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AmTrust Financial T

It has been almost twelve years since AmTrust Financial Services, Inc.,

first emerged as a company fully focused on approaching low-hazard,

niche commercial insurance markets from a new perspective. A few guiding

principles framed the company from the outset: To keep an entrepreneurial,

active eye on emerging opportunities. To develop a highly efficient, client-

focused proprietary technology platform based on the realities of the insurance

origination, underwriting, and processing model. And to vigorously seek out

new possibilities and process improvements.

In the intervening years, we have created,
within that framework, a $3.4 billion asset
organization with locations across the globe
in cities like New York, Cleveland, London,
Dublin, Dallas, Chicago, Stockholm, Atlanta,
Boca Raton, and Hamilton, Bermuda. We’ve
gained an outstanding reputation among more
than 7,300 agents as a responsive, responsible
provider of high-quality workers’ compensation
and commercial package property and casualty
lines. Retailers, manufacturers, and other agents,
meanwhile, benefit from our extended warranty
and specialty risk products. Thanks to the
dedication and skill of our nearly 1,000 employees,
we achieve consistently strong underwriting profits
year-to-year. Our lower operating expenses,
enhanced capital structure, and superior returns
on equity have further distinguished us from our

industry peers. With our balance sheet as our rock-
solid foundation, we are committed to maintaining
or improving our A- rating from A.M. Best.

In 2009, we, like every other enterprise, faced
a challenging economy that forced the closure of
countless small businesses across the country,
elevated national unemployment rates, and
softened retail demand. Nonetheless, we entered
the year with the expectation that we would
continue our record of intelligent growth while
bolstering our considerable bench strength.

We more than met both objectives. Whereas
many in the insurance industry faced flat or
negative growth throughout the year, we once again
delivered —growing our gross written premium by
8% from 2008 and generating strong returns with
an operating return on equity of 26%"", for our third
consecutive year of 20%-plus returns. Our reported
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net income was a record $103.2 million, up nearly
25% from 2008, with EPS of $1.72, compared to
$1.37. Our operating earnings™ of $125.0 million
remained stable compared to 2008, and during
the year we recognized $33.6 million in pre-tax net
realized securities losses, compared with $64.6
million last year. Our continued underwriting and
pricing discipline once again produced strong
results, with a loss ratio of 57.1% and a combined
ratio of 79.8%. Our commitment to strong expense
efficiencies was reflected by an expense ratio of
22.7%. During the year we invested approximately
$19.8 million in dividends and share repurchases.

Discipline likewise guided our approach to
acquisitions. In September, we brought the widely
respected Internet-based provider of monoline
workers’ compensation, CyberComp, into the
AmTrust family, acquiring a $100 million renewal
rights book. This agreement expanded our

Operating Earnings ()

$ in Millions

Small Commercial Business segment workers’
compensation offerings in some key states and
provided additional opportunities to enhance our
technology platform in a measured way.

Throughout the year, we continued to expand
the AmTrust family by attracting new talent, including
three teams in our Specialty Risk and Extended
Warranty and Specialty Middle Market segments—
twenty individuals in total, located around the world,
who further strengthened our bench with their
expertise and substantial books of business.

In October, we took another foundational step
by partnering wWi*'. . wicnivan Gupiiai 1 soguiorios
Corporation (ACAC) on its acquisition of GMAC’s
$1.0 billion U.S. consumer property and casualty
insurance business. Our initial $53.0 million
investment will ultimately represent a 21.25%
ownership stake, and, in addition to a strong
return on our investment, we expect to generate
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substantial additional revenues in 2010 and beyond
in the form of IT development and outsourcing fees,
as well as asset-management fees and reinsurance
premiums. Additionally, we will have the ability to
market to ACAC's distribution force of some 10,500
agents, who may also cross-sell AmTrust products.
Sound, conservative investing and smart
management of our capital position continue
to be hallmarks of our success. By the close of
2009, over 89% of our fixed-income investments
were rated A- or better, and we kept the portfolio
duration relatively short at 3.3 years, fortifying
our position as we look toward 2010. Further,
in October, we extended our 40% quota share
agreement with Maiden Insurance Company, Ltd.
through 2013, a move that enables us to continue
to efficiently leverage our balance sheet while
improving our expense ratio and further enhancing
our return on equity.

1
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In many ways, 2009 was for us a critical
juncture—a time during which we continued
to optimize our multiple lines of business, our
extraordinary managerial depth, and our growing
global footprint. We established two new and
essential positions— Chief Claims Officer and
Chief Underwriting Officer—underscoring our
commitment to leveraging emerging opportunities
and insights discovered within individual units
company-wide. A vibrant back office helped to
keep us apprised not just of emerging trends
and opportunities but of potential trouble spots,
which we subsequently captured or addressed.
Our commitment to continuously seeking service
enhancements while improving efficiency resulted
in the design of a next-generation Web portal
that operates as a single interface for our multiple
programs and packages for both agents and
policyholders. By giving our agents the ability to



more easily cross-sell our products, we strengthen
our relationship with those who have done such

a remarkable job of carrying the AmTrust lines of
business to our policyholders.

As 2010 unfolds, we are, as always, cautiously
optimistic and confident in our abilities. We continue
1o see fremendous opportunities to serve customers
both new and existing in underserved markets
around the globe. We have great confidence in our
highly disciplined and dynamic business model.

We are proud of the continued diligence, dedication,

Barry D. Zyskind

Chief Executive Officer and President

and superb work that our employees deliver daily,
and of the agents and communities they serve.
We wish to acknowledge the sage counsel and
sound advice of our board.

As a public company that is 60% controlled
by our founding shareholders, we maintain our
staunch bias toward long-term gains and toward
making AmTrust an enduring and highly profitable
organization that serves every shareholder well. We
are grateful for your trust in us and look forward to
sharing our journey with you over the years to come.

Michael Karfunkel
Chairman of the Board
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A Di]j[erentiatec] and Balanced Model

A A_mTrust, we re never guite satisﬁec]. There’s aZways more,

we realize, that we can and should be c]oing to ]ceep our

commitment to ourselves anc] to our s]zare]lolc]ers.

ecause we at AmTrust recognize that
insurance is first and foremost about
people, we've designed our business
in ways that we believe best serve
people: Our policyholders and claimants, who trust
that AmTrust will, with constancy and efficiency,
be there—answering questions and making
decisions in a timely, sensitive fashion. Our agents,
who depend on us to facilitate their transactions
with seamless interfaces and support. Finally,
our shareholders, who have trusted us and are
invested in the work we do.

We've built a differentiated, balanced, and
diverse model—one that has ensured financial
stability and solid returns through varying market
cycles from both a geographic and business
line perspective.

Through our $470 million Small Commercial
Business segment, we provide workers’
compensation and other commercial property and
casualty insurance products to small businesses
nationwide by means of a distribution network of
7,300 retail agents and brokers.

Our Specialty Risk and Extended Warranty
segment delivers custom-designed warranty and

related coverage plans, such as accidental damage
and payment-protection plans for consumer
and commercial goods, in the United States and
internationally. As a $461 million business, our
Specialty Risk and Extended Warranty segment
is a valued partner, serving a growing number of
retailers in the consumer-electronics, computers,
power-tools, construction, and appliance arenas.
Our $268 million Specialty Middle Market
Business segment offers workers’ compensation,
commercial package, and other commercial
property and casualty insurance to highly
specialized niche segments through an
experienced team of 26 wholesale and
managing general agents in key U.S. markets.
Underlying every offering is our uncommon
bench strength.

AN ENTREPRENEURIAL SPIRIT

At AmTrust, we understand that the companies that
get ahead are the companies that recognize that
they aren’t finished yet—that there is always more
to learn, more to test, more pockets of untapped
potential. We’ve grown, through the years, through
acquisitions. We've taken the time, in every
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acquisition, to learn something new-about the
way business might get done and about whom we
might become,

We are a company made up of enfrepreneurs
who have decades of experience with particular
books of business and within particular operating
environments. We are strong because our people
are strong-—Dbecause we give our teams the
freedom and the tools to do what they naturally
do best, within the framework of established
underwriting guidelines that value loss protection
over premium inflation. We haven’t gotten where
we are by seeking the guick profit. We've gotten
here because our growth is of the enduring kind,
and because our people are both engaged
and deliberate.

At ArmnTrust, we take tremendous pride in our
ability to listen. Our extended-warranty and small-
business insurance call centers are second to
none-staffed by knowledgeable customer service
representatives who answer the phone when it
rings and respond fo querles with authority and
speed. Our field sales force consists of passionate
sducators who support agents throughout the
rollout of new technology and proactively problem
solve. Eager 1o help, we go the exira mile.

(o)

N
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Our growth is also predicated on our ability
to manage expenses wisely—something that
is facilitated, in large part, by our proprietary
information technology. We don’t use vendor
systems that don’t quite fit our workflow, We don’t
attemnpt to retrofit legacy software or hardware. We
don’t go for pricy or complicated, when basic and
simple will do.

Our IT team is led by individuals with strong
operations backgrounds—by people who listen,
carefully, to what the underwriters, claims
adjusters, and agents are saying, and who can
transiate best practices into an IT framework that
reduces redundancy, lowers costs, facilitates
proactive underwrlting and adjustments, and
makes critical data avallable on an as-needed
basis. These are the kinds of capabilities that put
us far ahead of the competition—not just for right
now, but for the future.

At AmTrust, we're never quite satisfied.
There's always more, we realize, that we can
and should be doing to keep our commitment to
ourselves and to our shareholders. The delivery of
iow-hazard, nicha-oriented insurance has not yet

been perfected. We're continuing to take the lead.
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our years ago, Jonathan King, the CEO

of Home Service USA, was seeking
a partner for extended-warranty and
related product coverage that would
respect his business model, listen to his plan, and
craft a mutually trusting relationship that would see
this premier provider of managed home-emergency
repair programs through many years of growth.
With its expertise in short-tail insurance—
individual risks short in duration and relatively
smaller in potential consequence—AmTrust
emerged as the right fit at the right time. “They were
responsive,” King says. “They were flexible. They
worked with us to build an arrangement in which
we could share common cost-control incentives.
They enabled us to respond rapidly to new market
opportunities, and they in many ways grew with us.”
In the intervening years, says King, his
company, which partners with utility companies
to offer residential customers help in the event
of emergency interruptions in water service lines,
sewer laterals, gas supply lines, internal plumbing,
or electrical wiring, has grown nearly tenfold.
AmTrust has been there throughout—a creative and
trustworthy partner in the United States and Europe.
During the last five years, David Scibal, the CEO
and president of Advantage Specialty, a program
manager based in Somers Point, NJ, has sought
flexibility and responsiveness from AmTrust—and
consistently found both.

