
& Assistant Treasurer
York Fire & Casualty Insurance Company John L Bzamish Director Wiliam G. Star President & C.EC.
3310 Explorer Drive, Suite 201 Payl facono Director Eileen Lascelles Executive Vice President & G.M.
Mississeuga, Ontario Canada L4W SH8 Bamard Giuckstein Director W. Shaun Jackson Vice President & C.FO.
WV, SreLn Jackson Director Lorraine Skrzydlo Assistant Vice President
Tel. (SCS) 629-8444 Willam G. Star Director & Secretary/Treasurer
Fax (8C3) 529-5008 Tom Walton Assistant Vice President, Markating
Jevco Insurance Company Diavid H. Atking Director William G. Star President & C.E.Q.
2021 Urion Avenue, Suite 1150 Thomes A Di Glaceme Director W. Shaun Jackson Executive Vice Prasident & C.FO.
Montrszi, Quebec Canada H3A 259 Y. Bhzun Jackson Director Jacques Muir Vice President & General Manager
—2an Lasvisre Director Jean-Guy Leclerc Secretary/Treasursr
Tel. {312) 2843350 Jacquas Muir Director
Fax (§3<) 289-9257 J. Brian Resve Director
' \Waliam G. Star Director
Kingsway Reinsurance Corporation Nichgizs Crichlow Dirsctor Kirk Cyrus Presidant
Whitepark House, P.O.Box 1274 Kirk Cyres Director Corporate Managers
Bridgeicwn, Barbaccs West Indies W, Sheun Jackson Director {Barbados) Ltd. Secretary
Cavid Krg Directar
Tel. (243) 436-8928 Wiliam G. Star Dirsctor
Fax (243) 436-9932
Kingsway Reinsurance (Bermuda) Ltd. Charles Collis Diractor Andre J. Dill Secretary
\Aétor;a =all, 11 Victeria Street YW, Shaun Jackson Director Catharine Lymbery Assistant Secratary
P.O. HM 1828 Hamiton, Fobert Jehnson Qirector
=M HX. B2rmuda Viilkam C. Star Directar
Frederick Lamoine Dirsctor
Tel. (441) 268-6640 Usa Merseal A, Director :
Fax (4=1) 292-1563 Cizgyton Price

Alt. Director

R B



Kingsway Financial Services Inc.

U.S. Operations Directory

Kingsway America inc.

W, Shaun Jackson

Director

James R. Zuhike President & CEC.
1515 Woodfield Road, Suite 820 William G. Star Director Brian Wiliamson Chief Financial Cfficer
Schaumburg. Ilinois USA 60173 James R. Zuhlke Diractor Peggy Kiein Sr. Vice President & C.1.C.
i W. Shaun Jackson Vice Presicent & Secretary
Tel. (847) 618-7610 . Steven Smith Vice Prasident
Fax (847) 618-52753 Shelly Gobin Assistant Sacretary
Susan King Assistant Sacretary
Universal Casualty Company W. Shaun Jacksen Director Marshall Romanz President & C.E.O.
7280 North Caldweil Marc Romanz Director Marc Romanz Executive Vice President,
Niles, llinols USA 80714 Marshall Romanz Director C.0.0 & Secretary
William G. Star Director Brian Gerrnain Vice President, Claims
Tel. (847) 647-5430 James R. Zuhlke Director Kent Lang Vice President, Undenwritirg
Fax (847) 847-2571 Charles LaMantia Treasurar
Southern United Fire Insurance Company W. Shaun Jackson Director William G. Star President
Onea Southern Way Charles D. Jordan Director Richard Murray Executive Vice President & C.0.0.
Mobile, Alabarma USA 38619 Richard Murray Director Richard Bird Vice President, & Secrstary
Wiliam G. Star Director Carris Harper Treasurer
Tel. (251) 651-8008 James R. Zuhike Director James R. Zuhlka Assistant Secratary
Fax {251) 862-6562
American Service Insurance Company, Inc,”  John T, Clark Director John T Clark President & C.EC. Bz
3301 West Higgins Road, 8th Floar W. Shaun Jackson Director Jim Durkin Vice President, Claims
"Rosemont, Iflinois USA 60018 Wiliam G. Star Director Torm Ossrmann Chief Operations Cfficer, VP
B. Howard Zirn " Director | S & Secratary.
“Tel. (847) 318-5800 “James R. Zuhlke Director Caral Wiegel’ Assistant Treasurar
Fax (847) 318-02¢0
Lincoin General Insurance Company Gary Bhojwani Dirsctor Gary Bhojwani President & C.E.QO
3350 Whiteford Road, P.O. Box 3849 W. Shaun Jackson Director Gary J. Orndorff Executive Vice President,
York, Pennsylvania USA 17402-0138 Tim Kirk Dirsctor G.M. & Secrstary
Gary J. Orndorfi Director Tim Kirk Vice President, Claims
el (717) 757-0000 J. Brian Reeve Director Mike Andrzsjewski Chief Financial Oificer & Treasurer
Fax (717) 751-0185 William G. Star Director Roger Beck Vice Prasident
James R. Zuhtke Directer Kathy Phillips Vice Prasident
Hamilton Risk Management Company Roberto Espin, Jr. Director Roberto Espin, Jr. President
1.8, Security Insurance Company W. Shaun Jackson Director Kevin Walton Executive Vice Prasident & G,
2ppco Finance Corporation Wiliam G. Star Director Alterto Naon Vice Prasident, ins. Operatons
2315 Biscayne Boulevard, 4th Fioor Kevin Walton Director Rachael Aldulaimi Secretary/Treasurer
\fizmmi, Florda USA 35137 James R. Zuhike  Director ’ ‘
T2l (305) 572-2800
=zx (303) 575-4595
Avalon Risk Management, Inc. Gary Bhojwani Director Scott Wollney President
2701 Algonquin Road, Suite 800 W. Shaun Jackson Director W, Shaun Jackson Treasurer
=aling Meadows, lincis USA 60008 Wiliam G. Star Director Denise Lee Hruby Secretary
T2l (888} £78-4020
Fzx (847) 670-928C
American Country Insurance Company Daniel R. Deleo Cirector John A, Core President & CEQ
320 W. Medison Street, Suite 500 John A, Dors Dirsector Daniel R. DelLeo Executive Vice President
Chicago, llincis USA B0661-4544 W. Shaun Jackson Director Paut Romano Vice President & Chief Finarcal
Officer/Treasursr
TE. (312) 3734400 Wiliam G, Star Director Michael Francis Vice President, Claims
Fax (312) 312-4434 Jarmes R. Zuhike Director Joan Friedberger

