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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-Q

(Mark One)

QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) ODHE SECURITIES EXCHANGE ACT OF 1934
For the quarterly period ended September 30, 2006

O TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(dy ®HE SECURITIES EXCHANGE ACT OF 1934
For the transition period from to

Commission file no. 001-33143

AmTrust Financial Services, Inc.
(Exact name of registrant as specified in its arart

Delaware 04-3106389
(State or other jurisdiction of IRS Employer Identification No.)
incorporation or organization)

59 Maiden Lane, " Floor, New York, New Yor} 10038
(Address of principal executive offices) (Zip Code)

(212) 220-7120
(Registrant’s telephone number, including area rode

Indicate by check mark whether the registrant ¢ filed all reports required to be filed by Seeti or 15(d) of the Securities Exchange
of 1934 during the preceding 12 months (or for sstobrter period that the registrant was requirdilésuch reports), and (2) has been
subject to such filing requirements for the pastia@s. Yedd No

Indicate by check mark whether the registrantlarge accelerated filer, an accelerated filer, noa-accelerated filer. See definition of
“accelerated filer and large accelerated filerRnle 12b-2 of the Exchange Act. (Check one):

Large accelerated fildd Accelerated FileEd Non-accelerated filéx]

Indicate by check mark whether the registrantshell company (as defined in Rule 12b-2 of the 8#es Exchange Act). YeBl
No

As of December 1, 2006, the Registrant had ons da€ommon Stock ($.01 par value), of which 59,080 shares were issued and
outstanding.
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PART 1 - FINANCIAL INFORMATION

ltem 1. Financial Statements

Condensed Consolidated Balance St
(in thousands, except per share ¢

September 30, December 31,

2006 2005
Assets (Unaudited)
Investments:
Fixed maturities, held-to-maturity, at amortizedtc@air value $315,559; $148,904) $ 317,68. $ 151,10
Fixed maturities, available-for-sale, at markeurealamortized cost $69,786; $40,007) 70,52 39,87¢
Equity securities, available-for-sale, at markdtggcost $82,260; $37,350) 81,69( 32,75¢
Short-term investments 195,04: 74,73:
Other Investments 1,13¢ 1,49¢
Total investments 666,07+ 299,96!
Cash and cash equivalents 51,06 115,84°
Accrued interest and dividends 5,69: 2,77z
Premiums receivable, net 133,06¢ 81,07(
Receivables from discontinued operations 2,091 3,571
Reinsurance recoverable 35,48: 17,667
Funds held with reinsured companies 15t -
Prepaid reinsurance premiums 76,13( 19,28:
Prepaid expenses and other assets 13,46¢ 9,13¢
Deferred policy acquisition costs 41,057 23,75
Deferred tax asset 13,54t 9,39¢
Property and equipment, net 9,61¢ 7,72¢
Goodwill and intangible assets 30,28 22,70¢
Total assets $ 1,077,73. $ 612,89(
Liabilities and Stockholders’ Equity
Liabilities:
Loss and loss expense reserves $ 250,77°  $ 168,00°
Unearned premiums 305,70t 156,80:
Ceded reinsurance premiums payable 16,28¢ 17,78:
Reinsurance payable on paid losses 1,99¢ 1,951
Federal income tax payable 4,632 8,92¢
Funds held under reinsurance treaties 11,68¢ 3,03¢
Accrued expenses and other current liabilities 82,53! 61,43(
Note payable, bank - 25,00(
Junior subordinated debt 82,47¢ 51,54¢
Total liabilities 756,09: 494,47¢
Commitments and contingencies
Stockholders’ equity:
Common stock, $.01 par value; 100,000,000 shart®@ared, 59,959,000 and 24,089,286 issu
and outstanding in 2006 and 2005 respectively 60C 241
Preferred stock, $.01 par value; 10,000,000 shaurtworized, 1,000 issued and outstanding in . - 60,00(
Additional paid-in capital 238,86 12,40¢
Accumulated other comprehensive income (loss) 1,12¢ (5,019
Retained earnings 81,05: 50,77¢
Total stockholders’ equity 321,64 118,41

$ 1,077,73. $ 612,89(




See accompanying notes to unaudited condensed consolidated financial statements.




Revenues:
Premium income:
Net premiums written
Change in unearned premiums

Net earned premium
Commission and fee income
Net investment income
Net realized gain

Total revenues

Expenses:
Loss and loss adjustment expense
Salaries and benefits
Policy acquisition expenses
Other insurance general and administrative expense
Other underwriting expenses
Total expenses
Operating income from continuing operations
Other income (expenses):
Foreign currency gain (loss)
Interest expense
Total other expenses

Income from continuing operations before
provision for income taxes
Provision for income taxes

Income from continuing operations

Discontinued operations:
Foreign currency gain from discontinued operations
Gain (loss) from discontinued operations

Income from discontinued operations

Net income
Preferred stock dividends

Net income available to common shareholders

Earnings per common share:
Basic - EPS

Diluted - EPS
Dividends Declared Per Share

Three Months
Ended September

Unaudited Condensed Consolidated Statements ofrle
(in thousands, except per share ¢

Three Months

Ended September  Nine Months Endec  Nine Months Endec

30, 2006 30, 2005 September 30, 200  September 30, 200
(Unaudited) (Unaudited) (Unaudited) (Unaudited)
$ 105,59¢ $ 63,06. $ 314,34. $ 203,74

22,07: 2,65¢E 88,57: 45,59,

83,52¢ 60,40¢ 225,77: 158,14t

2,87¢ 2,212 8,93¢ 5,272

7,53¢ 4,067 18,96( 8,20¢

4,04¢ 2,161 10,13¢ 3,59(

97,98¢ 68,84¢ 263,80: 175,21+

55,35( 40,52: 146,00¢ 108,03!

8,01¢ 3,80¢ 19,74¢ 10,62¢

10,63¢ 7,87¢ 27,10’ 22,85

2,55( 3,05( 15,58¢ 11,76

3,10¢ 1,70¢ 8,87¢ 3,68(

79,65t 56,96" 217,32. 156,95!

18,33 11,88: 46,47¢ 18,25¢

477 - 457 .

(1,410 (1,139 (3,659 (1,739

(937) (1,139 (3,196 (1,739

17,39¢ 10,74¢ 43,28! 16,52¢

4,98: 2,75¢ 12,05¢ 5,41¢

12,41° 7,99/ 31,22¢ 11,10¢

- - - 20,57

- (1,079 25(C (3,459

- (1,079 25(C 17,11¢

12,41° 6,92( 31,47¢ 28,21¢

. - - (1,200

$ 12,41: $ 6,92 $ 31,478 $ 27,01¢
$ 021 $ 0.2¢ $ 057 $ 1.12
0.21 0.2( 0.57 0.82

$ .02 - $ .02 -

See accompanying notes to unaudited condensed consolidated financial statements.




Unaudited Condensed Consolidated Statements ofgélsan Stockholder€quity
(in thousands

Nine Months Ended September 30, 2006 and September 30, 2005

Accumulated

other
Additional paid- comprehensive
Common stock Preferred stock in capital income (loss) Retained earning Total

Balance, December 31, 2004 $ 241 $ 60,00( $ 12,40¢ $ 22,16 $ 24,01¢ $ 118,82¢
Comprehensive income, net of tax:

Net income 28,21¢ 28,21¢

Unrealized holding gain (15) (15)

Reclassification Adjustment (2,08¢) (2,08¢)

Foreign currency translation (22,449 (22,449
Comprehensive income, net of tax: 4,66¢
Preferred Stock (9,600 (9,600
Balance, September 30, 2005 241 60,00( 12,40¢ (1,389 42,63¢ 113,89
Balance, December 31, 2005 $ 241 $ 60,000 $ 12,40¢ (5,019 50,77¢ 118,41:
Comprehensive income, net of tax:

Net income - - - - 31,47 31,47

Unrealized holding gain 2,371 2,371

Reclassification adjustment 1,644 1,644

Foreign currency translation 2,12 2,12
Comprehensive income, net of tax: - - 37,61t
Issuance of common stock 25€ 166,08! 166,34:
Stock option compensation 47E 47E
Conversion of Preferred Stock 102 (60,000 59,89 - - -
Common stock dividend (1,200 (1,200
Balance, September 30, 2006 $ 60C - 238,86: 1,12¢ 81,05 321,64:

See accompanying notes to unaudited condensed consolidated financial statements.




Unaudited Condensed Consolidated Statements of Klasi

Cash flows from operating activities:
Net income from continuing operations
Adjustments to reconcile net income from continuapgrations to net cash provided by
operating activities of continuing operations:
Depreciation and amortization
Realized (gain) on marketable securities
Bad debt expense
Gain/(Loss) from discontinued operations
Foreign currency gain - discontinued operations
Changes in assets - (increase) decrease:
Premiums receivable
Reinsurance recoverable
Deferred policy acquisition costs, net
Prepaid reinsurance premiums
Prepaid expenses and other assets
Deferred tax asset
Receivables from discontinued operations
Changes in liabilities (decrease):
Reinsurance payable on paid losses
Accrued expenses and other current liabilities
Loss and loss expense reserve
Unearned premiums
Funds held under reinsurance treaties

Net cash provided in operating activities

Cash flows from investing activities:
Net Purchases of securities with fixed maturities
Net Purchases of equity securities
Net Sales (Purchases) of short-term investments
Purchases of other investments
Sale of real estate - discontinued operations
Acquisition of subsidiaries and renewal rights
Purchase of property and equipment

Net cash provided by (used in) investing activities

Cash flows from financing activities:
Issuance of junior subordinated debentures
Payment of shareholder loans
Stock option compensation
Issuance of Common Stock
Additional paid-in-capital
Repayment of bank notes
Repayment of mortgage note - discontinued operstion
Dividends paid on preferred stock
Dividends declared on Common Stock

Net cash provided by (used in) financing activities

Net increase in cash and cash equivalents
Cash and cash equivalents, beginning of the period

Cash and cash equivalents, end of year

Nine Months Endec
September 30, 200

(in thousands

Nine Months Endec
September 30, 200

(Unaudited) (Unaudited)
$ 31,22F $ 31,67¢
3,06¢ 19C
(10,139 (3,590
1,77¢ 3,102
25C (3,459
- (20,579
(53,77)) (29,35%)
(17,816 (3,002
(17,309 (3,987
(56,849 -
(7,405 (6,172
(4,149 (2,16¢)
1,48( 8,697
(1,497 13,91¢
16,85 3,83¢
82,77( 58,28¢
148,90: 43,59;
8,65¢ (6,206
126,04¢ 84,78:
(191,089 (66,105
(38,800 (25,55¢6)
(120,309 15,131
36( -
- 152,64t
(9,96%) -
(2,579 (5,929
(362,379 70,20:
30,92¢ 51,55¢
- (12,979
47E -
25€ -
166,08! -
(25,000 (1,700
- (92,919
- (9,600
(1,200 -
171,54 (65,639
(64,78 89,35(
115,84 28,72;
$ 51,06 $ 118,07




See accompanying notes to unaudited condensed consolidated financial statements




Notes to Unaudited Condensed Consolidated FinaStsémen
(dollars in thousands, except share ¢

1. Basis of Reporting

The accompanying condensed consolidated balancetsslas of December 31, 2005 (which has been deffired audited financii
statements), the condensed unaudited consolidaledd® sheet as of September 30, 2006 and the itedu&kptember 30, 2005 and 2
condensed consolidated statements of income, chang&ockholdersequity and cash flow have been prepared pursuatitetaules an
regulations of the Securities and Exchange ComaomsdCertain information and note disclosures nolymalcluded in annual financi
statements prepared in accordance with generatlgpaed accounting principles have been condensedhitted pursuant to those rules
regulations. In the opinion of management, the ditad condensed consolidated financial statemesritain all adjustments (consisting
normal recurring accruals) considered necessarw fiair presentation of the consolidated finanpiasition, results of operations and ¢
flows for the periods presented.

The consolidated condensed financial statementaraadited and should be read in conjunction withTAust Financial Services, Ins.{the
“Company”) audited financial statements for theryeaded December 31, 2005 (see the Company's RegistStatement on Form B5-filed
June 12, 2006, as amended). A summary of morefisigmi accounting policies are set forth in theasato the audited consolidated finan
statements of the company for the year ended Deee®ih) 2005. These financial statements have beepaped in conformity wi
accounting principles generally accepted in theté¢hiStates of America. The consolidated condengethdial statements include
accounts of the Company and its wholly-owned anpbritg-owned domestic and foreign subsidiaries.