NN

“We've been so impressed by our ability to
reach the senior leaders at AmTrust and to build,
with them, a series of innovative programs,”
says Scibal. “Our highly successful Northeast
and Florida bar and tavern program, our New
York/New Jersey safety group program, and
our New York grocers’ program all emerged
from conversations we had with our partners at
AmTrust. We've never had to wait when working
with AmTrust. We have always been respected.
Our partnership is perpetually growing.”

With its niche focus on serving physicians and
dentists, MedNet Financial, Inc., of Watchung, NJ,
recognizes that even the smallest medical practice
has the same business insurance needs—and
expectations—as large, multispecialty groups.

For more than 10 years, MedNet has partnered with
AmTrust to provide valuable workers’ compensation
insurance solutions to its clientele.

“it's a company that genuinely exists to do
right by both producers and policyholders,”
says Michael A. De Parto, Esq., a principal with
MedNet. “When we work with AmTrust we get a
high-quality product and responsive service. We
get flexibility. We get systems that are easy to use,
but more importantly, we get thoughtful people on
the other end of the line. We trust in the people of
AmTrust, and we’re proud of our association with

this growing company.”
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No Legacy Systems, No Limitations
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hile our proprietary information-
technology platform does not drive

business at AmTrust, it has always

played a pivotal role in our quest
to exceed the expectations we set for ourselves.
We’ve effectively created a software-development
company within our insurance company, and
we've done that for this reason: technology-based
efficiencies lie at the very core of our business
model and our success.

We quickly identify risks and emerging
trends, provide our underwriters with more robust
information, serve our customers better, and
capture opportunities that elude others in large
part because of the systems that we’ve diligently
designed to support our unique model.

In 2000, following the success of our founding
shareholders’ other businesses that leveraged
technology to drive profitability, we launched
AmTrust’'s small business workers’ compensation
proprietary technology platform. With years of
historical data in hand and a singular focus,
we approached the platform from a different
perspective—with software developers who
understood the insurance industry and were intently
focused on enhancing the end user experience. For
the agent network, we took a previously low-paying
product that was challenging to service from both

a time and paperwork perspective and made it
easier to originate and renew. For the underwriters,
we created a desktop platform that increased their
ability to quickly and efficiently analyze risks while
eliminating unnecessary steps. Our goal has been to
respond with speed and intelligence.

We didn’t stop there. We maintained a steadfast
commitment to a single-data source platform that is
consistently refreshed and renewed. We looked for
opportunities to further leverage and enhance our
expertise by adding scale as we expanded into new
geographic areas and explored new products.

We never developed vendor dependencies.

Today we consistently find opportunities that
are off the beaten path—not only in pursuit of cost-
savings opportunities, but in pursuit of new revenue
as well. We focus on further automating data
processing and on making complex tasks simple.
We consistently look for opportunities involving
solid books of business that have strong underlying
fundamentals but have largely been saddled with
overwhelming cost structures.

The result is technology costs that we believe
lead the specialty property and casualty sector at
less than 1.0%, as a percentage of gross written
premium, at a time when many of our peers face
average estimated costs that we believe are several

hundred basis points higher.
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Intelligent Growth: The UBI Case Stuc]}z

hen we say we focus on intelligent
grovvth at AmTrust, we're really
saying that we stand by the
fundamentais of a business modei

that emphasizes opportunistic. low-priced deals
that extend our geographic reach. product mix.
or bench strength. We pursue deals thoroughly in
line with our lower risk profile—deals that allow us
to easilv identify cost savings while leveraging the
in-house technology and claims-servicing expertise
that have become strategic imperatives.

Many of the companies with which we™e
done transactions outsourced technology and
claims service. Over time, they'd found themselves
challenged by hidden and rising costs as they
struggled to maintain and update off-the-shelf
t

St\_}) ....... +h 4 ir [ t=1atalln] (oY) ne

SySsien ay in line with thei

needs and product mix.

UBI is a key example. When we bought
this $150 million commercial package portfoiio
in June of 2008. we recognized a book with
solid underiying fundamentals and a strong
underwriting team, as well as a book that
provided access to an attractive broker network.
The expense ratio stood at approximately 52%.

and the combined ratio was nearly 125%.

{12}

We believed more ¢

done to reduce costs and

opportunity to tailor our technology platform to
meet the needs of its expanded portfolio and
product set. We saw the chance to serve UBl's
agents and clients more efficientty.

By applving the same successful technaology
approach that has guided us in the past. we
thoughtfully and methodically eliminated the need

for outsourced technology and adanted our robust

internal claims-management system to handle the
additional business lines. At the same time. we

set about improving and streamlining workflow

processes in areas like audit. billing, and loss
control. By the end of 2009, we'd taken substantial

costs out of the expense base and improved the
expense ratio to 34%. Of equal importance. we'd
Improved both the agent and customer experience
AmTrust is now well-positioned to extend this
product offering across our entire Smail Business
Commercial segment and to launch additional

products like smali-business owner policies
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PART I

Note on Forward-Looking Statement

This Form 10-K contains certain forward-looking statements within the meaning of Private Securities
Litigation Reform Act of 1995, which are intended to be covered by the safe harbors created thereby. When
we use words such as “anticipate,” “intend,” “plan,” “believe,” “‘estimate,” “expect,” or similar expressions,
we do -so to identify forward-looking statements. Examples of forward-looking statements include the plans
and objectives of management for future operations, including plans and objectives relating to future growth
of the Company’s business activities and availability of funds. The forward-looking statements included herein
are based on current expectations that involve numerous risks and uncertainties. Assumptions relating to the
foregoing involve judgments with respect to, among other things, future economic, competitive and market
conditions, regulatory framework, weather-related events and future business decisions, all of which are
difficult or impossible to predict accurately and many of which are beyond the control of the Company. There
can be no assurance that actual developments will be those anticipated by the Company. Actual results may
differ materially from those projected as a result of significant risks and uncertainties, including non-receipt of
expected payments, changes in interest rates, effect of the performance of financial markets on investment
income and fair values of investments, development of claims and the effect on loss reserves, accuracy in
projecting loss reserves, the impact of competition and pricing environments, changes in the demand for the
Company'’s products, the effect of general economic conditions, adverse state and federal legislation, regula-
tions and regulatory investigations into industry practices, developments relating to existing agreements,
heightened competition, changes in pricing environments, and changes in asset valuations. Additional informa-
tion about these risks and uncertainties, as well as others that may cause actual results to differ materially
from those projected is contained in Item 1A. Risk Factors in this Annual Report on Form 10-K. The projec-
tions and statements in this report speak only as of the date of this report and we undertake no obligation to
update or revise any forward-looking statement, whether as a result of new information, future developments
or otherwise, except as may be required by law.

LIS & ” ¢

Item 1. Business

Legal Organization

AmTrust Financial Services Inc. is a Delaware corporation, formed in 1998 that began trading on the
NASDAQ exchange on November 13, 2006. References to “AmTrust,” the “Company,” “we,” “our,” or
“us” in this Annual Report on Form 10-K, together with other statements and information publicly dissemi-
nated by AmTrust Financial Services, Inc. refer to the consolidated operations of the Holding company.

Business Overview

AmTrust underwrites and provides property and casualty insurance in the United States and internation-
ally to niche customer groups that we believe are generally underserved by larger insurance carriers within the
broader insurance market.

Our business model reflects a balanced mix of businesses, which we believe provides a broader level of
diversity and financial stability through varying market cycles because our segments and customers are not
influenced in the same manner by economic conditions and seasonality. We are largely focused on providing
workers’ compensation and property and casualty insurance products to small and middle market businesses in
50 states in the U.S. and extended warranty and related property and casualty insurance products for consumer
and commercial goods throughout the U.S. and internationally. The majority of our products are sold through
independent third party brokers, agents, retailers or administrators. Our portfolio is broadly diversified by both
customer and geography, has a relatively low average policy size and short average life. Our business model
is further differentiated through the use of our proprietary technology platform which, we believe, enables us
to provide a higher level of service and better claims management experience in a more efficient and cost-
effective manner. Additionally, our ability to maintain and analyze high volumes of loss data over a long
historical period allows us to better manage and forecast the underlying risk inherent in the portfolio. Since
our inception in 1998, we have grown both organically and through an opportunistic acquisition strategy. We
believe we approach acquisitions conservatively and our strategy is to take relatively modest integration and
balance sheet risk. Historically, most of our acquisition activity has involved asset purchases of renewal rights



to established books of insurance portfolios, access to distribution networks and hiring established teams of
underwriters with expertise in our specialty lines.

We are committed to driving long-term shareholder value and industry-leading returns on equity by
continuing to execute on our lower risk, lower volatility business model, and leveraging technology to help
maintain a more efficient cost structure, consistently generate solid underwriting profits and ensure strong
customer service and retention rates. Additionally, we are focused on further enhancing our economies of scale
by opportunistically expanding our geographic reach and product set, growing our network of agents and other
distributors, developing new client relationships and through executing our acquisition strategy. We are also
focused on maintaining our disciplined approach to capital management while maximizing an appropriate
risk-adjusted return on our growing investment portfolio. We continue to carefully monitor and maintain
appropriate levels of reserves and minimize our reinsurance recoverable exposure in order to maintain a strong
balance sheet. We intend to expand our business and capital base to take advantage of profitable growth
opportunities while maintaining or improving our A.M. Best ratings. Our principal operating subsidiaries are
rated “A-" (Excellent) by A.M. Best Company (“A.M. Best”’), which rating is the fourth highest of 16 rating
levels. Our consolidated results include the results for our holding company and eleven wholly-owned insur-
ance company subsidiaries (collectively the “Insurance Subsidiaries’).

Specialty Insurance Market and Competition

The insurance industry, in general, is highly competitive and within the commercial business sector, in
particular, competition is significant. The highly competitive nature of the sector is based on many factors,
including coverage availability, claims management, safe work place inspection and recommendation services,
payment terms, premium rates, policy terms, types of insurance offered, overall financial strength, reputation
and financial ratings assigned by independent rating organizations, such as A.M. Best. The relative importance
of these factors depends on the particular product and market. Our competitors include other insurance compa-
nies, state insurance pools and self-insurance funds. Hundreds of insurance companies participate in the
workers’ compensation market. Our competitors vary by both geography and sector. Some of our competitors
have significantly greater financial, marketing and management resources and experience than we do. We
believe, however, we are well positioned and that our competitive advantages include our proprietary technol-
ogy platform, underwriting and claims management practices and systems and quality customer service.