Christine Gennett
Ronald Gold

Vice President, Undarwritng

Vice President, Actuary
Rae 64

Secretary
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Directors and Officers

Directors

Wiliam G, Star?
Chairman’ '

" F Michael Walsh 12 ¢

Lead Director

David H. Atkins **
Senlor Adviser,
Lang Michener

John L. Beamish 2
President, J. Uswellyn
Beamish & Associates Inc.

Thomas A. Di Giacomo ' 2?
President, Tadico Limited

Bernard Gluckstein 2
Principal, Gluckstein & Associates

J: Brian Resve *
Partner, Cassels Brock & Blackwell e

James R. Zuhlke
President & Chief Executive Officer
Kingsway America Inc.

' 1'Member of the Audit Committes

Kingsway Financial Services Inc.

Officers

Wiliam G. Star
Presicent & Chief Execute Officer

W. Shaun Jackson
Executive Vice President &
Chief Financial Officer

Frank Amodeo
Vice President

John McGlynn
Vice President, Finance

G. Steven Smith
Vice President

Elleen Lascelles
Assistant Secretary

Denis Cloutier
Chief Actuary

Shelly Gobin
Assistant Vice President & Treasurer

Michaet S. Slan
Secretary )
Partner, Fogler; Rubinoff L

2 Member of the Compensation and Management Resources Committee

3 Member tha Invesiment Committee
4 Member of the Nominating Committee

Shareholder Information

Head Office

5310 Explarer Drive, Suite 200
Mississauga, Ontario L4W 5H8
Tel. (905) 629-7888

Fax (205) 629-5008

Transfer Agent & Registrar . .
Computershare Trust Company of Canada
100 University Avenue,.Sth Floor

Toronto, Cntario M3J 2Y1

Tel. 1-800-683-9097

Email: caregistryinic@computershare.com

Stock Exchange Listing

The Toronto Stock Exchange &
The New York Stock Exchange
Trading Symbol 'KFS’

General Counsel
Fogler, Rubinoff ue

Auditcrs
KPMG w2, Toronto

Appointed Actuary
Claudette Cantin
KPMG wp, Toronto

Invester Relations B S ‘ !
" W. Shaun Jackson ‘ ’

Executive Vice President and

Chief Financial Officer

internet Address
Website: www.kingsway-firancial.com
E-mail: nfo@kingsway-financial.com

Common Shares Outstarcing
48,794,212 as at Decemiber 31, 2002

Annual Meeting

The anrual mestng of sher

will be held on Tnurscay, May 1, 2003
at 4:00 p.m. at the Desicn Exchange
234 Bay Street, Toronto, Ortario

Raoe 10



Kingsway Finzncial Ssarvicss inc.

Corporate Governance

Kingsway is fully commitiad to adoptirg and mainain ™ all apcroprizis comporzia

governance measures which comply with and excesd T2 Toronto Stock Exchangs

‘corporate governarce cu,deimvs (the "T8X Guicslines"; 2nd the currentyy oroposad

corporate governarce standards of the New York Stocx c2 ("NYSz=").

During the past twelvs months glone, Kng
reputation as leader in ccrporate goverrance practicss. Tns Comgpany hes adoptes

statement of Corporate Governance Practicas and has cronidad szoh ¢f its amployess
with access to its Code of Business Concuct and Etnics which seis high standards

for ethical behavior throughout the orgarzztion.

All Kingsway Board Committess cormgiy with the rzsuiremeris of ths relevant

guidelines with respect to comgositicrs 2nd competercy. The Commitizs

Compensation and Management Rescurcaes. investmant and Nomiraing) havs

each adopted a Committee Chartsr which exprassry outlinss iheir =spectve

obligations to the board of drchors znd the ComC'"” Th:,\e ocn"'nons arg

[ty
described in the Company's managsmant informat‘on circ;iar circuiated 1o
shargholders in ccnnection with the anrezl mesting of ahareheidsrs 10 22 held on

[Co

May 1, 2003.

The Chief Executive Officer and the Crigf Financial CSicer wiil also fils with the

Securities and Exchange Commission ! cartificetions g=pared in acccrcance with

the provisions of the Uniied Staies Sercarnes-Oxisy Act 271 2002 .

Fhae T