All significant intercompany transactions and agusthave been eliminated in the consolidated firsdustatements.

To facilitate period-tggeriod comparisons, certain reclassifications Hsaen made to prior period consolidated financetieshent amounts
conform to current period presentation. There wasffect on net income from the change in presiemtat

2. Recent Accounting Pronouncements

In February 2006, the FASB issued SFAS No. 155,080ting for Certain Hybrid Financial Instrument&AS No. 155 amends SFAS 1
133, Accounting for Derivative Instruments and Hedging Activities, and SFAS No. 140ccounting for Transfers and Servicing of Financial
Assets and Extinguishments of Liabilities , and allows an entity to remeasure at fair valueybrid financial instrument that contains
embedded derivative that otherwise would requifeirbations from the host if the holder irrevocaldiects to account for the wh
instrument on a fair value basis. Subsequent clsaimgthe fair value of the instrument would be gtiaed in earnings. SFAS No. 155 ¢
removed an exception included in an interpretatibSFAS No. 133 (Implementation Issue No. B39) tkegt holders of mortgageacke«
securities from testifying for the need to bifuecdihe value embedded in the mortghgeked securities related to the ability to prepeye
FASB is currently reviewing the removal of such eption. Statement 155 is effective for financiatinments acquired or issued after
beginning of an entity first fiscal year that begins after September20®6. The Company has not yet determined the attthimpact on i
financial condition or results of operations, ifyanf adopting SFAS No. 155 which becomes effecitive007.




Notes to Unaudited Condensed Consolidated FinaStsémen
(dollars in thousands, except share ¢

In July 2006, the FASB issued Interpretation No, ABcounting for Uncertainty in Income Taxes (“FB8"), an interpretation of FAS
Statement No. 109. FIN 48 establishes the threstuoldecognizing the benefits of tax-return posisan the financial statements as more-
likely-thannot to be sustained by the taxing authorities, @nedcribes a measurement methodology for thos¢igosimeeting the recogniti
threshold. The Company has not yet determined stimated impact on its financial condition or résuf operations, if any, of adopting F

48 which becomes effective in 2007.

In September 2006, the FASB issued SFAS No. E&if, Value Measurements . SFAS No. 157 defines fair value, establishesiméwork fo
measuring fair value in GAAP, and enhances discesswabout fair value measurements. SFAS No. 15%ieapwhen other accounti
pronouncements require fair value measurementgids not require new fair value measurements. Tdrepany has not yet determined
estimated impact on its financial condition or fesof operations, if any, of adopting SFAS No. 18Tich becomes effective in 2007.

In September 2006, the SEC released SEC Staff AticguBulletin (“SAB”) No. 108, Considering the Effects of Prior Year Nassment
when Quantifying Misstatements in Current Year Ruial Statements, which addresses how uncorrectedsan previous years should
considered when quantifying errors in currgaér financial statements. SAB No. 108 requiressteants to consider the effect of all ce
over and reversing effects of prior-year misstatesmevhen quantifying errors in curreygar financial statements. SAB 108 does not ct
the SEC staff previous guidance on evaluation the materiafitgrmors. It allows registrants to record the effeaf adopting the guidance ¢
cumulativeeffect adjustment to retained earnings. This adjast must be reported as of the beginning of ttet fiscal year ending afi
November 15, 2006 (January 1, 2006 for cale-year-end companies in either the 2006 year enchA®-K or third quarter Form 1Q). The
adoption of SAB No. 108 did not have a materialaatpon the financial condition or results of opienas of the Company.

3. Acquisitions

On June 1, 2006, the Company acquired 100% of g¢bged and outstanding capital stock of Wesco Inser&Company (“Wesco jor
$22,500, which included Wesco's statutory surplu$ldb,000 and an additional $7,500. All mesing liabilities of Wesco are guarantee
the seller. Wesco is a Delawattemiciled property and casualty insurance compalmghwis licensed in all 50 states. Wesco contirtoesrite
certain business for the seller, subject to cotuedeanaximums as prescribed in the purchase agmeifieis business is completely reinst
by an insurance subsidiary of the seller. Wesceives a fronting fee under this arrangement. Thehase price in excess of net as
acquired of $7,500 was allocated to state insuréineases acquired as a part of this transactidniclwis reflected as intangible assets ir
accompanying condensed balance sheet as of Sept8h2006. These state licenses are deemed ttdrgible assets with indefinite liv
and as such are not subject to annual amortizabiainwill be tested annually for impairment. Theyaisition is included in the Compan
results of operations from the date of acquisition.




Notes to Unaudited Condensed Consolidated FinaStsémen
(dollars in thousands, except share ¢

On June 1, 2006, the Company acquired from Mudfighderwriters, Ltd. (“Muirfield”), a subsidiary @on Corporation (“Aon”)the right tc
contract/conduct business with Muirfield’s producetworks, the right to renew a discrete set ofoitce policies and a covenant no
compete from Aon. The producer network consistamdroximately 275 independent agents and brokefsl istates. The Company p
Muirfield $2,000 at closing and is obligated to papecified percentage of gross premiums writtemew policies and renewal polic
through the three year period ending May 31, 200 $2,000 purchase price is reflected as intdegibsets in the accompanying conde
balance sheet as of June 30, 2006. Any additiaraideration to the seller will be recorded as gathéis these amounts become known.

4.  Goodwill and Intangibles

The Company has determined that the intangibletassmuired in its acquisitions (except Wesco) g on-going businesses, whi
include four components: the right to contract/amtdusiness with the seller's producer networtks;right to renew a discrete set offanee
policies; software and covenants not to competeyfalhich were determined to be intangible asséth a finite useful life. This allocatic
was determined individually for each acquisitiomeTproducer networks were recorded at $19,303 abding amortized over 20 years ¢
straight line basis, the right to offer renewalsdiscrete sets of iferce policies were recorded at $1,580 and is baingrtized over 7 yea
calculated on an accelerated method, and the cotemat to compete were recorded at $426 and isgh@&mortized over the life of t
agreements on a straight line basis. Acquired softwvas recorded at $1,927 and is being amortized ® years. Goodwill and intangil
assets are subject to annual impairment testingnigairment was recorded during the nine month&er&eptember 30, 2006.

The composition of the intangible assets is sunadras follows (in 000’s):

Accumulated

September 30, 2006 Gross Balance ~ Amortization Net Value Useful Life
Goodwill $ 2,006 $ — $ 2,00¢ N/A
Renewal Rights 1,58C 44E 1,13¢ 7 year:
Covenant not compete 42¢ 13€ 28¢ 5-9 year:
Distribution network 19,30: 1,69t 17,60¢ 20 year
Software 1,927 177 1,75C 3 year
State Insurance Licenses 7,50( — 7,50( Indefinite life
17.4 yea
Totals $ 32,74: $ 2,45¢ $ 30,28 average lif

Amortization expense recorded during the nine moetided September 30, 2006 was $2,343.




Notes to Unaudited Condensed Consolidated FinaStéémen:
(dollars in thousands, except share ¢
5. Earnings Per Share

The following table sets forth the computation aiz and diluted earnings per share.

Period Ended September 30,

Third quarter Nine months
2006 2005 2006 2005
Basic Earnings Per share:
Net income available to common shareholders $ 12,417 $ 6,92( $ 31,47 $ 27,01¢
Weighted Average number of common shares outstgndin 59,95¢ 24,08¢ 54,87¢ 24,08¢
Basic Earnings Per share $ 021 $ 0.2¢ $ 057 $ 1.12
Diluted earnings per share: (Proforma) (Proforma)
Net income $ 12,417 $ 6,92( $ 31,47 $ 28,21¢
Weighted Average number of common shares outstgndin 59,95¢ 24,08¢ 54,87¢ 24,08¢
Additional shares from stock-based compensatiorr@dsva 78 78
Preferred shares convertible into common shares 10,27t 10,27t
Weighted number of common shares and potential comshares
assumed outstanding or computing diluted earniegsipare 60,03’ 34,36¢ 54,95¢ 34,36¢
Diluted Earnings Per share $ 021 $ 0.2C $ 057 $ 0.82

10




Notes to Unaudited Condensed Consolidated FinaStsémen
(dollars in thousands, except share ¢

6. Investments
The original cost, estimated market value and guossalized appreciation and depreciation of séearare presented in the tables below:
(@ Available-for-Sale Securities

As of September 30, 20(

Original or Gross unrealize  Gross unrealize
amortized cost gains losses Market value
Preferred stock $ 81C $ - $ - 8 81C
Common stock 81,45( 13,871 (14,44% 80,88(
Fixed maturities 69,78¢ 1,86¢ (1,132 70,52:
$ 152,04t $ 15,74¢ % (15,579 $ 152,21
As of December 31, 20(
Gross Gross
unrealized gain unrealized losse
Original cost Market value
Preferred stock $ 60 $ - 8 - 8 60
Common stock 37,29( 3,06: (7,65¢) 32,69t
Fixed maturities 40,00" 66C (792 39,87¢
$ 77,357 % 3,72:  $ (8,449 $ 72,63

Stockholdersequity for the nine months ended September 30, 20@6the year ended December 31, 2005 include$ annealized holdin
gain or (loss) on equity securities and availablestle fixed maturities of $109 and $(3,072), redpelst (net of a deferred tax (cost)
benefit of $(58) and $1,654, respectively).

11




Notes to Unaudited Condensed Consolidated FinaStsémen
(dollars in thousands, except share ¢

(b) Held-to-Maturity Securities

The amortized cost, estimated market value andsgroeealized appreciation and depreciation of figeturity investments are presente
the tables below:

As of September 30, 20(

Unrealized
Amortized cost  Unrealized gain losses Fair value
Obligations of U.S. Treasury, Government corporatiand
agencies $ 297,34, $ 451 $ (2,286 $ 295,50¢
Mortgage-backed securities 20,34: - (28¢) 20,05:
$ 317,68. $ 451 $ (2,579 $ 315,55¢
As of December 31, 20(
Unrealized
Amortized cost  Unrealized gain losses Fair value
Obligations of U.S. Treasury, Government corporatiand
agencies $ 140,46° $ 4 $ (1,847 $ 138,62¢
Mortgage-backed securities 10,63; 1 (362 10,27¢
$ 151,10: $ 5 % (2,205 $ 148,90:

At September 30, 2006 and December 31, 2005, baittisan asset value of $11,399 and $5,594, respygtiwere on deposit with sti
insurance departments to satisfy regulatory reqergs.

12




Notes to Unaudited Condensed Consolidated FinaStsémen
(dollars in thousands, except share ¢

(© Investment Income

Net investment income for the nine months endedeaper 30, 2006 and 2005, was derived from thewiellg sources

Nine Months Ended September 3(

2006 2005
Fixed maturities $ 12,90¢ $ 4,08¢
Equity securities 46€ 683
Cash and cash equivalents 5,58¢ 3,43¢
Total $ 18,96( $ 8,20¢

The table below summarizes the gross unrealizesttosf our fixed maturity and equity securitie®BSeptember 30, 2006:

Remaining Time to

Maturity
Less than 12 Months 12 Months or Longer Total
Unrealized Unrealized Unrealized
Type of Fixed Maturity Investment Fair Value Loss Fair Value Loss Fair Value Loss
U.S. Treasury securities $ 9,35¢ $ 11€ $ 11,52: $ 72 % 20,88. $ 18€
U.S. government agencies 125,38 24¢ 106,28 1,85¢ 231,66¢ 2,09¢
Corporates 6,25¢ 87¢€ 11,90¢ 25€ 18,15¢ 1,132
Mortgage backed 14,54¢ 41 5,79¢ 247 20,34 28¢€
Common Stock 23,90 11,15( 11,90¢ 3,291 35,80¢ 14,44,
Total $ 179,44. $ 12,42¢ $ 147,41 $ 572t $ 326,85: $ 18,15

As of September 30, 2006, we did not hold any fireaturity securities with unrealized losses in ascef 20% of the security’carrying
value as of that date.