The insurance sector is subject to some level of seasonality and cyclicality, and, consequently, first quar-
ter results generally reflect higher premium revenue than subsequent quarters. Additionally, the sector is highly
regulated and changes in pricing can be affected by state and governmental regulations. Despite this fact, the
effect of cyclicality and seasonality on our business model has not been significant because of the diversity of
our client base, products and geographic markets. The segments of the market that we serve tend to be less
price sensitive and less sensitive to effects like changes in average employee hourly payroll rates than the
broader insurance market. We generally target niche sectors and clients where the market is not as developed
as the broader market and where we have particular expertise and provide differentiated offerings versus our
competitors. For example, in the extended warranty sector, our underwriting experience, ability to provide
technical assistance to warranty providers, resourceful claims management practices and good relations with
the leading warranty administrators in the European Union are strong differentiating factors. In addition, we
avoid higher volatility businesses and those with higher levels of loss exposure. Additionally, we believe that,
historically, growth generated by our lower risk acquisition strategy has served to help mitigate the seasonality
and cyclicality of the broader insurance sector.

Underwriting and Claims Management Philosophy

We utilize our proprietary technology and extensive database of loss history in order to appropriately
price and structure policies, maintain lower levels of loss, enhance our ability to accurately predict losses, and
maintain lower claims costs than the industry as a whole. We believe a strong underwriting foundation is best
accomplished through careful risk selection and continuous evaluation of underwriting guidelines relative to
loss experience. We are committed to a consistent and thorough review of each new underwriting opportunity
and our portfolio as a whole, and, where applicable, we customize the terms, conditions and exclusions of our
coverage in order manage risk and enhance profitability. We believe that proactive and prompt claims manage-
ment is essential to reducing losses and lowering loss adjustment expenses and enables us to more effectively
and accurately measure reserves. '



Business Segments

We manage our business through three primary segments Small Commercial Business, Specialty Risk and
Extended Warranty and Specialty Middle Market Business which are based on the products we provide and
the markets we serve:

The following table provides our gross written premium by segment for the years ended December 31,
2009, 2008 and 2007:

(Amounts in Thousands) 2009 2008 2007
Small Commercial Business. . .. .................. $ 469,627 $ 458,842  $308,815
Specialty Risk and Extended Warranty. . . ... ......... 461,338 415,921 306,357
Specialty Middle Market Business . ................ 267,981 235,811 224,219
Total. . ... . $1,198,946  $1,110,574  $839,391

Additional financial information regarding our segments is presented in Note 23 “Segments” of the notes
to our 2009 audited financial consolidated financial statements appearing elsewhere in this Form 10-K.

Small Commercial Business

This segment provides workers’ compensation to small businesses that operate in low and medium hazard
classes, such as restaurants, retail stores and physicians and other professional offices and commercial package
and other property and casualty insurance products to small businesses, with average annual premiums of
approximately $6,000. The Company is authorized to write its Small Commercial Business products in all 50
states. We distribute our policies through a network of over 7,300 select retail and wholesale agents who are
paid commissions based on the annual policy premiums written. Workers’ compensation insurance pricing and
coverage options are generally mandated-and regulated on a state by state basis and provide coverage for the
statutory obligations of employers to pay medical care expenses and lost wages for employees who are injured
in the course of their employment. Commercial package products provide a broad array of insurance to small
businesses, including commercial property, general liability, inland marine, automobile, workers’ compensa-
tion, umbrella and farm and ranch owners’ coverage. As of December 31, 2009, we employed approximately
65 underwriters in this segment.

We believe this segment of the market is generally less competitive than the broader insurance market
because the smaller policy size and low average premiums needed by these types of policyholders generally
does not fit the underwriting and profitability criteria of larger underwriters. Our highly customized and pro-
prietary technology platform enables us to individually underwrite, manage and control losses in a
cost-effective manner for a large number of small policies while still providing quality customer service and
responsive claims management to our clients and the agents that distribute our products. We believe these
factors have been key to our ability to achieve high retention and renewal rates. Our policy renewal rate on
voluntary business (excluding assigned risk plans), which represented approximately 91% of the segment’s
gross written premiums in 2009, was 80%, 83% and 83% in 2009, 2008 and 2007, respectively.

Some of our commonly written small business risks include:
e  restaurants;

¢ retail stores and strip malls;

»  physician and other professional offices;

*  building management-operations by owner or contractor;
*  private schools;

*  business traveler hotels/motels;

*  light manufacturing;

*  small grocery and specialty food stores;



*  light contracting, distributors; and

e Laundry/dry cleaners.

We are focused on continuing to broaden our market share by enhancing our current agent relationships
as well as developing new agent relationships. Our technology platform and application system permits agents
and brokers to easily determine real-time if the risk and pricing parameters for a prospective workers’ com-
pensation client meets our underwriting criteria and deliver an application for underwriting approval to us in a
paperless environment. Our underwriting system will not allow business to be placed if it does not fit within
our guidelines. We are currently introducing these same types of efficiencies for our commercial package
product business. Our commercial package policies are delivered to our agents through our website thereby
reducing postage costs and enabling our agents to more readily track policy changes. Our underwriting dili-
gence and pricing discipline typically results in our providing quotes on approximately 47% of the coverage
requests we receive and issuing policies on approximately 58% of the quotes provided. Our system handles
most clerical duties, so that our underwriters can focus on making decisions on risk submissions.

We administer all Small Commercial Business claims in house. Our claims management process is struc-
tured to provide prompt service and personal attention with a designated adjustor assigned to each case. Our
system guides the insured and other involved parties through the claims adjudication process in an effort to
allow them to return to normal business operations as soon as possible. We seek to limit the number of claim
disputes with all parties through early intervention in the claims process. We use a proprietary system of
internet-based tools and applications that enable our claims staff to concentrate on investigating submitted
claims, to seek subrogation opportunities and to determine the actual amount of damages involved in each
claim. This system allows the claims process to begin as soon as a claim is submitted.

Our workers’ compensation claims adjusters have an average of 20 years of experience and have teams
located in ten different states. Each adjuster handles an average monthly pending caseload of approximately
126 cases. Supervision of the adjusters is performed by internal supervisors and a claims manager in each
region.

In 2009, approximately 74.6% of our Small Commercial Business workers’ compensation claims were for
medical expenses with 25.4% of claims for medical expenses and for lost wages compared with 75.9% and
24.1%, respectively in 2008.

As of December 31, 2009, approximately 1.0% of the 2,522 Small Commercial Business workers’ com-
pensation claims reported for accident year 2003 were open, 1.4% of the 5,315 claims reported for accident
year 2004 were open, 1.6% of the 7,614 claims reported for accident year 2005 were open, 2.9% of the
11,557 claims reported for accident year 2006 were open, 4.8% of the 16,152 claims reported for accident
year 2007 were open, 9.4% of the 16,628 claims reported for accident year 2008 and 33.9% of the 18,893
claims reported for accident year 2009 were open.

We maintain Small Commercial Business property and casualty claims operations in Texas and Oregon,
and the commercial package claims operation is separated into four processing units; casualty, property, cost-
containment/recovery and a fast-track physical damage unit. As of December 31, 2009, we employed
18 property and casualty claims adjusters. This allows for the application of specific talents and claims knowl-
edge to assist in the handling of losses. Overall, our property and casualty claims adjusters handle an average
monthly pending caseload of approximately 110 claims.

As of December 31, 2009, our Small Commercial Business property and casualty claims were approxi-
mately 52% automobile and 18% property and inland marine with the remaining 30% involving general
liability and umbrella losses compared to 60%, 20% and 20%, respectively in 2008. At the end of 2009,
17.4% of the 6,640 claims features reported in accident year 2009 remained open.

Senior claims managers provide direct oversight on all claims with an incurred value of $50,000 or more.
Our Small Commercial Business adjusters have an average of 19 years of experience. Supervision of the
adjusters is performed by our internal claims management in our Dallas office, comprised of a staff that has an



average of over 31 years of experience. Increases in reserves over the authority of the claims adjuster must be
approved by supervisors. Senior claims managers provide direct oversight on all claims with an incurred value
of $50,000 or more.

In addition to growing organically, we have further enhanced our marketing and customer liaison capa-
bilities for small-business workers’ compensation insurance by acquiring distribution networks and renewal
rights from companies that have long-standing, established agent relationships, underwriting and claims man-
agement expertise, and/or infrastructure to provide additional support to our platform. These transactions have
also enabled us to further expand our geographic reach or offer additional products.

Specialty Risk and Extended Warranty

Our Specialty Risk and Extended Warranty segment provides policies that cover accidental damage,
mechanical breakdown and related risks for consumer and commercial goods sold through manufacturers,
service providers, retailers and third party warranty administrators and other types of specialty coverages. Our
model is focused on developing coverage plans by evaluating and analyzing historical product and industry
data to establish appropriate pricing and contract terms and enhancing the profitability of the plans by limiting
the frequency and severity of losses while delivering superior customer service. We believe that our propri-
etary technology platform and strong industry expertise provide us a competitive advantage. We carefully
select administrators with extensive industry knowledge and target industries and coverage plans that have
demonstrated consistently favorable loss experience. Additionally, we utilize extensive historical claims data
and detailed actuarial analysis to ensure our ability to more accurately forecast the frequency and severity of
losses and draft restrictive, risk-specific coverage terms with clearly identified coverage restrictions to further
reduce the level of losses. Our efficient and proactive claims management process enables us to ensure supe-
rior customer service, and if necessary, proactively adjust our premiums based on changes in actual loss
experience. Our Specialty Risk and Extended Warranty business primarily covers selected consumer and
commercial goods and other risks, including:

*  personal computers;

o consumer electronics, such as televisions and home theater components;
«  consumer appliances, such as refrigerators and washing machines;
»  automobiles (excluding liability coverage);

¢ cellular telephones;

. furniture;

*  heavy equipment;

*  homeowner’s latent defects warranty;

. hand tools;

»  credit payment protection in the European Union;

e gap insurance;

e commercial and residential properties in the U.K.; and

+  legal expenses.

In our Specialty Risk and Extended Warranty segment, we issue policies to our clients that provide for
payment or replacement of goods to meet our clients’ contractual liabilities to the end purchasers of the war-
ranty under contracts which have coverage terms with durations ranging from one month to 120 months
depending on the type of product. The weighted average term of the portfolio is 35 months. In the event that
the frequency or the severity of loss on the claims of a program exceeds original projections, we generally
have the right to increase premium rates for the balance of the term of the contract and, in Europe, the right
to cancel prior to the end of the term. We believe that the profitability of each coverage plan we underwrite is
largely dependent upon our ability to accurately forecast the frequency and severity of claims and manage the



claims process efficiently. We continuously collect and analyze claims data in order to forecast future claims
trends. We also provide warranty administration services for a limited number of coverage plans in the United
States.

We underwrite our specialty risk coverage on a coverage plan-level basis, which involves substantial data
collection and actuarial analysis as well as analysis of applicable laws governing policy coverage language
and exclusions. We prefer to apply a historical rating approach in which we analyze historical loss experience
of the covered product or similar products rather than an approach that attempts to estimate our total exposure
without such historical data. In addition, we believe that the quality of the marketing and claims administra-
tion service provided by the warranty administrator is a significant driver of the profitability of the product.
Accordingly, a critical evaluation of the prospective warranty administrator is an important component of
underwriting a plan. The results of our underwriting analysis are used to determine the premium we charge
and drive the description of the plan coverage and exclusions. The underwriting process in our Specialty Risk
and Extended Warranty segment generally takes three months or more to complete.

We market our specialty risk insurance and extended warranty products in the United States and interna-
tionally primarily through brokers and third party warranty administrators and through a direct marketing
group. Third party administrators generally handle claims on our policies and provide monthly loss reports.
We review the monthly reports and if the losses are unexpectedly high, we generally have the right under our
policies to adjust our pricing or cease underwriting new business under the coverage plan. We routinely audit
the claims paid by the administrators. We generally settle our specialty risk claims in-kind — by repair or
replacement — rather than in cash. When possible, we negotiate volume fixed-fee repair or replacement agree-
ments with third parties to reduce our loss exposure. We hire third party experts to validate certain types of
claims. For example, we engage engineering consultants to validate claims made on coverage we provide on
heavy machinery.

In 2009, approximately 53% of gross written premium was originated internationally with 47% originated
in the United States. In 2009, we underwrote approximately 20% of the Specialty Risk and Extended War-
ranty business we were offered.

Specialty Middle Market Business

Our Specialty Middle Market Business segment provides workers’ compensation, package products,
general liability, commercial auto liability and other specialty commercial property and casualty insurance to a
narrowly defined, homogencous, group of small and middle market companies whose business model and risk
profile generally requires in-depth knowledge of a specific industry or sector focus in order to appropriately
evaluate, price and manage the coverage risk. The type of risk covered by this segment is similar to the type
of risk in Small Commercial Business but also covers, to a small extent, certain higher risk businesses. We
partner with managing general agents and other wholesale agents and claims administrators who have a strong
track record and history underwriting certain types of risk and who, subject to our underwriting standards,
originate and assist in managing a book of business and generally share in the portfolio risk. Our products and
underwriting criteria often entail customized coverage, loss control and claims services as well as risk sharing
mechanisms.

The coverage is offered through accounts with various agents to multiple insureds, and the placing agents
generally share a portion of the risk.

Policyholders in this segment primarily include the following types of industries:
*  retail;

*  wholesale;

*  service operations;

e artisan contracting;

e trucking;

*  light and medium manufacturing; and



. habitational.

We establish the underwriting standards used with our agency partners by conducting detailed actuarial
analysis using historical and industry data. Prior to entering into a relationship with an agency, we perform
extensive due diligence on the agent including a review of underwriting, claims and financial control areas
which generally takes three to nine months to complete. Additionally, once we have entered into a relationship
with an agency, we carefully monitor the loss experience of the portfolio associated with each agent and
conduct quarterly underwriting audits. More than 53% of this segment’s portfolio is maintained on our under-
writing platform which enables us to receive real time information on the loss performance of the portfolio.
We are in the process of transitioning all of our general agents to our underwriting system.

Within this segment third party administrators generally handle claims and provide periodic loss reports.
Approximately 20 such providers administered this business as of December 31, 2009. We closely monitor, on
a quarterly basis, the loss experience of each policy we have issued and conduct at least semi-annual audits of
the claims paid by the administrators. We intend to integrate claims administration into our systems over time,
which will enable us to have immediate access to all claims information.

As of December 31, 2009, we underwrote 45 coverage plans through 26 independent wholesale and
managing general agents. Workers’ compensation insurance comprised approximately 38% of this business in
2009, 35% in 2008 and 35% in 2007. The general liability and commercial auto lines combined comprised
approximately 50%, 50% and 45% of this business in 2009, 2008 and 2007, respectively.

Distribution

We market our Small Commercial Business products and Specialty Risk and Extended Warranty products
through unaffiliated third parties that typically charge us a commission. In the case of our Specialty Risk and
Extended Warranty segment, these third parties often charge an administrative fee based on the policy amount
to the manufacturer or retailer that offers the extended warranty or accidental damage coverage plan. Accord-
ingly, the success of our business is dependent upon our ability to motivate these third parties to sell our
products and support them in their sales efforts. The Specialty Middle Market Business is distributed through
a limited number of qualified general and wholesale agents who charge us a commission. The agent network
is restricted to experienced, professional agents that have the requisite licensing to conduct business with
AmTrust.

Geographic Diversity

The Company’s insurance subsidiaries, domiciled in the United States, collectively, are licensed to pro-
vide workers’ compensation insurance and commercial property and casualty insurance in 50 states and the
District of Columbia, and in the year ended December 31, 2009, we wrote commercial property and casualty
in 48 states and the District of Columbia. The table below identifies, for the year ended 2009, the top ten
producing states by percentage of direct gross written premium for our Small Commercial Business segment
and the equivalent percentage for the years ended 2008 and 2007.



Percentage of Aggregate Small Commercial Business Direct Gross Written Premium by State’”

Year Ended December 31,

State 2009 2008 2007
New York .. ... ... . . 20.8% 19.8% 9.2%
Florida .. ........ ... .. .. .. ... ... . .. ... ... 13.4 19.2 23.7
Texas . ... .o 9.6 8.4 2.5
Minois . ... ... . 9.4 10.8 10.0
New lJersey .. ... ... .. i 6.9 6.3 13.3
Georgia. .. ... . ... e 4.4 6.6 8.4
Pennsylvania . . . ... .. ... .. ... ... ... 33 3.2 7.6
Montana . . . ....... ... . ... . 2.9 1.7 0.7
Virginia. ... ... L 22 3.1 2.9
Massachusetts . . ............... ... .. ....... 2.1 1.2 1.6
All Other States and the District of Columbia. ... . ... 250 197 _20.1
100.0 100.0 100.0

(1) Direct premiums consist of gross premiums written other than premiums assumed

We are licensed to provide Specialty Risk and Extended Warranty coverage in 50 states and the District
of Columbia, and in Ireland and Great Britain, and pursuant to European Union law, certain other European
Union member states.

Based on coverage plans written or renewed in 2009, 2008 and 2007, the European Union accounted for
approximately 53%, 47%, and 55%, respectively, of our Specialty Risk and Extended Warranty business and
in 2009, the United Kingdom, Italy and France accounted for approximately 50%, 15% and 14%, respectively,
of our European Speciaity Risk and Extended Warranty business. The table below shows the geographic
distribution of our annualized gross premiums written in our Specialty Risk and Extended Warranty segment
with respect to coverage plans in effect at December 31, 2009.

Percentage of Specialty Risk and Extended Warranty Gross Premiums Written by Country

Year Ended December 31,

Country 2009 2008 2007
United States . . . ........... ... 47% 53% 45%
United Kingdom. . . ........... ... .. ... ...... 27 21 29
Italy . ... 8 — —
France. . .. ... ... .. . ... ... 7 9 6
Norway. ... ... .. . i 5 7 12
Other .. ... ... . . . . 6 10 8
Total. ... ... . . 100 100 100



The table below shows the distribution by state of our direct written premiums in our Specialty Middle
Market Business.

Percentage of Specialty Middle-Market Business Direct Premiums Written by State

Year Ended December 31,

State 2009 2008 2007
New York . ... ..o e 45% 42% 48%
NewlJersey .. ... ... 7 9 10
IHNOis . .. ... .. e e 6 5 2
NorthCarolina. . ............ ... ... .0u.. 6 6 4
Pennsylvania . . . ...... ... . .. .. .. ... ... 5 6 8
California . .. ........ ... . 4 3 3
Tennessee . . .. ... .. e 3 2 2
Florida ... ..... ... ... . . . 3 3 2
South Carolina.............. ... ... .. 2 2 1
GEOIgIa. . . . v vttt 2 1 1
MISSOUIT . . . oot e e e e e 2 2 2
All other States and the District of Columbia . ....... 15 19 17
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Acquisitions

Our acquisitions historically have involved the purchase of distribution networks and renewal rights from
other insurance companies. In these transactions, we purchase access to the seller’s distribution networks, the
right to hire certain of the seller’s employees, non-competition covenants and the right, but not the obligation,
to offer insurance coverage to a defined group of the seller’s current policyholders when the current in-force
policies expire. Our ability to renew policies is subject to our ability to retain the relationships that the seller
established with its production network through competitive pricing and customer service. We typically pay
the seller a combination of an initial purchase price and a percentage of the premiums we receive on business
that we successfully renew. Because, in a majority of acquisitions we have completed, the cost of each trans-
action is ultimately based on the amount of business we renew, we believe that these transactions are
generally more cost effective than traditional types of acquisitions. Additionally, in 2007 and 2008, we com-
pleted stock purchases of IGI Group (“IGI”), Associated Industries Insurance Services, Inc. (**AlIlS™) and the
commercial package business of Unitrin (“UBI”). We will continue to evaluate acquisition of distribution
networks and renewal rights, stock purchases and other alternative types of transactions as they present them-
selves as we believe that these types can be accretive to earnings and return on equity. The following is a
summary of the Company’s major acquisition activity:

Cybercomp

In September 2009, the Company acquired from subsidiaries of Swiss Re America Holding Corp.
(“Swiss Re’”) access to the distribution network and renewal rights to CyberComp (“CyberComp’), a Swiss
Re web-based platform providing workers’ compensation insurance to the small to medium-sized employer
market. CyberComp operated in 26 states and distributed policies through a network of 13 regional wholesale
agencies and over 600 retail agents. The purchase price is equal to a percentage of gross written premium
through the third anniversary of the closing of the transaction. Upon closing, the Company made an initial
payment to Swiss Re in the amount of $3 million, which represents an advance on the purchase price and the
minimum amount payable pursuant to the purchase agreement. In accordance with Financial Accounting
Standards Board (“FASB’) ASC 805-10 (Prior authoritative literature: SFAS No 141(R) Business Combina-
tions), the Company recorded a purchase price of $6.3 million which consisted of $2.8 million of renewal
rights, $2.3 million of distribution networks, $0.7 million of trademarks and $0.5 million of goodwill as part
of the Small Commercial Business segment. The intangible assets were determined to have useful lives of
between two years and 15 years. The Company produced approximately $17.7 million of gross written pre-
mium in 2009 as a result of this transaction.