13




Notes to Unaudited Condensed Consolidated FinaStsémen
(dollars in thousands, except share ¢

7. Junior Subordinated Debt

In 2005, the Company established two special parpinssts for the purpose of issuing trust prefesedurities. The proceeds from s
issuances, together with the proceeds of the tklateiances of common stock of the trusts, weresited by the trusts in junior subordine
debentures issued by Wilmington Trust Company. Aasallt of FIN 46, the Company does not consolidditsuch special purpose trusts
the Company is not considered to be the primanefi@ary under this accounting standard. The eqintiestment, totaling $1,548 on

Companys consolidated balance sheet, represents thepirefstrred securities that were issued by the trihstshave been supplanted by
junior subordinated debentures issued to the thogtthe Company, with Wilmington Trust Company asstee. The debentures req
interestonly payments to be made on a quarterly basis, priticipal due at maturity. The Company incurred180 of placement fees
connection with this financing which will be amaed over 30 years.

On July 25, 2006, the Company issued an additié®d million in principal amount of junior subordied debentures (theNéew
Debentures”jn connection with the issuance of trust prefessedurities by a trust pursuant to an indenture ¥dttmington Trust Compan
as trustee. The New Debentures mature on SeptetBh@036 and bear interest at a rate per annunm888 until September 15, 2011
thereafter, at a floating rate per annum equahéosum of the 3aonth London Interbank Offered Rate for U.S. dsllétIBOR) determine
each quarter plus 3.30%. The New Debentures aexneable at the Comparsyélection after September 15, 2011. The Compatyriiec
placement fees in the amount of $645 in conneatitim the financing, which will be amortized over g@ars.

Aggregate Aggregate

Liquidation Liquidation Aggregate

Amount of Amount of Principal Per Annum

‘rust Preferred Common Amount of Stated Maturity Interest Rate of
As of September 30, 2006 Securities Securities Notes of Note Notes
AmTrust Capital Financing Trust | $ 25,00( $ 774 $ 25,77 3/17/203! 8.27%%
AmTrust Capital Financing Trust I 25,00( 774 25,77« 6/15/203! 7.71(%
AmTrust Capital Financing Trust IlI 30,00( 92¢ 30,92¢ 9/15/203( 8.83(%
Total Trust Preferred Securities $ 80,00( $ 2,47¢ $ 82,47¢

14




Notes to Unaudited Condensed Consolidated FinaStsémen
(dollars in thousands, except share ¢

8. Share Based Compensation

Effective January 1, 2006, the Company adopted SNASL23(R) “Share-Based Payment” and began rezogncompensation expense for
its share-based payments based on the fair valthe gfwards. Shatgased payments include restricted stock and stptitrogrants under tt
Company’s 2005 Equity Incentive Plan. SFAS 123@Rjuires share-based compensation expense recogitizedlanuary 1, 2006, to be
based on the following: a) grant date fair valuingeted in accordance with the original provisioh$SFAS 123 for unvested options granted
prior to the adoption date; and b) grant datevialue estimated in accordance with the provisidiBRAS 123(R) for unvested options
granted subsequent to the adoption date.

Three Months Ended
September 30, September 30,

(in thousands, except per share amounts) 2006 2005
Net income, as reporte $ 12,417 $ 6,92(
Add: Share-based payments included in reportethneime, net of related tax effects per SFAS 1
(R) 224 ;
Pro Forma Net Income $ 12,637 $ 6,92(
Earnings per share
Basic - as reported $ 021 $ 0.2¢
Basic - pro forma 0.21 0.2¢
Diluted - as reported $ 021 $ 0.2C
Diluted - pro forma 0.21 0.2C

Nine Months Ended

September September
(in thousands, except per share amounts) 30, 2006 30, 2005
Net income, as reporte $ 3147 $ 28,21¢
Add: Share-based payments included in reportethneime, net of related tax effects per SFAS 1
(R) 47E -
Pro Forma Net Income $ 31,95 $ 28,21¢
Earnings per share
Basic - as reported $ 057 $ 1.12
Basic - pro forma 0.5¢ 1.1zZ
Diluted - as reported $ 057 $ 0.8
Diluted - pro forma 0.5¢ 0.82
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Notes to Unaudited Condensed Consolidated FinaStsémen
(dollars in thousands, except share ¢

Under SFAS 123(R) forfeitures are estimated attitne of calculation and reduce expense ratably dvervesting period. This estimatt
adjusted periodically based on the extent to whitfunal forfeitures differ, or are expected to diffeom the previous estimate.

The adoption of SFAS 123(R)’s fair value method tesuilted in additional shatesed expense (a component of salaries and bénefits
amount of $475 related to stock options for theemimonths ended September 30, 2006. For the thrathmended September 30, 2006,
additional share-based compensation lowered predeings by $224.

The following schedule shows all options grantedtreised, expired and exchanged under the Comp&®05 Equity Incentive Plan for
nine month period ending September 30, 2006.

Information relating to the options is as follows:

Number of Amount Per
Shares Share Total Price
Outstanding, December 31, 2005 - 8 - $ =
Granted February 2006 1,175,00! 7.0C 8,225,001
Granted September 2006 1,214,75! 7.5C 9,110,62!
Exercised - - -
Cancelled - - -
Outstanding, September 30, 2006 2,389,751 $ 728 % 17,335,62

The Company grants options to its employees aégrgjual to the closing stock price of the Compaeidck on the dates the options were
granted. The options have a term of ten years ftmnate of grant and vest in equal annual instibsnover the four-year period following
the date of grant for employee options. Employess&ithree months after the employment relationshigs to exercise all vested options.
fair value of each option grant is separately estéd for each vesting date. The fair value of egatfon is amortized into compensation
expense on a straight-line basis between the detatfor the award and each vesting date. The Coyripas estimated the fair value of all
stock option awards as of the date of the grargfplying the Black-Scholes-Merton multiple-optiaticpng valuation model. The application
of this valuation model involves assumptions thatjadgmental and highly sensitive in the determidmaof compensation expense .
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Notes to Unaudited Condensed Consolidated FinaStsémen
(dollars in thousands, except share ¢

The Company awarded options during the first afrd thuarters of 2006. The key assumptions usecktarthining the fair value of optic
granted in 2006 and a summary of the methodologliebto develop each assumption are as follows:

Expected price volatility 27.76%
Risk-free interest rate 4.36% - 4.5%
Weighted average expected lives in ye&.75
Forfeiture rate 3%

Expected Price Volatility - This is a measure of the amount by which a price fhactuated or is expected to fluctuate. At thaets th
Company granted options, there was no external ehdiok the Compang’ Common Stock. Thus, it was not possible to esértiee expecte
volatility of the price of the Common Stock in estiting the value of the options granted. As a sulbstfor such estimate, the Company t
the historical volatility of companies in the indlysin which the Company operates.

Risk-Free Interest Rate - This is the U.S. Treasury rate for the week of ghent having a term equal to the expected lifehef aption. Al
increase in the risk-free interest rate will inGe@ompensation expense.

Expected Lives - This is the period of time over which the optiomarged are expected to remain outstanding givingideration to vestir
schedules, historical exercise and forfeiture pasteThe Company uses the simplified method owlineSEC Staff Accounting Bulletin N
107 to estimate expected lives for option grantedng the period. Options granted have a maximum tef ten years. An increase in
expected life will increase compensation expense.

Forfeiture Rate - This is the estimated percentage of options gratitatiare expected to be forfeited or cancelledrigebecoming full
vested. This estimate is based on historical e®pee. An increase in the forfeiture rate will das@compensation expense.

There was no impact on cash provided by operatimjoa financing activities related to increased teenefits from stock based payrr
arrangements. For the nine months ended Septer@b2036, no options were exercised.
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Notes to Unaudited Condensed Consolidated FinaStsémen
(dollars in thousands, except share ¢

At September 30, 2006, the aggregate intrinsicevafiall outstanding options was $587.5 with a \Wted average remaining contractual t
of 5.7 years. The total compensation cost relatatbh-vested awards not yet recognized was $5l®milith an expenseecognition perio
of 4 years. During the nine months ended SepteB®e2006, no options vested.

9. Litigation

The Companys insurance subsidiaries are named as defendawm#sious legal actions arising principally fromiold made under insurar
policies and contracts. Those actions are congidieyethe Company in estimating the loss and LAEEm&ss. The Company’manageme
believes the resolution of those actions will naténa material adverse effect on the Company’sifiig position or results of operations.
10. Stockholders’ Equity

Private Placement

On February 9, 2006, the Company sold 25,568,088=shof Common Stock in a private placement iranek on exemptions from
registration under the Securities Act of 1933 ptiee of $7.00 per share, subject to an initiakchaser’s discount and placement fee of $0.49
per share. The proceeds to the Company after egpeotaled $166.1 million.

Preferred Stock

In February 2006, all outstanding and issued shafrgseferred stock were converted into 10,285,8dres of common stock in conjunc
with the private placement offering. Holders of {hreferred shares were entitled to receive cunwdatividends out of any assets leg
available at a rate of 8% of the liquidation vabfeb60,000 per share, per annum, commencing wéhy#ar ending December 31, 2003.
accrued and unpaid dividends on the preferred shaeee required to be paid prior to the declaratiopayment of dividends on the comr
stock. As of December 31, 2005, there were no Uadest dividends on the preferred stock. Total divids declared and paid in 2005 v
$10,800, which represented cumulative payment2368 $(4,800), 2004 $(4,800) and 2005 $(1,200).

Also, as a result of the conversion of the preféstck into common stock, the preferred stockhslaeived the rights to receive any furt
undeclared or accrued dividends.

Common Stock
On September 1, 2006 the Company issued 16,00ctedtshares of Common Stock with a market vafug1@0,000 to certain employees.
Cash Dividend

On September 1, 2006, the Company declared a ¢ademtl of $.02 per share of Common Stock outstagthh be paid on October 16, 2006
to shareholders of record as of October 2, 2006.
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Notes to Unaudited Condensed Consolidated FinaStsémen
(dollars in thousands, except share ¢

11. Effective Tax Rate
Income tax expense for the nine months ended Sépied®, 2006 was $12,058 compared to $5,419 fosdahee period of 2005. The
following table reconciles the Company’s statutfiageral income tax rate to its effective tax ratettfjousands).

For the Nine Months Ended
September 30,

2006 2005
Earnings before income taxes $ 43,53 $ 33,63¢
Income taxes at statutory rates 15,237 11,77:
Effect of Income not subject to US taxation (3,179 (6,359
Provision for income taxes as shown on the Conatditl Statements of Earnings $ 12,05¢ $ 5,41¢
GAAP effective tax rate 27.1% 16.1%

12. Segment Reporting

The Company currently operates three business segnfémall Business Worker€ompensation Insurance; Specialty Risk and Exte
Warranty Insurance and Specialty Midddrket Property and Casualty. I1ts Commercial Resihfe segment has been discontinued, ¢
reflected as income (loss) from discontinued op@nat The “Corporate & OtherSsegment represents the activities of the holdingpamny
including interest income attributed to holding quany assets as well as a portion of fee revenusa ikcluded in the “Corporate & Other”
segment is the discontinued operations loss adedciagith premium finance company activities in 200%iese operating segments
segments of the Company for which separate finhmtiarmation is available and for which operatingsults are evaluated regularly
executive management in deciding how to allocageurces in assessing performance.

Specialty
Risk and Specialty
Workers’ Extended Middle
Compensatior Warranty Market Corporate &
Three months ended September 30, 2006 Segment Segment Segment Other Total

Gross written premium 66,22¢ 40,36: 29,40¢ - 135,99:
Net earned premiut 57,00¢ 16,89 9,62: - 83,52¢
Commission and fee income 1,53¢ 1,34t - - 2,87¢
Investment income and realized gains 7,81t 2,28( 1,32¢ 15¢ 11,58
Operating income from continuing operations 13,42¢ 1,61¢ 3,13¢ 15¢ 18,33:
Interest expense 964 28< 163 - 1,41
Net Income 9,29/ 981 2,02¢ 11C 12,41:
Total Assets 769,444 193,33: 114,95! - 1,077,73.
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Notes to Unaudited Condensed Consolidated FinaStsémen
(dollars in thousands, except share ¢

Specialty
Risk and Specialty
Workers’ Extended Middle
Compensatior Warranty Market Corporate &
Three months ended September 30, 2005 Segment Segment Segment Other Total

Gross written premium 51,33: 20,29¢ - - 71,627
Net earned premiut 47,78¢ 12,617 - - 60,40¢
Commission and fee income 1,522 69C - - 2,21z
Investment income and realized gains 5,39¢ 1,07t - (243) 6,22¢
Operating income from continuing operations 11,27¢ 84¢ - (249) 11,88:
Interest expense 741 39z - - 1,13¢
Net Income 9,36: (1,369 - (1,079 6,92(
Total Assets 427,87! 109,13: - - 537,01.