ACHL

During the three months ended March 31, 2009, the Company, through a subsidiary, acquired all the
issued and outstanding stock of Imagine Captive Holdings Limited (“ICHL”), a Luxembourg holding com-
pany, which owned all of the issued and outstanding stock of Imagine Re Beta SA, Imagine Re (Luxembourg)
2007 SA and Imagine Re SA (collectively, the “Captives™), each of which is a Luxembourg domiciled captive
insurance company, from Imagine Finance SARL (““SARL”). ICHL subsequently changed its name to
AmTrust Captive Holdings Limited (‘‘ACHL”) and the Captives changed their names to AmTrust Re Beta,
AmTrust Re 2007 (Luxembourg) and AmTrust Re (Luxembourg), respectively. The purchase price of ACHL
was $.02 million which represented the capital of ACHL. In accordance with FASB ASC 805-10, the
Company recorded approximately $12.5 million of cash, $66.5 million of receivables and $79 million of loss
reserves. ACHL is included in the Company’s Specialty Risk and Extended Warranty segment.

Additionally, the Captives had previously entered into a stop loss agreement with Imagine Insurance
Company Limited (“‘Imagine””) by which Imagine agreed to cede certain losses to the Captives. Concurrently,
with the Company’s purchase of ACHL, the Company, through AmTrust International Insurance, Ltd. (‘“AIl”"),
entered into a novation agreement by which AIl assumed all of Imagine’s rights and obligations under the stop
loss agreement.

In October 2009, ACHL acquired all the issued and outstanding stock of Watt Re, a Luxembourg domi-
ciled captive insurance company, from CREOS LUXEMBOURG S.A. (formerly CEGEDEL S.A.) and
ENOVOUS Luxembourg S.A. (formerly CEGEDEL PARTICIPATIONS S.A.). Watt Re subsequently changed
its name to AmTrust Re Gamma. The purchase price of Watt Re was approximately $30.2 million. The
Company recorded approximately $34.5 million of cash, intangible assets of $5.5 million and a deferred tax
liability of approximately $9.8 million. The Company assigned a life of three years to the intangible assets.

In December 2009, ACHL acquired all the issued and outstanding stock of Group 4 Falck Reinsurance
S.A., a Luxembourg domiciled captive insurance company, from Group 4 Securitas (International) B.V. Group
4 Falck Reinsurance S.A. subsequently changed its name to AmTrust Re Omega. The purchase price of Group
4 Falck Reinsurance S.A. was approximately $22.8 million. The Company recorded approximately $25.1 mil-
lion of cash, intangible assets of $2.2 million and a deferred tax liability of $4.5 million. The Company
assigned a life of three years to the intangible assets.

The aforementioned ACHL transactions allow the Company to obtain the benefit of the Captives’ capital
and utilization of their existing and future loss reserves through a series of reinsurance arrangements with a
subsidiary of the Company.

Additional financial information regarding our acquisitions is presented in Note 5 “Acquisitions” of the
notes to our 2009 audited financial consolidated financial statements appearing elsewhere in this Form 10-K.

Reinsurance

We believe that reinsurance is critical to our ability to appropriately manage the risk inherent in our
insurance portfolio and enables us to further reduce earnings volatility and generate stronger returns. We
utilize reinsurance agreements to reduce our exposure to large claims and catastrophic loss occurrences that
could reduce our earnings and capital base, and to increase our ability to write additional profitable business
and serve our clients. Our insurance subsidiaries utilize reinsurance agreements to transfer portions of the
underlying risk of our portfolios to various captive, affiliated and third party reinsurance companies. Reinsur-
ance does not discharge or diminish our obligation to pay claims covered by the insurance policies we issue;
however, it does permit us to recover certain incurred losses from our reinsurers and therefore limits the
maximum loss that the Company may incur as a result of a covered loss event.

We currently carry excess of loss reinsurance for our Small Commercial Business and Specialty Middle
Market Business segments and variable quota share reinsurance for our European Union Specialty Risk and
Extended Warranty insurance exposure.



We believe it is important to ensure that our reinsurance partners are financially strong and they generally
carry at least an A.M. Best rating of ““A-" (Excellent) at the time we enter in to our reinsurance agreements.
We periodically evaluate the financial condition of our third party reinsurers in order to minimize our expo-
sure to the risk of possible losses which could arise from the insolvency of a reinsurance partner. We would
be obligated to pay claims in the event these reinsurers were unable to meet their obligations.

The total amount, cost and limits relating to the reinsurance coverage we purchase may vary from year to
year based upon a variety of factors including the availability of quality reinsurance at an acceptable price and
the level of risk that we chose to retain for our own account.

Additional financial information regarding our reinsurance agreements and agreement with Maiden
Insurance is presented under the subheading “Reinsurance” in “Item 7. Management’s Discussion and
Analysis of Financial Condition and Results of Operations” appearing elsewhere in this Form 10-K.

Loss Reserves

Workers’ Compensation Business

We record reserves for estimated losses under insurance policies that we write and for loss adjustment
expenses related to the investigation and settlement of policy claims. Our reserves for loss and loss adjustment
expenses represent the estimated cost of all reported and unreported loss and loss adjustment expenses
incurred and unpaid at a given point in time. In establishing our reserves, we do not use loss discounting,
which involves recognizing the time value of money and offsetting estimates of future payments by future
expected investment income. Qur process and methodology for estimating reserves applies to both our volun-
tary and assigned risk business and does not include our reserves for mandatory pooling arrangements. We
record reserves for mandatory pooling arrangements as those reserves are reported to us by the pool adminis-
trators. We use a consulting actuary to assist in the evaluation of the adequacy of our reserves for loss and
loss adjustment expenses.

When a claim is reported, we establish an initial case reserve for the estimated amount of our loss based
on our estimate of the most likely outcome of the claim at that time. Generally, a case reserve is established
within 30 days after the claim is reported and consists of anticipated medical costs, indemnity costs and
specific adjustment expenses, which we refer to as defense and cost containment expenses (“DCC”). At any
point in time, the amount paid on a claim, plus the reserve for future amounts to be paid, represents the
estimated total cost of the claim, or the case incurred amount. The estimated amount of loss for a reported
claim is based upon various factors, including:

¢ type of loss;

*  severity of the injury or damage;

* age and occupation of the injured employee;

»  estimated length of temporary disability;

«  anticipated permanent disability;

»  expected medical procedures, costs and duration;

«  our knowledge of the circumstances surrounding the claim;

< insurance policy provisions, including coverage, related to the claim;
¢ jurisdiction of the occurrence; and

»  other benefits defined by applicable statute.

The case incurred amount can vary due to uncertainties with respect to medical treatment and outcome,
length and degree of disability, employment availability and wage levels and judicial determinations. As
changes occur, the case incurred amount is adjusted. The initial estimate of the case incurred amount can vary
significantly from the amount ultimately paid, especially in circumstances involving severe injuries with
comprehensive medical treatment. Changes in case incurred amounts, or case development, are an important
component of our historical claim data.
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In addition to case reserves, we establish reserves on an aggregate basis for loss and DCC expenses that
have been incurred but not reported, or IBNR. Our IBNR reserves are also intended to provide for aggregate
changes in case incurred amounts as well as the unpaid cost of recently reported claims for which an initial
case reserve has not yet been established.

The third component of our reserves for loss and loss adjustment expenses is our adjusting and other
reserve, or AO reserve. Our AO reserve is established for the costs of future unallocated loss adjustment
expenses for all known and unknown claims. Our AO reserve covers primarily the estimated cost of adminis-
tering claims. The final component of our reserves for loss and loss adjustment expenses is the reserve for
mandatory pooling arrangements.

We began writing workers’ compensation in 2001. In 2001 and 2002, there was limited premium volume,
with premiums beginning to increase substantially in 2003. In order to establish IBNR reserves, we project
ultimate losses by accident year both through use of our historical experience, though limited, and the use of
industry experience by state. Our consulting actuary projects ultimate losses in two different ways:

. Quarterly Incurred Development Method (Use of AmTrust Factors). Quarterly incurred loss devel-
opment factors are derived from AmTrust’s historical, cumulative incurred losses by accident month.
These factors are then applied to the latest actual incurred losses and DCC by month to estimate
ultimate losses and DCC, based on the assumption that each accident month will develop to esti-
mated ultimate cost in a similar manner to prior years. Given the limited historical experience, there
is a substantial amount of judgment involved in this method.

. Yearly Incurred Development (Use of National Council on Compensation Insurance, Inc. (“NCCI”)
Industry Factors by State). Yearly incurred loss development factors are derived from either
NCCI’s annual statistical bulletin or state bureaus. These factors are then applied to the latest actual
incurred losses and DCC by year by state to estimate ultimate losses and DCC, based on the
assumption that each year will develop to an estimated ultimate cost similar to the industry develop-
ment by year by state.

Each method produces estimated ultimate loss and DCC expenses net of amounts that will be ultimately
paid by our excess of loss reinsurers. Our consulting actuary estimates a range of ultimate losses, along with a
selection which gives more weight to the results from AmTrust’s monthly development factors and less weight
to the results from industry development factors.

We establish IBNR reserves for our workers’ compensation segment by determining an “ultimate loss
pick,” which is our estimate of our net loss ratio for a specific period, based on actual incurred losses and
application of loss development factors. We estimate our ultimate incurred loss and DCC for a period by
multiplying the ultimate loss pick for the period by the earned premium for the period. From that total, we
subtract actual paid loss and DCC and actual case reserves for reported losses. The remainder constitutes our
IBNR reserves. On a monthly basis, an outside actuary reviews our IBNR reserves. On a quarterly basis, we
review our determination of our ultimate loss pick.

Management establishes our reserves by making judgments based on its application of our and industry-
wide loss development factors, consideration of our consulting actuary’s application of the same loss
development factors, and underwriting, claims handling and other operational considerations. In utilizing its
judgment, management makes certain assumptions regarding our business, including, among other things,
frequency of claims, severity of claims and claim closure rates. Although we, upon our assumption of the
administration of claims from third party administrators in 2004, made adjustments to actual case reserves
which impacted our loss development factors and, consequently our reserves, we have not made changes to
any of our key assumptions regarding the performance of our business in comparison to the performance of
the industry as a whole.

Management makes its final selection of loss and DCC reserves after reviewing the actuary’s results;
consideration of other underwriting, claim handling and operational factors; and the use of judgment.

To establish our AO reserves, we review our past adjustment expenses in relation to past claims and
estimate our future costs based on expected claims activity and duration.
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As of December 31, 2009, our best estimate of our ultimate liability for workers” compensation loss and
loss adjustment expenses, net of amounts recoverable from reinsurers, was $369.7 million, of which
$25.2 million was reserves from mandatory pooling arrangements as reported by the pool administrators. This
estimate was derived from the procedures and methods described above, which rely, substantially, on
judgment.

Estimating ultimate losses and loss adjustment expenses is an inexact process — a broad range exists
around any estimate. Variability may be inherently greater given that AmTrust has been writing substantial
premiums for only a few years. While management believes its estimates are reasonable, it is possible that our
actual loss and loss adjustment expenses incurred may vary significantly from our estimates.

The two methods described above are “incurred” development methods. These methods rely on historical
development factors derived from changes in our incurred losses, which are estimates of paid claims and case
reserves over time. As a result, if case reserving practices change over time, the two incurred methods may
produce substantial variation in the estimate of ultimate losses. Because of our limited historical experience,
we have not used any “paid” development methods, which rely on actual claims payment patterns and, there-
fore, are not sensitive to changes in case reserving procedures. As our paid historical experience grows, we
will consider using “‘paid” loss development methods.

Of the two methods above, the use of industry loss development factors has consistently produced higher
estimates of workers’ compensation losses and DCC expenses. The table below shows this higher estimate,
along with the lower estimate produced by AmTrust’s monthly factors as of December 31, 2009:

Loss & DCC Mandatory
Expense Pooling

Amounts in Millions Reserves Arrangements Total
Gross Workers’ Compensation Reserves:
Lowerestimate . . . ................... $595.3 $25.2 $620.5
GroSSTESEIVE . . o v v v vt et e e 676.3 25.2 701.5
Higher estimate. . . .. ................. 727.6 25.2 752.8
Net Workers’ Compensation Reserves:
Lowerestimate . . . ................... $303.2 $25.2 $328.4
Net reServe. . ..o oot e et e e s 344.5 25.2 369.7
Higher estimate. . . .. ................. 370.6 25.2 395.8

The higher estimate would increase net reserves by $26.1 million and reduce net income and stockhold-
ers’ equity by $17.0 million. The lower net estimate would decrease net reserves by $41.3 million and
increase net income and stockholders equity by $26.9 million. A change in our net loss and DCC expense
reserve would not have an immediate impact on our liquidity, but would affect cash flows in future years as
claim and expense payments made.

In 2007, we recognized a $2.1 million deficiency in prior year’s reserves related primarily to our involun-
tary participation in the National Workers’ Compensation Reinsurance Pool or equivalent state pool which are
administered by the National Council on Compensation Insurance (collectively, the “NCCI Pools™). In 2008,
the Company’s liabilities for unpaid losses and LAE attributable to prior years decreased by $0.5 million as
result of favorable development in both the Small Commercial Business segment and Specialty Risk and
Extended Warranty segment, partially offset by unfavorable development in our Specialty Middle Market
Business segment as well as the Company’s involuntary participation in NCCI pools. In 2009, the Company’s
liabilities for unpaid losses and LAE attributable to prior years decreased by $4.8 million as result of favor-
able development in the Small Commercial Business segment, partially offset by unfavorable development
from the Company’s involuntary participation in NCCI pools. We do not anticipate that we will make any
material reserve adjustments, but will continue to monitor the accuracy of our loss development factors and
adequacy of our reserves. As we write more business and develop more reliable data, we assign more weight
to our individual loss development factors than to industry-wide factors. Because our losses have developed
more favorably than the industry as a whole, except for the NCCI pools, our actuarially projected reserves
have decreased.



Specialty Risk and Extended Warranty

Specialty Risk and Extended Warranty claims are usually paid quickly, development on known claims is
negligible, and generally, case reserves are not established. IBNR reserves for warranty claims are generally
“pure’”” IBNR, i.e. amounts for claims that occurred prior to an accounting date but are reported after that
date. The reporting lag for warranty IBNR claims is generally small, usually in the range of one to three
months. Management determines warranty IBNR by examining the experience of individual coverage plans.
Our consulting actuary, at the end of each calendar year, reviews our IBNR by looking at our overall coverage
plan experience, with assumptions of claim reporting lag and average monthly claim payouts. Our net IBNR
as of December 31, 2009 and 2008 for our Specialty Risk and Extended Warranty segment was $25.4 million
and $27.3 million, respectively. Though we believe this is a reasonable best estimate of future claims develop-
ment, this amount is subject to a substantial degree of uncertainty.

Our actual net reserves, including IBNR, on Specialty Risk and Extended Warranty as of December 31,
2009 and 2008 were $34.4 million and $48.7 million, respectively. An upward movement of 5% on overall
reserves would result in a reduction of income in 2009 of $1.7 million before tax and $1.1 million after tax. A
downward movement of 5% on overall reserves would result in an increase of income of $1.7 million before
tax and $1.1 million after tax.

There is generally more uncertainty in the unearned premium reserve than in the IBNR reserve. In the
Specialty Risk and Extended Warranty segment, the reserve for unearned premium is, in general, an estimate
of our liability for projected future losses emanating from the unearned portion of written contracts. Our
liability for return of unearned premium is not significant. The reserve for Specialty Risk and Extended War-
ranty unearned premium is calculated by analyzing each coverage plan separately, subdivided by contract year,
type of product and length of contract, ranging from one month to five years. These subdivisions produced, in
a recent analysis, about 150 separate reserve calculations. These individual reserve calculations may differ in
actuarial methodologies depending on:

e the type of warranty;
» the length of the contract;
»  the availability of past loss experience; and

* the extent of current claim experience from the program administrators.

The primary actuarial methodology used to project future losses for the unexpired terms of contracts is to
project the future number of claims, then multiply them by an average claim cost. The future number of
claims is derived by applying to unexpired months a selected ratio of the number of claims to expired months.
The selected ratio is determined from a combination of:

*  past experience of the same expired contracts;
*  current experience of the earned portion of the in-force contracts; and

»  past and/or current experience of similar type contracts.

The average claim cost is also determined by using past and/or current experience of the same or similar
contracts.

In order to confirm the validity of the projected future losses derived through application of the average
claim cost method, we also utilize a loss ratio method. The loss ratio method entails the application of the
projected ultimate loss ratio, which is based on historical experience, to the unearned portion of the premium.
If the loss ratio method indicates that the average claim cost method has not produced a credible result for a
particular coverage plan, the Company will make a judgment as to the appropriate reserve for that coverage
plan. We generally will choose a point in the range between results generated by the average claim cost
method and loss ratio method. In making our judgment, we consider, among other things, the historical perfor-
mance of the subject coverage plan or similar plans, our analysis of the performance of the administrator and
coverage terms.



Different Specialty Risk and Extended Warranty products have different patterns of incidence during the
period of risk. Some products tend to show increasing incidence of claims during the risk period; others may
show relatively uniform incidence of claims, while still others tend to show decreasing claim incidence. We
have assumed, on average, a uniform incidence of claims for all contracts combined, based on our review of
contract provisions and claim history. Incorrect earnings of warranty policy premiums, inadequate pricing of
warranty products, changes in conditions during long contract durations or incorrect estimates of future war-
ranty losses on unexpired contracts may produce a deficiency or a redundancy in the unearned premium
reserve. Our unearned premium reserve as of December 31, 2009 and 2008 for our Specialty Risk and
Extended Warranty segment was $326.2 million and $211.2 million, respectively. Though we believe this is a
reasonable best estimate of our unearned premium reserve, this amount is subject to a substantial degree of
uncertainty.

Property and Casualty Insurance

We record reserves for estimated losses under insurance policies that we write and for loss adjustment
expense related to the investigation and settlement of policy related claims. Our reserves for loss and loss
adjustment expenses represent the estimated costs of all reported and unreported loss and loss adjustment
expenses incurred and unpaid at a given point in time. In establishing our reserves we do not use loss dis-
counting. We utilize the services of an independent consulting actuary to assist in the evaluation of the
adequacy of our reserves for loss and loss adjustment expenses.

When a claim is reported, an initial case reserve is established for the estimated amount of the loss based
on the adjuster’s view of the most likely outcome of the claim at that time. Initial case reserves are estab-
lished within 30 days of the claim report date and consist of anticipated liability payments, first party
payments, medical costs, and defense and cost containment (DCC) expenses. This establishes a case incurred
amount for a particular claim. The estimated amount of loss for a reported claim is based upon various fac-
tors, such as:

. line of business — General Liability, Auto Liability, or Auto Physical Damage;

e severity of injury or property damage;

. number of claimants;

. statute of limitation and repose;

* insurance policy provisions, especially applicable policy limits and coverage limitations;
. expected medical procedures, costs, and duration treatment;

¢ our knowledge of circumstances surrounding the claim; and

*  possible salvage and subrogation.

Case incurred amounts can vary greatly because of the uncertainties inherent in the estimates of severity
of loss, costs of medical treatments, judicial rulings, litigation expenses, and other factors. As changes occur,
the case reserves are adjusted. The initial estimate of a claim’s incurred amount can vary significantly from
the amount ultimately paid when the claim is closed, especially in the circumstances involving litigation and
severe personal injuries. Changes in case incurred amounts, also known as case development, are an important
component of our historical claim data.

In addition to case reserves, we establish reserves on an aggregate basis for loss and DCC expenses that
have been incurred but not yet reported, or IBNR. Our IBNR reserves are also intended to include aggregate
development on known claims, provision for claims that re-open after they have been closed, and provision
for claims that have been reported but have not yet been recorded.

The third component of the reserves for loss and loss adjustment expenses is the estimate of the
AQ reserve. This reserve is established for the costs of future unallocated loss adjustment expenses for all
known and unknown claims. Our AO reserve covers primarily the estimated cost of administering claims by
our claim staff.
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The final component of our reserves for loss and loss adjustment expense is the reserve for the NCCI
pools. NCCI provides us both the IBNR and case reserves.

We began writing general liability, commercial auto and commercial property (jointly known as CPP)
business in 2006. As a result, there is a limited amount of loss data available for analysis. In order to establish
IBNR reserves for CPP lines of business, we project ultimate losses by accident year through the use of
industry experience by line. The limited amount of CPP historical data has not allowed us to develop our own
development patterns. Instead, we rely on three methods that utilize industry development patterns by line of
business:

. Yearly Incurred Development (Use of Industry Factors by Line). For each line, the development
factors are taken directly from Insurance Services Office, Inc. (“ISO”) loss development publica-
tions for a specific line of business. These factors are then applied to the latest actual incurred losses
and DCC by accident year, by line of business to estimate ultimate losses and DCC;

e Expected Loss Ratio. For each line, an expected loss ratio is taken from our original account level
pricing analysis. These loss ratios are then applied to the earned premiums by line by year to esti-
mate ultimate losses and DCC; and

¢ Bornhuetter-Ferguson Method. For each line, IBNR factors are developed from the applicable
industry loss development factors and expected losses are taken from the original account level
pricing analysis. IBNR factors are then applied to the expected losses to estimate IBNR amount of
loss and DCC.