Specialty

Risk and Specialty

Workers’ Extended Middle
Compensatior Warranty Market Corporate &
Nine months ended September 30, 2006 Segment Segment Segment Other Total

Gross written premium 194,69! 85,54¢ 92,76: - 373,00:
Net earned premiut 156,48 41,49( 27,79: - 225,77:
Commission and fee income 5,152 3,78: - - 8,93¢
Investment income and realized gains 19,47 5,16: 3,45¢ 99¢ 29,09t
Operating income from continuing operations 33,97: 6,01( 5,49¢ 99¢ 46,47¢
Interest expense 2,532 671 45C - 3,65
Net Income 23,26¢ 3,84¢ 3,64( 72C 31,47¢
Total Assets 769,444 193,33: 114,95! - 1,077,73.
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Notes to Unaudited Condensed Consolidated FinaStsémen

(dollars in thousands, except share ¢

Specialty
Risk and Specialty
Workers’ Extended Middle
Compensatior Warranty Market Corporate &
Nine months ended September 30, 2005 Segment Segment Segment Other Total

Gross written premium 157,97: 70,20¢ - - 228,18:
Net earned premiut 120,38 37,76¢ - - 158,14t
Commission and fee income 3,531 1,741 - - 5,27:
Investment income and realized gains 9,461 2,33t - - 11,79¢
Operating income from continuing operations 13,14¢ 5,111 - - 18,25¢
Interest expense 1,20( 534 - - 1,73¢
Net Income 7,95( 3,15¢ - 17,11 28,21¢
Total Assets 427,87! 109,13: - - 537,01.

13. Subsequent Events

On November 9, 2006, the Securities and Exchangen@ission declared effective the Company’s RegistnaGtatement on Form 5-
(Registration No. 333:34960) filed on June 12, 2006, as amended. On iNbge 13, 2006, the Company started trading on tAEDAQ

Global Market under the symbol “AFSI.”
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Item 2. Management’s Discussion and Analysis of Famcial Condition and Results of Operations

The following discussion and analysis of our finahcondition and results of operations should déedrin conjunction with the consolida
financial statements and the accompanying notesaa in our registration statement on Form S-dg{Rration No. 333:34960) filed witl
the SEC on June 12, 2006, as amended, and elseintibre report.

Overview

AmTrust Financial Services, Inc. (the “Companyis)a multinational specialty property and casuattyurance holding company, wh
transacts business through five insurance compalnsidiaries: Technology Insurance Company, Incl@”J, Rochdale Insurance Comp:
(“RIC"), and Wesco Insurance Company (“WICiuhich are domiciled in New Hampshire, New York abdlaware, respectively, a
AmTrust International Insurance Ltd. (“All") and Afnust International Underwriters Limited (“AlU"Which are domiciled in Bermuda &
Ireland, respectively. In additional to the inswwarompanies the Company owns and manages seffdiakes which provide support for tl
insurance companies’ operations.

We principally provide insurance coverage for srhainesses and coverage plans for consumer anti@mial goods with large numbers
insured and loss profiles which we believe are igtatlle. We currently operate in three businessseqs:

«  Workers’ compensation for small businesses (avepag@ium less than $5,000 per policy) in the UnBtgtes;

« Extended warranty coverage for consumer and comatg@ods and custom designed coverages, whiclefee to as $pecialt
risk”, such as accidental damage plans and payment pootguans offered in connection with the sale ohsuimer an
commercial goods in the United Kingdom, certaineotBuropean countries and the United States; and

« Specialty middle-market property and casualty iasoe. This segment consists of workec®mpensation, commerc
automobile and general liability insurance produlbgdieneral and other wholesale agents.
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CRITICAL ACCOUNTING POLICIES

The preparation of financial statements in confeymiith accounting principles generally acceptedhia United States of America ("GAAl
requires management to make estimates and assustiat affect amounts reported in the financiateshents. As more informati
becomes known, these estimates and assumptiors cdoahge, which would have an impact on the amaepisrted in the future. There w
no changes from Critical Accounting Policies asvnesly disclosed in our registration statemenfonm S-1 (Registration No. 3334960
filed with the SEC on June 12, 2006, as amended {Btanagemens$ Discussion and Analysis of Financial Conditiord dResults ¢
Operations - Critical Accounting Policies”).

MEASUREMENT OF RESULTS

We evaluate our operations by monitoring key messof growth and profitability. We measure our gitolwy examining our gross writt
premiums. We measure our operating results by exagiour net income, return on average equity, @amdloss, expense, and combi
ratios. The following provides further explanatioithe key measures that we use to evaluate oultses

GROSS PREMIUMS WRITTEN. Gross premiums written ke tsum of direct premiums written and assumed preiwritten. Direc
premiums written is the sum of the total policy mrems, net of cancellations, associated with pedicunderwritten by our insurat
subsidiaries. We use gross premiums written, wiektiudes the impact of premiums ceded to reinsuessa measure of the underly
growth of our insurance business from period taqoker

NET PREMIUMS WRITTEN. Net premiums written is thens of direct premiums written and assumed premiwriten less cede
premiums written. Ceded premiums written is theipaorof our direct premiums that we cede to ounsarers under our reinsurance contr.
We use net premiums written, primarily in relattngross premiums written, to measure the amourtusfness retained after cessio
reinsurers.

NET PREMIUMS EARNED. Net premiums earned represémds portion of net premiums written equal to éxpired portion of the time f
which the insurance policy was in effect during flrencial year and is recognized as revenue.fdtegents the portion of premium t
belongs to us on the part of the policy period tha$ passed and for which coverage has been pcovidet premium earned is usec
calculate the net loss, net expense and dividaiabras indicated below.

NET LOSS RATIO. The net loss ratio is a measurehef underwriting profitability of an insurance coamy's business. Expressed
percentage, this is the ratio of net losses and ln&Hrred to net premiums earned.

NET EXPENSE RATIO. The net expense ratio is a memasfl an insurance company's operational efficiencgdministering its busine:
Expressed as a percentage, this is the ratio of slmolicy acquisition expenses, salaries and benebther insurance general
administrative expenses to net premiums earned.

NET COMBINED RATIO. The net combined ratio is a rmege of an insurance company's overall underwriirgjit. This is the sum of tl
net loss, and net expense ratios. If the net comtbratio is at or above 100, an insurance companyat be profitable without investm
income, and may not be profitable if investmenbime is insufficient.

ANNUALIZED RETURN ON EQUITY. Annualized return oequity is calculated by dividing net income (netdme excludes results
discontinued operations as well as any currency gailoss associated with discontinued operationgro after tax basis) by the averag
shareholders’ equity

Return on average equity is one of the key findrmi@asures we use to evaluate our operating pesfocen Our overall financial objective
to produce a return on average equity of 15.0% orenover the long term. Our annualized return oeraye equity, excluding forei
currency gains and income from discontinued opamatiwas 15.8% and 18.9% for the three and themangths ended September 30, 2
respectively. Our annualized return on averagetggexcluding foreign currency gains and incomarfrdiscontinued operations for the s:
periods in 2005 was 27.8% and 12.7%, respectively.
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In addition, we target a net combined ratio of 96.6r lower over the long term, while maintainingiopal operating leverage in our insura
subsidiaries commensurate with our A.M. Best ratibgectives. Our net combined ratio was 91.7% ahd% for the three and nine mor
ended September 30, 2006. For the same period808/, 2he net combined ratios were 91.5% and 96:1@%pectively. A key factor

achieving our targeted net combined ratio is improent of our net expense ratio. We plan to writditamhal premiums without
proportional increase in expenses and further rethie expense component of our net combined raéptime.
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Results of Operations

Consolidated Result of Operations

Three months Ende Three moths Ended  Nine months Ended  Nine months Ended

9/30/2006 9/30/2005 9/30/2006 9/30/2005
Gross Written Premium $ 135,99 $ 71,627 $ 373,000 $ 228,18:
Revenues:
Premium Income
Net Premiums Written $ 105,59¢ $ 63,060 $ 314,34. $ 203,74:
Change in Unearned Premium 22,07: 2,65¢ 88,57: 45,59;
Net Earned Premium 83,52¢ 60,40¢ 225,77: 158,14¢
Fee Income 2,87¢ 2,212 8,93t 5,272
Net Investment Income 7,53¢ 4,067 18,96( 8,20¢
Net Realized Gains 4,04¢ 2,161 10,13t 3,59(
14,46 8,44( 38,02¢ 17,06¢
Total Revenue 97,98¢ 68,84¢ 263,80 175,21
Loss and Loss Adjustment Expense 55,35( 40,527 146,00¢ 108,03!
Policy Acquisition Expenses 10,63¢ 7,87¢ 27,107 22,852
Salaries and Benefits 8,01¢ 3,80¢ 19,74¢ 10,62¢
Other insurance General and administrative expense 2,55( 3,05( 15,58¢ 11,76
Other underwriting expenses 3,106 1,70¢ 8,87: 3,68(
79,65¢ 56,96 217,32: 156,95!
Income from Continuing operations 18,33: 11,881 46,47¢ 18,25¢
Other income (expense)
Foreign Currency Gain 472 - 457 -
Interest Expense (1,410 (1,139 (3,659 (1,739
(937) (1,137 (3,196 (1,739
Income from Continuing operations before provisionincome taxes 17,39¢ 10,74¢ 43,28¢ 16,52¢
Provision for Income taxes 4,982 2,754 12,05¢ 5,41¢
Net income from continuing operations 12,417 7,99/ 31,22¢ 11,10¢
Foreign currency gain on discontinued operations - 20,57:
Loss from discontinued operations - (1,072 25C (3,459)
- (1,079 25C 17,118

Net income 12,41% 6,92( 31,47¢ 28,21¢



Preferred Stock Dividends - - - (1,200

Net income available to common shareholders $ 12,415 $ 6,92C $ 31,478 $ 27,01¢

Key measures

Net Loss Ratio: 66.2% 67.1% 64.7% 68.5%
Net Expense Ratio: 25.4% 24.0% 27.1% 28.6%
Net Combined Ratio 91.7% 91.5% 92.4% 96.%%
Annualized Return on Equity 15.€% 27.€% 18.€% 12.7%

Consolidated Result of Operations for the Three Moths Ended September 30, 2006 and 2005

Gross Premiums Written. Gross premiums writtenaased from $71.6 million for the three months en8egtember 30, 2005 to $13
million for the three months ended September 3@620he increase of $64.4 million or 89.9% wasilaitable to our commencemeni
January, 2006 of business in the specialty midadeket property and casualty segment, which gesgrgtoss premiums written of $2
million and increases in our small business workessnpensation gross premiums written of $14.9 nmilés well as a $20.0 million increi
in gross premiums written in our specialty risk axtiended warranty business.

Net Premiums Written . Net premiums written increased from $63.1 milltor6105.6 million for the three months ended Sepier 30, 200
and 2006, respectively. This $42.5 million or 67.#4%rease was the result of an increase in graamipms written in the latter three mo
period. The increase by segment was: small busiweskers’ compensation - $10.5 million; specialtykrand extended warranty 1&.¢
million; and specialty middle-market property aragalty - $19.2 million.

Net Premiums Earned . Net premiums earned increased from $60.4 mifiasrthe three months ended September 30, 20053& $8illion for
the three months ended September 30, 2006. Thid $28ion or 38.2% increase is the result of therease in net premiums written over
twelve months preceding September 30, 2006. Thease by segment was: small business workers’ aosagien - $.2 million; specialt
risk and extended warranty - $4.3 million; and salec middle-market property and casualty - $9.@8iom.

Fee income. Fee income increased from $2.2 million for the ¢hmeonths ended September 30, 2005 to $2.9 miltiothe three months enc

September 30, 2006. This $.7 million or 30.2% iaseeis the result of increased fee revenue fronadn@nistration of the Georgia Workers’
Compensation Insurance Plan (the “Georgia Assidiskl Plan”) and specialty risk and extended wayratans.
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Net Investment Income. Net investment income for the three months endede®eber 30, 2006, was $7.5 million, compared td $dillion for
the same period in 2005, an increase of $ 3.4anilbr 85.4%. The increase in net investment incoeras the result of increased inves
assets. Average invested assets (excluding eqeityriies) was $597.8 million for the three montimsled September 30, 2006 comparce
$340.8 million for the three months ended Septer80e2005, an increase of $257.9 million or 75.®¥addition, the average yields on fi;
maturities increased from 4.77% for the three meetided September 30, 2005 to 5.04% for the thoeehs ended September 30, 2006.

Net Realized Gains on Investments. Net realized gains on investments for the threethwended September 30, 2006 were $4.0 mi
compared to $2.2 million for the same period in20Che increase is the result of the Company’s aitertain positions.

Loss and Loss Adjustment Expenses. Loss and loss adjustment expenses increased $idighmor 36.5% from $40.5 million for the thr
months ended September 30, 2005 to $55.3 milliothie three months ended September 30, 2006. Neless, the Compars/loss ratio fc
the three months ended September 30, 2006 decreaséd3% from 67.1% for the three months endede®elper 30, 2005. The decreas
the loss ratio resulted from revised actuariallgj@eted ultimate losses based on the Company’sriexpe in the small business workers’
compensation segment. As the Company writes fnosiess in the small business worke@@mpensation segment and its data bec
more credible, the Company assigns more weighstmdividual loss development factors than to stdpwide factors in setting its reserv
Because the Company’s losses have developed mamaldy than the industry, as a whole, the Compaaygtuarially projected reserves h
decreased.

Policy Acquisition Expense, Salaries and Benefits Expense and Other Insurance General and Administrative Expense. Policy acquisitiol
expense, salaries and benefits expense and oth#raice general and administrative expense inae@sm $14.7 million for the thre
months ended September 30, 2005 to $21.2 milliotthie three months ended September 30, 2006, agase of $6.5 million or 44.2%. T
expense ratio for the same periods increased fradPRto 25.4%, respectively.

Income from Continuing Operations. Operating income from continuing operations inceglato $18.3 million for the three months en
September 30, 2006, from $11.9 million for the ¢hneonths ended September 30, 2005, an increagebdhdllion or 53.8%. This increase
attributable to strong growth in revenue combinéittha slight improvement in the loss ratio andabk net expense ratio.

Interest Expense. Interest expense for the three months ended Septedlh 2006 was $1.4 million, compared to $1.1iomllfor the sam
period in 2005. The increase was attributable ter@st expense on $30.0 million of additional jurdabordinated debentures issued by
Company in July, 2006.

Income Tax Expense (Benefit). Income tax expense for three months ended SepteBih@006 was $5.0 million which results in an effifiee
tax rate of 28.6%. Income tax expense for threeth®manded September 30, 2005 was $2.8 million wieshlts in an effective tax rate
25.6%. The increase in the effective tax rate ésrtsult of having earned a smaller percentageamine in foreign operations which are
subject to United States income tax relative t@ine earned in operations which are subject to dr8tates income tax.

Consolidated Result of Operations for the Nine MbistEnded September 30, 2006 and 2005

Gross Premiums Written . Gross premiums written increased from $228.2iomilfor the nine months ended September 30, 200E3%3.(
million for the nine months ended September 30,620Me increase of $144.8 million or 63.5% wasilaitable to our commencement
January, 2006 of business in the specialty midadeket property and casualty segment, which gesgrgtoss premiums written of $9
million and increases in gross premiums writter$86.7 million in our small business workempensation segment and $15.3 millio
our specialty risk and extended warranty segment.
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Net Premiums Written . Net premiums written increased from $203.7 millto $314.3 million for the nine months ended Seybier 30, 200
and 2006, respectively. This $110.6 million or 834.Bcrease was the result of an increase in gn@sipms written in the latter nine mo
period. The increase by segment was: small busiwweskers’ compensation - $27.0 million; specialtykrand extended warranty 7.$
million; and specialty middle-market property arabgalty - $76.0 million.

Net Premiums Earned . Net premiums earned increased from $158.1 miliisrthe nine months ended September 30, 2005 25.82millior
for the nine months ended September 30, 2006. §61s7 million or 42.8% increase is the result & thcrease in net premiums written ¢
the twelve months preceding September 30, 2006. ifitrease by segment was: small business workerspensation - 3.1 million;
specialty risk and extended warranty - $3.8 milliand specialty middle-market property and casuah®7.8 million.

Fee income. Fee income increased from $5.3 million for the mmenths ended September 30, 2005 to $8.9 millionHe nine months end
September 30, 2006. This $3.6 million or 67.9%éase is the result of increased fee revenue fremadministration of the Georgia Assig|
Risk Plan and specialty risk and extended warrplays.

Net Investment Income. Net investment income for the nine months endede®dper 30, 2006 was $19.0 million, compared to $&lRon for
the same period in 2005, an increase of $10.8amiltir 131.7%. The increase in net investment inceme the result of increased inve:
assets. Average invested assets (excluding eceityrisies) was $507.9 million for the nine montimsled September 30, 2006 compare
$266.7 million for the nine months ended Septen®®r2005 an increase of $240.2 million or 89.7%addition, the average yields on fi;
maturities increased from 4.10% for the nine moetded September 30, 2005 to 4.98% for the ningdhma@nded September 30, 2006.

Net Realized Gains on Investments. Net realized gains on investments for the nine m®m@nded September 30, 2006 were $10.1 mi
compared to $3.6 million for the same period in20Che increase is the result of sale of certasitipms and a larger overall equity portfol

Loss and Loss Adjustment Expenses. Loss and loss adjustment expenses increased $3fidhror 35.2% from $108.0 million for the ni
months ended September 30, 2005 to $146.0 mildothie nine months ended September 30, 2006. Nelests, the Compargy/loss ratio fc
the nine months ended September 30, 2006 decréa$ed7% from 68.3% for the nine months ended 3aipée 30, 2005. The decreas:
the loss ratio resulted from revised actuariallgjgeted ultimate losses based on the Company’sriexpe in the small business workers’
compensation segment and the performance of thep&uwyis new specialty middle market property and casusdtyment, which, as
September 30, 2006, has achieved a 61.2% losswitiorespect to net premiums earned in the amoti®27.8 million. As the Compa
writes more business in the small business worlesipensation segment and its data becomes moriblerettie Company assigns m
weight to its individual loss development factohnsirt to industry-wide factors in setting its ressrvBecause the Compasylosses ha
developed more favorably than the industry, as aleythe Company’s actuarially projected resenastdecreased.

Poalicy Acquisition Expense, Salaries and Benefits Expense and Other Insurance General and Administrative Expense. Policy acquisitiol
expense, salaries and benefits expense and otharainte general and administrative expense inae@sm $45.2 million for the nir
months ended September 30, 2005 to $62.4 milliomhi® nine months ended September 30, 2006, aeaserof $17.2 million or 38.1%. T
expense ratio for the same periods decreased f808¥®to 27.7%, respectively. The decrease is thdtref the Company ability to leverag
additional earned premium against stable expenses.

Income from Continuing Operations. Operating income from continuing operations incegato $46.5 million for the nine months en
September 30, 2006, from $18.3 million for the ninenths ended September 30, 2005, an increaseBd $#llion or 154.1%. This increz
is attributable to strong growth in revenue, anrowement in the loss and expense ratios, and agdse in investment income and real
gains.

27




Interest Expense. Interest expense for the nine months ended Septe®ihe2006 was $3.7 million, compared to $1.7 wiillifor the samr
period in 2005. The increase was attributable ter@st expense on $30.0 million of additional jurdabordinated debentures issued by
Company in July, 2006 and junior subordinated dabes in the aggregate amount of $50.0 millionéssby the Company in $25.0 milli
tranches in March, 2005 and June, 2005.

Income Tax Expense (Benefit). Income tax expense for nine months ended Septe®the?006 was $12.1 million which results in an efffiee
tax rate of 27.9%. Income tax expense for nine moended September 30, 2005 was $5.4 million wieshilts in an effective tax rate
32.8%. The decrease in the effective tax ratedsdisult of having a greater percentage of incoanaegl in foreign operations which are
subject to United States income tax relative t@ime earned in operations subject to United Statasmie tax.
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Small Business Worker's Compensation Segment Ressllbf Operations

Small Business Worker's Compensation

Gross Premiums Written

Net Premiums Writte
Change in Unearned Premium

Net Premiums Earne

Loss and Loss Adjustment Expense

Acquisition Expenses

Salaries and Benefits

Other Insurance General and administrative expense

Income from operations excluding investment income

Key Measures:

Net Loss Ratio

Net Expense Ratic
Net Combined Rati

Three months Ended

Nine months Ended

9/30/2006 9/30/2005 9/30/2006 9/30/2005
66,22: $ 51,33: $ 194,69! $ 157,97:
58,18’ 47,69¢ 172,78: 145,84
(1,175) 91 (16,295 (25,466)
57,00¢ 47,78¢ 156,48¢ 120,38(
35,22¢ 30,85¢ 94,52¢ 79,53:
9,04: 7,87¢ 22,97( 22,85:
5,321 2,74¢ 13.52¢ 7,45¢
1,90¢ 2,18( 11,02¢ 7,98t
51,50( 43,66 142,05: 117,82
550¢ $ 4127 $ 14,43t $ 2,558
61.6% 64.6% 60.2% 66.1%
28.5% 26.6% 30.2% 31.6%
90.5% 91.2% 90.£% 97.%%

Small Business Workes Compensation Segment Result of Operations fog ffhree Months Ended September 30, 2006 and 2005

Gross Premiums Written . Gross premiums written increased from $51.3 oiillfor the three months ended September 30, 200 6d
million for the three months ended September 30620he increase of $14.9 million or 29.0% waslaitable to the Company’acquisitio
in June, 2006 of a book of business in the Midviilesh Muirfield Underwriters, Ltd. which producedags premiums written of $6.1 milli
and organic growth achieved through increased ntiagkefforts. In addition, the average premium pelicy, exclusive of gross premiul
written as a result of the Muirfield acquisitioncreased by 20.6%.

Net Premiums Written . Net premiums written increased from $47.7 millton$58.2 million for the three months ended Sepen80, 200
and 2006, respectively. This $10.5 million or 22.0%rease was the result of an increase in grossipms written in the latter period.
addition, the Company increased its per occurrestntion from $.6 to $1.0 million, resulting irsteceded premium.
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Net Premiums Earned . Net premiums earned increased from $47.8 miliisrthe three months ended September 30, 2005%@$8illion for
the three months ended September 30, 2006. TH2sriilion or 19.2% increase is the result of ther@ase in net premiums written over
twelve months preceding September 30, 2006.

Loss and Loss Adjustment Expenses. Loss and loss adjustment expenses increased $4i8nnur 13.9% from $30.9 million for the thr
months ended September 30, 2005 to $35.2 milliothi® three months ended September 30, 2006. Nebess, the Comparg/loss ratio fc
the three months ended September 30, 2006 decreaééd% from 64.6% for the three months endede®eiper 30, 2005. The decreas
the loss ratio resulted from revised actuariallgjgcted ultimate losses based on the Compgaayperience. As the Company writes n
business in this segment and its data becomes enedible, the Company assigns more weight to dévidual loss development factors ti
to industry-wide factors in setting its reservesc8use the Comparsylosses have developed more favorably than thesind as a whole, tl
Company’s actuarially projected reserves have dseck

Policy Acquisition Expense, Salaries and Benefits Expense and Other Insurance General and Administrative Expense. Policy acquisitiol
expense, salaries and benefits expense and otharante general and administrative expense inaemsm $12.8 million for the thre
months ended September 30, 2005 to $16.3 milliothi® three months ended September 30, 2006, agaises of $3.5 million or 27.3%. T
expense ratio for the same periods increased fi®8P2 to 28.5%, respectively. The increase is thalt®f certain costs associated with
Company’s acquisition in June, 2006 from Muirfieldderwriters, Ltd. of its book of small workers’mpensation business in the Midwest.