The first two methods produce estimated ultimate loss and DCC expenses. The third method produces an
estimate of IBNR directly, without calculating ultimate loss and DCC first. Our consulting actuary estimates a
range of ultimate losses, along with the recommended IBNR and reserve amounts. For CPP lines of business,
ultimate loss and IBNR selections are based on one of the above methods depending on the accident year and
line of business.

Because we determine our reserves based on industry incurred development patterns, our ultimate losses
may differ substantially from our estimates produced by the above methods. Because of our very limited
historical experience, we have not utilized any incurred development methods based on our experience, nor
did we use any methods that rely on paid development factors. Paid loss development methods rely on actual
claim payment patterns to develop ultimate loss and DCC estimates. As our historical experience grows, we
will consider using incurred development methods based on our historical loss development patterns, as well
as paid development methods.

After the acquisition of UBI, we began writing commercial package business in the second quarter of
2008. We were able to access an extensive amount of UBI’s historical loss data for analysis. Additionally, the
claims adjusting has remained stable. As such, it has allowed us to develop our own development patterns
without the use of industry factors. Similar methods involved in determining reserves are consistent as
described above for other property and casualty business.
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Reconciliation of Loss and Loss Adjustment Expense Reserves

The table below shows the reconciliation of loss reserves on a gross and net basis for the years ended
December 31, 2009, 2008 and 2007, reflecting changes in losses incurred and paid losses:

(Amounts in Thousands) 2009 2008 2007
Unpaid losses and LAE, gross of related reinsurance

recoverables at beginning of year. . ............ $1,014,059 $ 775,392 $ 295,805
Less: Reinsurance recoverables at beginning of year. . . 504,404 258,028 44,127
Net balance, beginning of year . ... ............. 509,655 517,364 251,678
Incurred related to:

Current year . . . ... .. ... 332,598 238,847 274,897

Prioryear........ .. ... ... ... ... .. ... .. (4,827) (544) 2,089
Total incurred losses during the year .. ........... 327,771 238,303 276,986
Paid losses and LAE related to:

Current year . .. ......... .ttt (203,210) (144,272) (120,065)

Prioryear. ... ... ... ... .. .. . ... .. . .. (109,872) (112,893) (59,990)
Total payments for losses and LAE . ... .......... (313,082) (257,165) (180,055)
Commuted loss reserves. . . .. ................. 4,612 — —
Net balance, December 31 ... ................. 528,956 498,502 348,609
Acquired outstanding loss and loss adjustment reserve . — 15,173 168,755
Effect of foreign exchange rates. . .. ... .......... 1,114 (4,020) —
Plus reinsurance recoverables at end of year . ... .. .. 561,874 504,404 258,028
Unpaid losses and LAE, gross of related reinsurance

recoverables atend of year . .. ............... $1,091,944  $1,014,059 $ 775,392

As of December 31, 2009, our gross reserves for loss and loss adjustment expenses were $1,091.9 mil-
lion, of which our IBNR reserves constituted 50.7%. As of December 31, 2009, our gross loss reserves for our
Small Commercial Business segment were $763.1 million, our gross loss reserves for our Specialty Risk and
Extended Warranty segment were $121.9 million and our gross loss reserves for Specialty Middle Market
Business segment were $206.9 million. During 2009, the Company commuted certain loss reserves related to
workers’ compensation that were included in ceded reinsurance treaties. This commutation had no material
effect on net earnings.

As of December 31, 2008, our gross reserves for loss and loss adjustment expenses were $1,014.1 mil-
lion, of which our IBNR reserves constituted 56.5%. As of December 31, 2008, our gross loss reserves for our
Small Commercial Business segment were $752.5 million, our gross loss reserves for our Specialty Risk and
Extended Warranty segment were $80.9 million and our gross loss reserves for Specialty Middle Market
Business segment were $180.7 million.

As of December 31, 2007, our gross reserves for loss and loss adjustment expenses were $775.4 million,
of which our IBNR reserves constituted 57.3%. As of December 31, 2007, our gross loss reserves for our
Small Commercial Business segment were $616.8 million, our gross loss reserves for our Specialty Risk and
Extended Warranty segment were $71.8 million and our gross loss reserves for Specialty Middle Market
Business segment were $86.8 million.

Loss Development

The table below shows the net loss development for business written each year from 1999 through 2009.
The table reflects the changes in our loss and loss adjustment expense reserves in subsequent years from the
prior loss estimates based on experience as of the end of each succeeding year on a GAAP basis.

The next section of the table sets forth the re-estimates in later years of incurred losses, including pay-
ments, for the years indicated. The next section of the table shows, by year, the cumulative amounts of loss
and loss adjustment expense payments, net of amounts recoverable from reinsurers, as of the end of each
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succeeding year. For example, with respect to the net loss reserves of $13.4 million as of December 31, 2002,
by December 31, 2004 (two years later), $2.3 million had actually been paid in settlement of the claims that
relate to liabilities as of December 31, 2002.

The “cumulative redundancy (deficiency)” represents, as of December 31, 2009, the difference between
the latest re-estimated liability and the amounts as originally estimated. A redundancy means that the original
estimate was higher than the current estimate. A deficiency means that the current estimate is higher than the

original estimate.

The period from 1999 to 2000 relates primarily to business written prior to the acquisition of TIC and
RIC by the Company. Therefore, the high redundancies in these periods were attributable primarily to the
runoff of these closed books of business.

Analysis of Loss and Loss Adjustment Expense Reserve Development

As of and for the Year Ended December 31,

1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009

Reserve for loss and loss adjustment

expenses, net of reinsurance recoverables . 10,611 10,396 10,906 13,402 33,396 84,919 150,340 251,678 517,365 509,655 530,070
Net reserve estimated as of One year later . . 5,991 7,485 9,815 13,771 36,812 83,957 150,854 253,767 516,821 504,828
Two years later. . . . ... .. ... ..... 5,466 6,653 10,034 13,804 37,954 83,293 150,516 215,465 519,346
Three years later . . . . . ... ... ... .. 4,870 5,510 10,797 10,175 35,056 82,906 122,601 221,362
Four years later. . . . . ... ... ... ... 4,245 5,510 10,797 11,179 34,844 70,146 120,975
Fiveyears later. . . . . ... ... ... ... 4,245 5,510 9,336 10,524 27,992 71,012
Six years later . . .. .. ... ... ... .. 4,245 5,510 9,179 9,089 28,069
Sevenyearslater. . . . .. .. ... ..... 4,245 5,510 9,005 9914
Eight years later . . . . . .. ... ... ... 4,245 5.510 9,444
Nine years later. . . . . .. .. ... ..... 4,245 5,510
Ten years later . . . . . ... ... ... ... 4,245
Net cumulative redundancy (deficiency) . . . 6,366 4,886 1,462 3,488 5.327 13,907 29,365 30,316 (1,981) 4,827

Year Ended December 31, 2009
1999 2000 2001 2002 2003 2004 2005 2006 2007 2008

Cumulative amount of reserve

paid, net of reinsurance

recoverable through
One year later . .......... 222 542 971 1,904 5,079 14,436 24,050 38,010 113,567 109,872
Two years later. . . . ....... 106 1,050 1,187 2,328 10,198 25,113 35894 70,406 159,874
Three years later. . . . ... ... 212 1,117 1,439 2877 13,043 33,049 48,804 91914
Four years later .. ........ 349 677 1,439 3,493 14,768 38,443 54,444
Five years later. . . .. ... ... 169 677 1,526 3,670 16,942 41,830
Six years later . . .. ... . ... 169 677 1,529 4,666 17.916
Seven years later. . .. ... ... 169 677 2,411 5,169
Eight years later . . . . . ... .. 169 677 2,855
Nine years later . . .. ... ... 169 677
Ten years later . .. ... ... .. 169
Net reserve —
December 31,. . . ... ... ... 10,611 10,396 10,906 13,402 33396 84,919 150,340 251,678 517,365 509,655 530,070
Reinsurance Recoverable. . . . . 531 821 1,742 4,078 3,529 14,445 17,667 44,127 258,027 504,404 561,874
Gross reserves —
December 31,. . . ... ... ... 11,142 11,217 12,648 17,480 36,925 99,364 168,007 295,805 775,392 1,014,059 1,091,944
Net re-estimated reserve . . . .. 4,245 5,510 9 444 9914 28,069 71,012 120,975 221,362 519,346 504,828
Re-estimated reinsurance

recoverable. . . . ... ..... — — — 2,473 1,730 14,445 16,950 44,569 258,028 504,404
Gross re-estimated reserve . . . . 4,245 5,510 9,444 12,387 29,799 85,457 137,925 265,931 777,374 1,009,232
Gross cumulative redundancy

(deficiency) . .. ........ 6,897 5,707 3,204 5,093 7,126 13,907 30,082 29,874 (1,982) 4,827



Investments

Our investment portfolio, excluding other investments, is summarized in the table below by type of
investment.

December 31, 2009 December 31, 2008
Carrying Percentage of Carrying Percentage of

(Amounts in Thousands) Value Portfolio Value Portfolio
Cash and cash equivalents . .. .............. $ 233,810 16.7% $ 192,053 14.2%
Time and short-term deposits . . .. ........... 31,265 22 167,845 12.5
U.S. treasury securities . . ................. 124,143 8.9 17,851 1.3
U.S. government agencies . ................ 47 424 3.4 21,434 1.6
Municipals. . ... ... 27,268 1.9 45,208 3.4
Commercial mortgage back securities . ........ 3,359 0.2 3,390 0.2
Residential mortgage backed securities — primarily

agency backed . ..... ... ... ... .. .. ..., 490,363 35.0 492,405 36.6
Asset backed securities .. ... .. ... .. ....... 3,619 0.3 5,068 04
Corporatebonds . . . ..................... 389,186 27.8 373,901 27.7
Preferred stocks . .. .......... ... ... ..... 5,110 0.4 5,315 04
Common stocks . . ......... .. ........... 45,245 32 23,513 L

$1,400,792 100.0% $1,347,983 100.0%

The table below summarizes the credit quality of our fixed maturity securities as of December 31, 2009
and 2008 as rated by Standard and Poor’s.

2009 2008
US. Treasury. . . . oottt e e e e 11.4% 1.8%
AAA 54.7 59.8
A 2.2 4.5
A 20.7 25.1
BBB,BBB+, BBB-. . . ... 9.7 6.3
BB, BB+, BB-. . ..., 0.1 0.1
B, B+, B- . — 0.9
Other (includes securities rated CC, CCC, CCC-and D). . ... ............ _l 15
Total. . .. 100.0% 100.0%

Additional financial information regarding our investments is presented under the subheading ““‘Invest-
ment Portfolio” in “Item 7. Management’s Discussion and Analysis of Financial Condition and Results of
Operations” appearing elsewhere in this Form 10-K.