Income from Continuing Operations excluding investment income. Operating income from continuing operations exelgdinvestment incon
increased to $5.5 million for the three months enSeptember 30, 2006, from $4.1 million for theethmonths ended September 30, 200
increase of $1.4 million or 34.1%. This increasatisibutable to strong growth in revenue and aprowement in the loss ratio, which v
partially offset by a small increase in the netange ratio.

Small Business Workes’ Compensation Segment Results of Operations Constéid Result of Operations for the Nine Months Enc
September 30, 2006 and 20

Gross Premiums Written . Gross premiums written increased from $158.0iomilfor the nine months ended September 30, 200582
million for the nine months ended September 30,620Me increase of $36.7 million or 23.2% was htti@ble to the Comparg/acquisitiol
in June, 2006 of a book of business in the Midviesh Muirfield Underwriters, Ltd. which produced $6million in gross premiums writti
and organic growth achieved through increased niagkefforts. In addition, the average premium pelicy, exclusive of gross premiul
written as a result of the Muirfield acquisitioncreased by 18.2%.

Net Premiums Written . Net premiums written increased from $145.8 millio $172.8 million for the nine months ended Seytter 30, 200
and 2006, respectively. This $27.0 million or 18.Birease was the result of an increase in grasipms written in the latter period.

Net Premiums Earned . Net premiums earned increased from $120.4 miflasrthe nine months ended September 30, 2005 %6.$1millior
for the nine months ended September 30, 2006.$36sl million or 30.0% increase is the result & ihcrease in net premiums written ¢
the twelve months preceding September 30, 200&d(diition, the average premium per policy, exclusif’gross premiums written as a re
of the Muirfield acquisition, increased by 18.2%.
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Loss and Loss Adjustment Expenses. Loss and loss adjustment expenses increased $lillidnrmor 18.9% from $79.5 million for the nii
months ended September 30, 2005 to $94.5 millioth® nine months ended September 30, 2006. Nelesth) the Compang/loss ratio fc
the nine months ended September 30, 2006 decréa&fd4% from 66.1% for the nine months ended $ep#z 30, 2005. The decreas
the loss ratio resulted from revised actuariallgjgcted ultimate losses based on the Compgaayperience. As the Company writes n
business in this segment and its data becomes enedible, the Company assigns more weight to dévidual loss development factors ti
to industry-wide factors in setting its reservesc&use the Comparsylosses have developed more favorably than thestngd as a whole, tl
Company’s actuarially projected reserves have deseat

Poalicy Acquisition Expense, Salaries and Benefits Expense and Other Insurance General and Administrative Expense. Policy acquisitiol
expense, salaries and benefits expense and otharaite general and administrative expense inaeiasm $38.3 million for the nir
months ended September 30, 2005 to $47.5 milliorth® nine months ended September 30, 2006, aeaserof $9.2 million or 24.0%. T
expense ratio for the same periods decreased fto8%@3to 30.4%, respectively. The decrease is thdtref the Company ability to leverag
additional earned premium against stable expenses.

Income from Continuing Operations excluding investment income. Operating income from continuing operations exalgdinvestment incon
increased to $14.4 million for the nine months eh8eptember 30, 2006, from $2.6 million for theenmonths ended September 30, 200
increase of $11.8 million or 453.8%. This incre&sattributable to strong growth in revenue comdiméth an improvement in both the I
and expense ratios.

Specialty Risk and Extended Warranty Segment Resudtof Operations

Specialty Risk and Extended Warranty

Three months Ended Nine months Ended
9/30/2006 9/30/2005 9/30/2006 9/30/2005

Gross Premiums Written 40,36: 20,29¢ 85,54¢ 70,20¢
Net Premiums Writte 28,17¢ 15,36: 65,557 57,89¢
Change in Unearned Premium (11,289 (2,745 (24,06 (20,130
Net Premiums Earne 16,89 12,61¢ 41,49( 37,76¢
Loss and Loss Adjustment Expense 13,78: 9,67 34,45¢ 28,50!
Salaries and Benefits 1,981 1,05¢ 4,01C 3,17(
Other Insurance General and administrative expense 51€ 87C 2,17¢ 3,77¢

16,28( 11,59¢ 40,64: 35,45(
Income from operations excluding investment income 614 1,02( 847 2,31¢
Key Measures:
Net Loss Ratio 81.6% 76.71% 83.1% 75.5%
Net Expense Ratic 14.8% 15.2% 14.9% 18.2%
Net Combined Rati 96.4% 92.(% 98.(% 93.%%
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Specialty Risk and Extended Warranty Segment RestilDperations for the Three Months Ended SeptemB6r 2006 and 200

Gross Premiums Written . Gross premiums written increased from $20.3 anillfor the three months ended September 30, 206&@c
million for the three months ended September 30620he increase of $20.1 million or 99.0% wasréslt of writing additional covera
plans.

Net Premiums Written . Net premiums written increased from $15.4 millilon$28.2 million for the three months ended Sep&n80, 200
and 2006, respectively. This $12.8 million or 83.f¥drease was the result of an increase in graamipms written in the latter three mo
period. In addition, certain new coverage plangtemiin the United States are not subject to theibtuRe variable quotshare reinsuran
treaty. As a result, the Company ceded a smalieepgage of gross premiums written to its reinsurer

Net Premiums Earned . Net premiums earned increased from $12.6 miliisrthe three months ended September 30, 20056® $iillion for
the three months ended September 30, 2006. THsr#dlion or 34.1% increase is the result of ther@ase in net premiums written over
twelve months preceding September 30, 2006.

Loss and Loss Adjustment Expenses. Loss and loss adjustment expenses increased $didnror 42.3% from $9.7 million for the three mbs
ended September 30, 2005 to $13.8 million for tired months ended September 30, 2006. The Congp&osg ratio for the three mon
ended September 30, 2006 increased to 81.6% fron¥e/fr the three months ended September 30, 20@bincrease in the loss ratio is
result, primarily, of an increase in claims fregogrelated to certain coverage plans.

Policy Acquisition Expense, Salaries and Benefits Expense and Other Insurance General and Administrative Expense. Policy acquisitiol
expense, salaries and benefits expense and otheaite general and administrative expense inadesa $1.9 million for the three moni
ended September 30, 2005 to $2.5 million for theghmonths ended September 30, 2006, an incre&ké dfillion or 31.6%. The exper
ratio for the same periods decreased from 15.3%4 8%, respectively.

Income from Continuing Operations excluding investment income. Operating income from continuing operations exceigdinvestment incon
decreased to $.6 million for the three months erfsiegtember 30, 2006, from $1.0 million for the éhmonths ended September 30, 20!
decrease of $.4 million or 66.7%. This decreasgtithutable to an increase in the loss ratio, Whias partiallyoffset by a growth in revent

Specialty Risk and Extended Warranty Segment ResaftOperations for the Nine Months Ended SeptemB6&r 2006 and 200

Gross Premiums Written . Gross premiums written increased from $70.2 arillfor the nine months ended September 30, 200EB %ot
million for the nine months ended September 30,620Me increase of $15.3 million or 21.8% was thsultt of writing additional covera
plans during the latter period.

Net Premiums Written . Net premiums written increased from $57.9 million$65.6 million for the nine months ended Septeng®, 200
and 2006, respectively. This $7.7 million or 13.Bf¥rease was the result of an increase in grosaipnes written in the nine month period
addition, certain new coverage plans written inltimited States are not subject to the Munich Rébée quotashare reinsurance treaty. A
result, the Company ceded a smaller percentageoef gremiums written to its reinsurers.

Net Premiums Earned . Net premiums earned increased from $37.8 miliwrthe nine months ended September 30, 2005 tb$4illion for

the nine months ended September 30, 2006. Thisrilidn or 9.8% increase is the result of the gase in net premiums written over
twelve months preceding September 30, 2006.
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Loss and Loss Adjustment Expenses. Loss and loss adjustment expenses increased $6i6nnar 21.1% from $28.5 million for the ni
months ended September 30, 2005 to $34.5 milliorttfe nine months ended September 30, 2006. Thep&ayis loss ratio for the nit
months ended September 30, 2006 increased to 83f1é6%75.5% for the nine months ended SeptembeRB05. The increase in the |
ratio is the result of an increase in claims fretuyerelated to certain coverage plans. In additibe, value of the Euro relative to the L
dollar increased resulting in an increased carryige in U.S. dollars for our ndd-S. loss reserves, which accounted for 2.6% obtrezal
7.6% increase in the loss ratio.

Policy Acquisition Expense, Salaries and Benefits Expense and Other Insurance General and Administrative Expense. Policy acquisition
expense, salaries and benefits expense and otweaite general and administrative expense decréase $6.9 million for the nine months
ended September 30, 2005 to $6.2 million for tle mhonths ended September 30, 2006, a decreasé mflfon or 10.1%. The expense
ratio for the same periods decreased from 18.4%418%, respectively. The decrease is the restlteo€Company’s ability to leverage
additional earned premium against stable expenses.

Income from Continuing Operations excluding investment income. Operating income from continuing operations exaelgdnvestment income
decreased to $.9 million for the nine months erSlegtember 30, 2006, from $2.3 million for the ninenths ended September 30, 2005, a
decrease of $1.4 million or 60.9%. This decreasgtifoutable to an increase in the loss ratio,civhias partially offset by growth in revenue.

Specialty Middle Market Property and Casualty Segmat Results of Operations

The Company commenced writing business in the afigeniddle market property and casualty segme2006. Therefore, there are no p
year comparable:

Specialty Middle Market

Three months Ended Nine months Ended
9/30/2006 9/30/2005 9/30/2006 9/30/2005

Gross Premiums Written 29,40¢ - 92,76: -
Net Premiums Writte| 19,23« - 76,00: -
Change in Unearned Premium (9,617 - (48,217 -
Net Premiums Earne 9,62: - 27,79z -
Loss and Loss Adjustment Expense 6,33¢ - 17,02( -
Acquisition Expenses 1,59: - 4,137 -
Salaries and Benefits 712 - 2,211 -
Other Insurance General and administrative expense 124 - 2,38¢ -

8,761 - 25,75 -
Income from operations excluding investment income 85€ - 2,03¢ -
Key Measures:
Net Loss Ratio 65.% 61.2%
Net Expense Ratic 25.2% 31.4%
Net Combined Rati 91.1% 92.7%
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Specialty Middle Market Segment Result of Operasdior the Three Months Ended September 30, 2!

Gross Premiums Written . Gross premiums written were $29.4 million for theee months ended September 30, 2006.
Net Premiums Written . Net premiums written were $19.2 million for thmeenths ended September 30, 2006.

Net Premiums Earned . Net premiums earned were $9.6 million for theeéhmonths ended September 30, 2006.

Loss and Loss Adjustment Expenses. Loss and loss adjustment expenses were $6.3 mithiothe three months ended September 30, 200¢
Company’s loss ratio for the three months endede®aper 30, 2006 was 65.9%.

Policy Acquisition Expense, Salaries and Benefits Expense and Other Insurance General and Administrative Expense. Policy acquisitiol
expense, salaries and benefits expense and otherirte general and administrative was $2.4 mificorthe three months ended Septer
30, 2006. The expense ratio was 25.2%.

Income from Continuing Operations excluding investment income. Operating income from continuing operations exalgdinvestment incon
was $.9 million for the three months ended Septer@be2006.

Specialty Middle Market Segment Results of OperatdConsolidated Result of Operations for the Nineohhs Ended September 30, 20
Gross Premiums Written . Gross premiums written were $92.8 million for thiee months ended September 30, 2006.

Net Premiums Written . Net premiums written were $76.0 million for theenmonths ended September 30, 2006.

Net Premiums Earned . Net premiums earned were $27.8 million for theeninonths ended September 30, 2006.

Loss and Loss Adjustment Expenses. Loss and loss adjustment expenses were $17.0 mftiothe nine months ended September 30, :
The Company'’s loss ratio for the nine months ersiggtember 30, 2006 was 61.2%.

Policy Acquisition Expense, Salaries and Benefits Expense and Other Insurance General and Administrative Expense. Policy acquisitiol
expense, salaries and benefits expense and oth@ainte general and administrative expense wasrdilian for the nine months end
September 30, 2006. The expense ratio was 31.4%.

Income from Continuing Operations excluding investment income. Operating income from continuing operations exalgdinvestment incon
was $2.0 million for the nine months ended Septeribe2006.

Liquidity and Capital Resources

Our principal sources of operating funds are premsiunvestment income and proceeds from sales atgrities of investments. Our primi
uses of operating funds include payments of claamd operating expenses. Currently, we pay claimgusash flow from operations a
invest our excess cash primarily in fixed matuaitd equity securitie§Ve forecast claim payments based on our histotieatls. We seek
manage the funding of claim payments by activelyaging available cash and forecasting cash flowa ehort- and lon¢germ basis. Ca:
payments for claims were $81.1 million in the nmenths ended September 30, 2006 and $53.2 milliothe nine months ended Septen
30, 2005. We expect cash flow from operations ghbel sufficient to meet our anticipated claim oéligns.We further expect that project
cash flow from operations will provide us sufficidiguidity to fund our anticipated growth, by piiding capital to increase the surplus of
insurance company subsidiaries and fund paymeint@fest on our junior subordinated debenturesadhdr holding company expenses t
at least 2008.
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However, if our growth attributable to acquisitipmsternally generated growth or a combinationtedse, exceeds our projections, we
have to raise additional capital sooner to suppartgrowth.

Nine Months Ended
September 30,

2006 2005
Cash and cash equivalents provided by (used in):
Operating activities $ 126,04¢ $ 84,78:
Investing activities (362,379 70,20:
Financing activities 171,54« (65,639)
Change in cash and cash equivalents $ (64,789 $ 20,93(

The increase in the cash provided by operatingities from 2005 to 2006 reflects the growth inmiem and associated increase in «
receipts during the period.

Cash used in investing activities during the peregresents, primarily, the net purchases (purchless sales) of investments. For the
months ended September 30, 2006 the Compamst purchases of fixed income securities tot@kHl .4 million and net purchases of eq
securities totaled $38.8 million. For the nine nienénded September 30, 2005 the Compzangt purchases of fixed income securities to
$51.0 million and net purchases of equity secuwitietaled $25.6 million, which was offset by thdesaf real estate associated v
discontinued operations, which generated $152.6omil

Cash provided by financing activities for the nmenths ended September 30, 2006 consist of $16ilidmgenerated by the net proceed
the issuance of 25.6 million shares of common steekprivate placement in reliance on exemptioamfregistration under the Securities
of 1933 (the “Private Placementihd the issuance of additional junior subordinateik of $30.9 million in the form trust preferrestarities
which was offset by the repayment of short term borrowings éamount of $25.0 million. Cash provided by finawgcactivities for the nir
months ended September 30, 2005 consist of $51l@mgenerated by the issuance of junior subor@idalebt in the form trust prefer
securities, which was offet by the repayment of advances from sharehotife$42.9 million, preferred stock dividends of $@nfllion anc
repayment of mortgage notes on real estate asedaidth discontinued operations of $92.9 million.

As of September 30, 2006, our cash and investnatfofio was $716.0 million (excluding $1.1 milliasf other investments). Because we
not anticipate selling securities in our investmeaittfolio to pay claims or to fund operating expes, we classify most of our fixed matu
securities in the held-toraturity category. Should circumstances arisewhatld require us to do so, we may incur lossesuzh sales, whic
would adversely affect our results of operationd eould reduce investment income in future peritfdss the result of such sales we couli
longer classify any portion of our fixed maturitgrifolio as held-tamaturity we would be required to carry all of oixefd maturity securitie
at the market value. If the aggregate market vatuegiven balance sheet were below the aggregaieiaed cost we would have a reduc
to shareholders equity. At September 30, 2006 held-tomaturity fixed maturity portfolio had an aggregateealized loss of $2.1 million.
at September 30, 2006 we were unable to classifyixed maturity portfolio as held-toyaturity our shareholders equity would be reduaa
an after tax basis by $1.4 million.
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Reinsurance

We purchase excess of loss worke@mpensation reinsurance to protect us from theaanpf large losses. Under this reinsurance prog
we pay our reinsurers a percentage of our net ossgearned insurance premiums, subject to cert@iimomm reinsurance premit
requirements. Our reinsurance program for 2006udesd multiple reinsurers in five layers of reinswe that provide us with coverage
excess of a certain specified amount per loss oggce, or retention level. Our reinsurance progi@n2006 provides coverage for claim:
excess of $1.0 million per occurrence with coverageto $130.0 million per occurrence, subject totaie exclusions and restrictio
including a $1.25 million aggregate deductible aggiile to the first layer of this reinsurance cewgr. Our reinsurance for workers’
compensation losses caused by acts of terrorisnois limited than our reinsurance for other typeaarkers’ compensation losses. We h
obtained reinsurance for this line of business \mitiher limits as our exposures have increasedhAsscale of our worker€ompensatio
business has increased, we have also increasadthent of risk we retain.

Since January, 2003, we have maintained quota sbergurance for our extended warranty and accidiel@mage insurance underwritte
the European Union and certain coverage plans umitiem in the United States. This reinsurance alswers certain other risks
underwrite in the European Union. Under these gebgae reinsurance arrangements, we cede a p@8&é for the majority of the risks)
each reinsured risk to our reinsurers and recdhwesame percentage of ceded loss and loss adjustwpmmses, subject to certain exclus
and restrictions. In return for this reinsurancet@ction, we pay the reinsurers their pro rataeshaf the insurance premiums on the c
business, less a ceding or overriding commission.tfie most part, coverage for losses arising baicts of terrorism is excluded from t
reinsurance. The majority of our extended warrantgt accidental damage insurance underwritten irlthieed States is not reinsured v
third party reinsurers. However, a portion of thesks as well as much of the risk that we retaider our various third party reinsura
arrangements are ceded under reinsurance arrantewignAll.

Investment Portfolio

The first priority of our investment strategy isepervation of capital, with a secondary focus onximaing an appropriate risk adjus
return. We expect to maintain sufficient liquidityom funds generated from operations to meet oticipated insurance obligations ¢
operating and capital expenditure needs, includidgt service and additional payments in connegtidm our past renewal rights acquisitic
The excess funds will be invested in accordancé With the overall corporate investment guideliagsswvell as an individual subsidiasy’
investments guidelines. Our investment guidelimesdasigned to maximize investment returns thraughudent distribution of cash and ¢
equivalents, fixed maturities and equity positio@ash and cash equivalents include cash on depositmercial paper, pooled shoetr
money market funds and certificates of deposit withoriginal maturity of 90 days or less. Our fixedturity securities include obligations
the U.S. Treasury or U.S. agencies, obligationsodii U.S. and Canadian corporations, mortgaaeked securities, and mortgages guaral
by the Federal National Mortgage Association arel Flederal Home Loan and Federal Farm Credit enti@r equity securities inclu
common stocks of both U.S. and Canadian corporation

Our investment portfolio, including cash and casjuiealents, had a carrying value of $716.0 milli@xcludes $1.1 million of oth
investments) as of September 30, 2006, and is suizedan the table below by type of investment.
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Our investment portfolio, including cash and cash equivalents, had a carrying value of $716 million
(excludes $1.1 million of other investments) as of September 30, 2006, and is summarized below by
type of investment ($ in thousands).

Carrying Percentage of
Value Portfolio
Fixed Income Securities:
Mortgage backed securities $ 20,341 2.8
U.S Treasury securities 24,791 35
Obligations of U.S. government agencies 272,550 38.1
Corporate bonds 70,523 9.9
Time and short-term deposits 195,041 27.2
Total fixed income securities 583,246 815
Equity Securities:
Common stock 80,880 11.3
Non-redeemable preferred stock 810 0.1
Total equity securities 81,690 114
Total investments, excluding cash and cash equindse 664,936 92.9
Cash and cash equivalents 51,065 7.1
Total investments $ 716,001 100.0
The table below shows the composition of our fixed maturity securities as of September 30, 2006.
As of September 30, 2006, the weighted average duration of our fixed income securities was 2.4 years.
Percentage
of Fixed
Amount Maturity
(in thousands) Portfolio
Less than one yez $ 70,258 18.10 %
One to five years 232,098 59.79 %
Five to ten years 65,508 16.87 %
Mortgage backed securitie 20,341 5.24%
$ 388,205 100.00 %
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Junior Subordinated Debt

On March 17, 2005 and June 15, 2005, the Comparticipated in two separate private placements & &2nillion each (Trust Preferre
and 1) of fixed/floating rate capital securitiessued by whollyewned trusts of the Company. On July 25, 2006 the@any participated in
additional private placement of $30.9 million (Trdreferred 1ll). The securities require interesty payments to be made on a quan
basis, with principal due at maturity date. The @any incurred placement fees in the approximateuatnof $1.2 million in 2005 and $.
million in 2006 in connection with these financingghich will be amortized over thirty years. Thesaounts are reflected in prepaid expe
and other assets in the accompanying consolidatiedide sheets.

Aggregate Aggregate

Liquidation Liquidation Aggregate

Amount of Amount of Principal Per Annum

As of September 30, 2006 ‘rust Preferred Common Amount of Stated Maturity Interest Rate of
(% in thousands) Securities Securities Notes of Note Notes

AmTrust Capital Financing Trust | $ 25,00( $ 774 $ 25,77« 3/17/2035 8.27"%
AmTrust Capital Financing Trust Il 25,00( 774 25,77¢ 6/15/2035 7.71(%
AmTrust Capital Financing Trust IlI 30,00( 92¢ 30,92¢ 9/15/2036 8.83(%
Total Trust Preferred Securities $ 80,00( $ 2,47¢ $ 82,47¢

AmTrust is a holding company and has no direct ajpans. Our ability to pay dividends in the futymémarily depends on the ability of ¢
operating subsidiaries to pay dividends to us. i@smrance company subsidiaries are regulated insareompanies and, therefore, are su
to significant regulatory restrictions limiting theability to declare and pay dividends. The maximamount of dividends available to
Company from its insurance company subsidiariesndu2006 without prior regulatory approval was #gillion. In addition, the terms
our junior subordinated debt require that we malteeduled interest payments on the debt before weapg dividends to our stockholde
Agreements or indentures governing future debtnititegs may contain prohibitions or other restrisicon the payment of dividends.
October 16, 2006, the Company paid a cash dividetite amount of $.02 per share of Common StoclItholders of record as of Octobe
2006.
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Item 3. Quantitative and Qualitative Disclosures Alout Market Risk

Market risk is the risk of potential economic Igsincipally arising from adverse changes in the failue of financial instruments. T
major components of market risk affecting us aeglitrrisk, interest rate risk, foreign currencykrand equity price risk.

Credit Risk. Credit risk is the potential loss arising princigdfom adverse changes in the financial conditidrthe issuers of our fixe
maturity securities and the financial conditioroof third party reinsurers. We address the crésktrelated to the issuers of our fixed matt
securities by investing primarily in fixed maturiggcurities that are rated “BBB-" or higher by Stard & Poors. We also independen
monitor the financial condition of all issuers afrdixed maturity securities. To limit our risk esgure, we employ diversification policies 1
limit the credit exposure to any single issuer asibess sector.

We are subject to credit risk with respect to dnindt party reinsurers. Although our third partyn®irers are obligated to reimburse
the extent we cede risk to them, we are ultimaialyle to our policyholders on all risks we haveled. As a result, reinsurance contract
not limit our ultimate obligations to pay claimsvewed under the insurance policies we issue andiight not collect amounts recovere
from our reinsurers. We address this credit riskriyally selecting reinsurers with an A.M. Bestting of “A-" (Excellent) or better and
performing, along with our reinsurance broker, paic credit reviews of our reinsurers. If one of eeinsurers suffers a credit downgrade
may consider various options to lessen the riskss&t impairment, including commutation, notatiod ktters of credit.