Certain International Tax Considerations

We operate our business in several foreign countries and are subject to taxation in several foreign juris-
dictions. A brief description of certain international tax considerations affecting us appears below. We will be
subject to U.S. income taxation on any income of our foreign subsidiaries which is Subpart F income.

Bermuda

Bermuda currently does not impose any income, corporation or profits tax, withholding tax, capital gains
tax or capital transfer tax on All, our Bermuda affiliate, or any estate duty or inheritance tax applicable to
shares of All (except in the case of shareholders resident in Bermuda). Except as set out in the following
paragraph, no assurance can be given that AIl will not be subject to any such tax in the future.

AlI has received a written assurance from the Bermuda Minister of Finance under the Exempted Under-
takings Tax Protection Act 1966 of Bermuda, as amended, that, if any legislation is enacted in Bermuda
imposing tax computed on profits or income, or computed on any capital asset, gain or appreciation, or any
tax in the nature of estate duty or inheritance tax, then the imposition of that tax would not be applicable to
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AlI or to any of its operations, shares, debentures or obligations until March 28, 2016; provided that the
assurance is subject to the condition that it will not be construed to prevent the application of such tax to
people ordinarily resident in Bermuda, or to prevent the application of any taxes payable by All in respect of
real property or leasehold interests in Bermuda held by it. No assurance can be given that AIl will not be
subject to any such tax after March 28, 2016.

For U.S. federal income tax purposes, our Bermuda subsidiaries are controlled foreign corporations. A
majority of the income of these subsidiaries, which consists primarily of foreign personal holding company
income (such as investment income) and income from reinsuring risks, is categorized as Subpart F income.
We must include in our taxable income for U.S. federal income tax purposes this Subpart F income.

Ireland

AmTrust International Underwriters Limited (““AIU”), a company incorporated in Ireland, is managed
and controlled in Ireland and, therefore, is resident in Ireland for Irish tax purposes and subject to Irish corpo-
ration tax on its worldwide profits (including revenue profits and capital gains). Income derived by AIU from
an Irish trade (that is, a trade that is not carried on wholly outside of Ireland) will be subject to Irish corpora-
tion tax at the current rate of 12.5%. Other income (that is, income from passive investments, income from
non-Irish trades and income from certain dealings in land) is generally subject to Irish corporation tax at the
current rate of 25%.

The Irish Revenue Commissioners have published a statement indicating that deposit interest earned by
an insurance company on funds held for regulatory purposes will be regarded as part of its trading income,
and accordingly will be part of the profits taxed at 12.5%. This statement also indicates acceptance of case
law which states that investment income of an insurance company will likewise be considered as trading
income where it is derived from assets required to be held for regulatory capital purposes. Other investment
income earned by AIU will generally be taxed in Ireland at a rate of 25%. Capital gains realized by AIU will
generally be subject to Irish corporation tax at an effective rate of 22%.

For U.S. federal income tax purposes, AIU is a controlled foreign corporation and its income generally
will be included in our U.S. federal taxable income. A credit against U.S. federal income tax liability is avail-
able for any Irish tax paid on such income.

If AIU carries on a trade in the United Kingdom through a permanent establishment in the U.K., profits
realized from such a trade in the U.K. will be subject to Irish corporation tax notwithstanding that such profits
may also be subject to taxation in the U.K. A credit against the Irish corporation tax liability will be available
for any U.K. tax paid on such profits, subject to the maximum credit being equal to the Irish corporation tax
payable on such profits.

For as long as the principal class of shares in AmTrust Financial Services, Inc. is listed on a recognized
stock exchange in an EU member state or country with which Ireland has a tax treaty, and provided that such
shares are substantially and regularly traded on that exchange, Irish dividend withholding tax will not apply to
dividends and other distributions paid by AIU to All, provided that AIl makes an appropriate declaration, in
prescribed form, to AIU before the dividend is paid.

AmTrust or any of its subsidiaries, other than AIU, will not be resident in Ireland for Irish tax purposes
unless the central management and control of such companies is, as a matter of fact, located in Ireland.

Insurance companies are subject to an insurance premium tax in the form of a stamp duty charged at 3%
of certain premium income. It applies to general insurance business, mainly business other than:

. reinsurance;
. life insurance
. certain, maritime, aviation and transit insurance; and

. health insurance.
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It applies to a premium in respect of a policy where the risk is located in Ireland. Legislation provides
that risk is located in Ireland:

*  in the case of insurance of buildings together with their contents, where the building is in Ireland;
* in the case of insurance of vehicles, where the vehicle is registered in Ireland;

* in the case of insurance of four months or less duration of travel or holiday if the policyholder took
out the policy in Ireland; and

* in all three cases of insurance where the policyholder is resident in Ireland, or if not an individual,
where the head office of the policyholder is in Ireland or its branch to which the insurance relates is
in Ireland.

Luxembourg

ACHL, a Luxembourg holding company, is owned by AIl, our Bermuda insurance company. ACHL owns
all of the issued and outstanding stock of five Luxembourg-domiciled captive insurance companies that had
accumulated equalization reserves, which are catastrophe reserves in excess of required reserves which are
determined by a formula based on the volatility of the business reinsured. Because All is an insurance com-
pany with the ability to cede losses, the captives are well-positioned to utilize their equalization reserves.
Luxembourg does not impose any income, corporation or profits tax on ACHL provided sufficient losses cause
the equalization reserves to be exhausted. However, if the captives cease to write business or are unable to
utilize their equalization reserves, they will ultimately recognize income which will be taxed by Luxembourg
at a rate of approximately 30%.

For U.S. federal income tax purposes, ACHL is a controlled foreign corporation and its taxable income,
if any, will be included in our U.S. federal taxable income. A credit against U.S. federal income tax liability is
available for any Luxembourg tax paid on such income.

United Kingdom

IGI, a company incorporated in the United Kingdom, is managed and controlled in the U.K. and, there-
fore, is treated as a resident in the U.K. for British tax purposes and subject to British corporation tax on its
worldwide profits (including revenue profits and capital gains). Income derived by IGI will be subject to
British corporation tax at the rate of 28%.

For U.S. federal income tax purposes, IGI is a controlled foreign corporation and its income generally
will be included in our U.S. federal taxable income. A credit against U.S. federal income tax liability is avail-
able for any British tax paid on such income.

If IGI carries on a trade in Ireland through a permanent establishment in Ireland, profits realized from
such a trade in Ireland will be subject to U.K. corporation tax notwithstanding that such profits may also be
subject to taxation in Ireland. A credit against the British corporation tax liability is available for any Irish tax
paid on such profits, subject to the maximum credit being equal to the British corporation tax payable on such
profits.

IGI may pay dividends to All, its direct parent company, free of U.K. withholding tax.

We expect that neither AmTrust nor any of its subsidiaries, other than IGI, will be resident in the U.K.
for British tax purposes unless the central management and control of such companies is, as a matter of fact,
located in the U.K. A company not resident in the U.K. for British tax purposes can be subject to British
corporation tax if it carries on a trade through a branch or agency in the U.K. or disposes of certain specified
assets (e.g., British land, minerals, or mineral rights, or unquoted shares deriving the greater part of their value
from such assets). In such cases, the charge to British corporation tax is limited to trading income connected
with the branch or agency, capital gains on the disposal of assets used in the branch or agency which are
situated in the U.K. at or before the time of disposal, capital gains arising on the disposal of specified assets,
with tax imposed at the rates discussed above, plus U.K. income tax (generally by way of withholding) on
certain U.K. source income.

Insurance companies are subject to an insurance premium tax at 5%. The premium tax applies to premi-
ums for most general insurance, such as for buildings and contents and motor insurance, where the insured
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risk is in the UK. Life assurance and other long term insurance remain exempt, though there are anti-
avoidance rules surrounding long term medical care policies. As an anti-avoidance measure, the rate increases
to 17.5% for insurance sold by suppliers of specified goods or services, i.e. mechanical breakdown insurance,
travel insurance (irrespective of supplier), insurance sold with TV and car hire and, from April 1, 2004 for-
ward, any “‘non-financial” guaranteed asset protection (“GAP”’) insurance sold through suppliers of motor
vehicles or persons connected with them.

In further anti-avoidance measures introduced March 22, 2007, the definition of “‘premium’ was
amended to make it clear that any payment received in respect of a right to require an insurer to provide, or
offer to provide, cover under a taxable contract of insurance is regarded as a premium.

Ratings

Many insurance buyers, agents and brokers use the ratings assigned by A.M. Best and other agencies to
assist them in assessing the financial strength and overall quality of the companies from which they are con-
sidering purchasing insurance. AIl, Technology Insurance Company, Inc. (“TIC”) and Rochdale Insurance
Company (“RIC”) were each assigned a letter rating of “A-" (Excellent) by A.M. Best in 2003 and Wesco
Insurance Company (“WIC”) was assigned a letter rating of “A-" (Excellent) by A.M. Best in July 2006 and
AIU was assigned a letter rating of “A-" (Excellent) by A.M. Best in 2007. Milwaukee Casualty Insurance
Company (“MCIC”), Security National Insurance Company (*“SNIC”’), AmTrust Insurance Company of
Kansas, Inc. (“AICK”) and Trinity Lloyd’s Insurance Company (“TLIC”’) were assigned a letter rating of
“A-" (Excellent) by A.M. Best in 2008. These ratings have since remained unchanged. IGI was assigned a
letter rating of “A-" (Excellent) by A.M. Best in August 2009. AIIC is not currently rated by A.M. Best. An
“A-" rating is the 4th highest of the 16 categories used by A M. Best, and is assigned to companies that have,
in A.M. Best’s opinion, an excellent ability to meet their ongoing obligations to policyholders.

These ratings were derived from an in-depth evaluation of our subsidiaries’ balance sheets strengths,
operating performances and business profiles. A.M. Best evaluates, among other factors, the company’s
capitalization, underwriting leverage, financial leverage, asset leverage, capital structure, quality and appropri-
ateness of reinsurance, adequacy of reserves, quality and diversification of assets, liquidity, profitability, spread
of risk, revenue composition, market position, management, market risk and event risk. A.M. Best ratings are
intended to provide an independent opinion of an insurer’s ability to meet its obligations to policyholders and
are not an evaluation directed at investors.

Competition

The insurance industry, in general, is highly competitive and there is significant competition in the com-
mercial business insurance sector. Competition in the insurance business is based on many factors, including
coverage availability, claims management, safety services, payment terms, premium rates, policy terms, types
of insuran