Interest Rate Risk. We had fixed maturity securities (excluding $19illion of time and shorterm deposits) with a fair value of $38
million and a carrying value of $388.2 million alsSeptember 30, 2006 that are subject to inteegstrisk. Interest rate risk is the risk that
may incur losses due to adverse changes in intextest. Fluctuations in interest rates have a dinggact on the market valuation of our fi:
maturity securities. We manage our exposure tadsterate risk through a disciplined asset andlifigbmatching and capital managem
process. In the management of this risk, the cheniatics of duration, credit and variability ofstaflows are critical elements. These risks
assessed regularly and balanced within the confeotr liability and capital position.
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The table below summarizes the interest rate rislocated with our fixed maturity securities bysltrating the sensitivity of the f.
value and carrying value of our fixed maturity sétes as of September 30, 2006 to selected hygotiehanges in interest rates, and
associated impact on our shareholdeguity. We classify our fixed maturity securitiegher than redeemable preferred stock, mort
backed and corporate obligations as heldatdurity and carry them on our balance sheet at eosmortized cost, as applicable. /
redeemable preferred stock we hold from time tcefins classified as available-feale and carried on our balance sheet at fair \
Temporary changes in the fair value of our fixedturity securities that are held-toaturity, such as those resulting from interesg
fluctuations, do not impact the carrying value loége securities and, therefore, do not affect bareholdersequity. However, tempora
changes in the fair value of our fixed maturity séttes that are held as available-gale do impact the carrying value of these seesrai
are reported in our shareholdeesgjuity as a component of other comprehensive incomieof deferred taxes. The selected scenaritise
table below are not predictions of future events, father are intended to illustrate the effecthsagents may have on the fair value
carrying value of our fixed maturity securities asrdour shareholders’ equity, each as of Septedbe2006.

Hypothetical
Percentage
Estimated (Increase)
Estimated Change in  Decrease in
Change in Carrying Carrying  Shareholders’
Hypothetical Change in Interest Rates Fair Value  Fair Value Value Value Deficit
($ in thousands)
200 basis point increase $ 36753 % (18,546 $ — 3 (4,23¢) -1.3%
100 basis point increase 376,60¢ (9,479 — (2,15¢) -0.7
No change 386,08: — 388,20! — —
100 basis point decrease 390,73 4,651 — 2,20z 0.7
200 basis point decrease 394,24 8,16( — 4,46¢ 1.4

Foreign Currency Risk. We write insurance in the United Kingdom and certather European Union member countries through.
While the functional currency of AlU is the Eurogwvrite coverages that are settled in local cuiempdncluding the British Pound. \
attempt to maintain sufficient local currency assem deposit to minimize our exposure to realizedency losses; however, we may
exposed to future losses based on fluctuationarirency valuations.

Equity Price Risk. Equity price risk is the risk that we may incurdes due to adverse changes in the market pridée @fquity securitie
we hold in our investment portfolio, which includemmon stocks, noredeemable preferred stocks and master limitech@astips. W
classify our portfolio of equity securities as dable-forsale and carry these securities on our balancd ahé&ser value. Accordingly, adver
changes in the market prices of our equity seegritesult in a decrease in the value of our tataéts and a decrease in our shareholder:
equity. As of September 30, 2006, the equity séesrin our investment portfolio had a fair valdeb81.7 million, representing 11.4% of
total invested assets on that date.
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Item 4. Controls and Procedures

The principal executive officer and principal firgal officer of the Company have evaluated the Canys disclosure controls a
procedures and have concluded that, as of the et @eriod covered by this report, such disclestontrols and procedures were effec
in ensuring that information required to be diselb®y the Company in the reports that it fileswrsits under the Securities Exchange A
1934 is timely recorded, processed, summarizedegpatted. The principal executive officer and pifa¢ financial officer also concluded tl
such disclosure controls and procedures were @féettt ensuring that information required to bectbsed by the Company in the reports
it files or submits under such Act is accumulatad aommunicated to the Compasyhanagement, including its principal executivecef
and principal financial officer, as appropriate aitow timely decisions regarding required disclasiDuring the most recent fiscal qual
there have been no changes in the Comsangérnal controls over financial reporting thatze materially affected, or are reasonably like
materially affect, the Company’s internal contrekofinancial reporting.

Risks Associated with Forwa-Looking Statements Included in this Form 10-Q

This Form 10-Q contains certain forwdambking statements within the meaning of Sectioi 2t the Securities Act of 1933 a
Section 21E of the Securities Exchange Act of 19@&fch are intended to be covered by the safe marb@ated thereby. These staterr
include the plans and objectives of managementfifture operations, including plans and objectivekting to future growth of ti
Company’s business activities and availability wfids. The forwardeoking statements included herein are based aremuexpectations tk
involve numerous risks and uncertainties. Assummgti@lating to the foregoing involve judgments witspect to, among other things, fu
economic, competitive and market conditions, retpuaframework, weatherelated events and future business decisions,failhich are
difficult or impossible to predict accurately anémy of which are beyond the control of the Compaithough the Company believes t
the assumptions underlying the forwdodking statements are reasonable, any of the gatsams could be inaccurate and, therefore, then
be no assurance that the forward-looking statememisided in this Form 1@ will prove to be accurate. In light of the sigcdfn!
uncertainties inherent in the forwalabking statements included herein, the inclusiérsach information should not be regarded
representation by the Company or any other pefsattte objectives and plans of the Company wilhtigieved.
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PART Il. OTHER INFORMATION
Item 2. Unregistered Sales of Equity Securities
On September 1, 2006 we issued 16,000 restrictadeshunder our 2005 Equity Incentive Plan to certfi our employees for |

consideration. All of these issuances were effeatitidout registration under the Securities Actéfiance on an exemption from registrat
Subsequently, the shares were registered for régaike holders pursuant to the Registration Statéron Form S-1 (Registration No. 333-

134960), which was declared effective on Novembe096.
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Item 6. EXHIBITS.

Exhibit

Number Description

31.1 Certification of the Chief Executive Officer, puest to Rule 13a-14(a) or 18dHa), for the quarter ended Septembe
2006.

31.2 Certification of the Chief Financial Officer, puesut to Rule 13a-14(a) or 15d-14(a), for the quasteted September 30,
2006.

32.1 Certification of the Chief Executive Officer, pues to 18 U.S.C. Section 1350, for the quarter dri8iptember 30, 20(

32.2 Certification of the Chief Financial Officer, puest to 18 U.S.C. Section 1350, for the quarter dr&kptember 30, 2006.
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SIGNATURES

Pursuant to the requirements of the Securities &xgh Act of 1934, the registrant has duly causisdréport to be signed on its
behalf by the undersigned hereunto duly authorized.

AmTrust Financial Services, Inc.

(Registrant)

Date: December 20, 2006 Isl Barry D. Zyskind

Barry D. Zyskind
President and Chief Executive Officer

Date: December 20, 2006 /sl Ronald E. Pipoly, Jr.

Ronald E. Pipoly, Jr.
Chief Financial Officer
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EXHIBIT 31.1
CERTIFICATION
I, Barry Zyskind, certify that:
I. I have reviewed this quarterly report on FormQ®f Amtrust Financial Services, Inc.

2. Based on my knowledge, this report does notatorgny untrue statement of a material fact or dmistate a material fact necessar
make the statements made, in light of the circuntets under which such statements were made, nt#adisg with respect to the per
covered by this report;

3. Based on my knowledge, the financial statemeans, other financial information included in thisport, fairly present in all mater
respects the financial condition, results of operatand cash flows of the registrant as of, amgtfe@ periods presented in this report;

4. The registrans other certifying officer and | are responsible dstablishing and maintaining disclosure contemld procedures (as defir
in Exchange Act Rules 13a-15(e) and 15d-15(e)}Heregistrant and have:

(a) designed such disclosure controls and procederecaused such disclosure controls and procedarbe designed under
supervision, to ensure that material informatiokatieg to the registrant, including any consolidagibsidiaries, is made known to us
others within those entities, particularly durihg tperiod in which this report is being prepared;

(b) evaluated the effectiveness of the registgadisclosure controls and procedures and preséntbds report our conclusions ab
the effectiveness of the disclosure controls andeguiures, as of the end of the period coveredibyéport based on such evaluation; and

(c) disclosed in this report any change in thegtegnt's internal control over financial reportitigat occurred during the registrant’
most recent fiscal quarter that has materiallyciéfe, or is reasonably likely to materially affeitte registrans internal control over financ
reporting; and

5. The registrans other certifying officer and | have disclosedsdxon our most recent evaluation of internal @miver financial reportin
to the registrant’s auditors and the audit commitibthe registrant’s board of directors (or pessperforming the equivalent functions):

(a) all significant deficiencies and material weagses in the design or operation of internal cbotrer financial reporting which a
reasonably likely to adversely affect the registsaability to record, process, summarize and refioancial information; and

(b) any fraud, whether or not material, that inesivmanagement or other employees who have a s@mifrole in the registrarst
internal control over financial reporting.

Dated: December 20, 2006 By: /s/Barry Zyskind

Barry Zyskind

President and Chief
Executive Officer(Principal
Executive Officer)




EXHIBIT 31.2
CERTIFICATION
I, Ronald Pipoly, certify that:
I. I have reviewed this quarterly report on FormQ®f Amtrust Financial Services, Inc.

2. Based on my knowledge, this report does notatorgny untrue statement of a material fact or dmistate a material fact necessar
make the statements made, in light of the circuntets under which such statements were made, nt#adisg with respect to the per
covered by this report;

3. Based on my knowledge, the financial statemeans, other financial information included in thisport, fairly present in all mater
respects the financial condition, results of operatand cash flows of the registrant as of, amgtfe@ periods presented in this report;

4. The registrans other certifying officer and | are responsible dstablishing and maintaining disclosure contemld procedures (as defir
in Exchange Act Rules 13a-15(e) and 15d-15(e)}Heregistrant and have:

(a) designed such disclosure controls and procederecaused such disclosure controls and procedarbe designed under
supervision, to ensure that material informatiokatieg to the registrant, including any consolidagibsidiaries, is made known to us
others within those entities, particularly durihg tperiod in which this report is being prepared;

(b) evaluated the effectiveness of the registgadisclosure controls and procedures and preséntbds report our conclusions ab
the effectiveness of the disclosure controls andeguiures, as of the end of the period coveredibyéport based on such evaluation; and

(c) disclosed in this report any change in thegtegnt's internal control over financial reportitigat occurred during the registrant’
most recent fiscal quarter that has materiallyciéfe, or is reasonably likely to materially affeitte registrans internal control over financ
reporting; and

5. The registrans other certifying officer and | have disclosedsdxon our most recent evaluation of internal @miver financial reportin
to the registrant’s auditors and the audit commitibthe registrant’s board of directors (or pessperforming the equivalent functions):

(a) all significant deficiencies and material weagses in the design or operation of internal cbotrer financial reporting which a
reasonably likely to adversely affect the registsaability to record, process, summarize and refioancial information; and

(b) any fraud, whether or not material, that inesivmanagement or other employees who have a s@mifrole in the registrarst
internal control over financial reporting.

Dated: December 20, 20! By: /s/ Ronald Pipoly

Ronald Pipoly
Chief Financial Office{Principal
Financial and Accounting Officer)




EXHIBIT 32.1

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Quarterly Report of Amtr#shancial Services, Inc. (the “Company”) on FormQGor the period endir

September 30, 2006 as filed with the SecuritiesExchange Commission on the date hereof (the “R@pdr Barry Zyskind, President a

Chief Executive Officer (Principal Executive Offideof the Company, certify, pursuant to 18 U.S.@ction 1350, as adopted pursuar
Section 906 of the Sarbanes-Oxley Act of 2002, that

(@) the Report fully complies with the requirementsettion 13(a) or 15(d) of the Securities Exchangeoh 1934; and

(b) the information contained in the Report fairly mets, in all material respects, the financial cbadiand results of operations of
the Company.

/sl Barry Zyskind

Barry Zyskind
President and Chief Executive Officer
(Principal Executive Officer)

December 20, 2006




EXHIBIT 32.2

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Quarterly Report of Amtr#shancial Services, Inc. (the “Company”) on FormQ@or the period endir

September 30, 2006 as filed with the SecuritiesEx@hange Commission on the date hereof (the “R8pdr Ronald Pipoly, Chief Financi

Officer (Principal Financial and Accounting Offi¢enf the Company, certify, pursuant to 18 U.S.Cctlea 1350, as adopted pursuan
Section 906 of the Sarbanes-Oxley Act of 2002, that

(@) the Report fully complies with the requirementsettion 13(a) or 15(d) of the Securities Exchangeoh 1934; and

(b) the information contained in the Report fairly mets, in all material respects, the financial cbadiand results of operations of
the Company.

/s/ Ronald Pipoly

Ronald Pipoly
Chief Financial OfficefPrincipal
Financial and Accounting Officer)

December 20, 2006




