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

FORM 8-K/A

CURRENT REPORT
Pursuant to Section 13 OR 15(d) of the Securitiesx€hange Act of 1934

Date of Report (Date of Earliest Event Reported) September 7, 2007

AmTrust Financial Services, Inc.

(Exact name of registrant as specified in its @rart

Delaware 001-33143 04-3106389
(State or other jurisdiction (Commission IRS Employer
of incorporation) File Number) Identification No.)
59 Maiden Lane, ™ Floor, New York, New Yort 10038

(Address of principal executive offices) (Zip Code)

Registrant's telephone number, including area code (212) 220-7120

(Former name or former address, if changed sirstadgport.)

Check the appropriate box below if the Form 8-kflis intended to simultaneously satisfy the §liobligation of the registrant under any of the
following provisions (_se&eneral Instruction A.2. below):

O Written communications pursuant to Rule 425 unberSecurities Act (17 CFR 230.425)
O Soliciting material pursuant to Rule 14a-12 undher Exchange Act (17 CFR 240.14a-12)
O Pre-commencement communications pursuant to Rae2{l) under the Exchange Act (17 CFR 240.14d-2(b))

O Pre-commencement communications pursuant to Rdet{d under the Exchange Act (17 CFR 240.133-4 (c)




Item 2.0.COMPLETION OF ACQUISITION OR DISPOSITION OF ASSETS.

As previously reported in the Current Report onnr&K dated September 7, 2007, AmTrust Financialies, Inc. (the “Company”) completed the
acquisition of Associated Industries Insurance B8esy Inc. (“Associated”) and its wholly-owned sialisry, Associated Industries Insurance Company,
Inc. pursuant to the Stock Purchase Agreement'fAgeement”), dated June 25, 2007, by and amon@thmpany, Associated and the Sellers named
therein. This Amendment No. 1 on Form 8-K/A ameadd supplement the September 7, 2007 Form 8-Keo€thmpany to include financial statements
and pro forma financial information.

Item 9.0:FINANCIAL STATEMENTS AND EXHIBITS.

(a) Financial statements of business acquired.

The following financial statements required by ItérA1(a) of form 8-K are attached hereto as ExKi8iil and 99.2.

(@

(i)

Exhibit 99.1

Interim Unaudited Condensed Consolidated Finar@tialements

Condensed Consolidated Balance Sheets as of Ju28@Dand December 31, 2006

Unaudited Condensed Consolidated Statements ofl@@nd Comprehensive Net Income for the six moartisked June 30, 2007 and
June 30, 2006

Unaudited Condensed Consolidated Statements of Elasis for the six months ended June 30, 2007 and 30, 2006.

Notes to the Unaudited Condensed Consolidated EialaBtatements

Exhibit 99.2

Annual Consolidated Financial Statements

Report of Independent Registered Public Accounfimm

Consolidated Balance Sheet as of December 31, 2006

Consolidated Statement of Income and Comprehemgténcome for the year ended December 31, 2006
Consolidated Statement of Changes in Sharehol&epsty for the year ended December 31, 2006
Consolidated Statement of Cash Flows for the yede@ December 31, 2006

Notes to Consolidated Financial Statements

(b) Pro Forma financial information

The following unaudited condensed consolidatedfpnma financial information required by Item 9.01¢5 Form 8-K is attached as Exhibit

99.3.

Unaudited Pro Forma Financial Information
Unaudited Condensed Consolidated Pro Forma Bal@heet as of June 30, 2007




Unaudited Condensed Consolidated Pro Forma Stateshércome for the six months ended June 30, 2007
Unaudited Condensed Consolidated Pro Forma Stateshémcome for the year ended December 31, 2006
Notes to Unaudited Condensed Consolidated Pro FBinancial Statements

(c) Not applicable

(d) Exhibits.

Exhibit Number
23.1
99.1

99.2

99.3

Description

Consent of Johnson Lambert & Co. LLP

Condensed Consolidated Balance Sheets as of Ju2@@Dand December 31, 2006; Unaudited Condeneaddlidated
Statements of Income and Comprehensive Net Incomié six months ended June 30, 2007 and Jur086,; Unaudited
Condensed Consolidated Statements of Cash Flowkda@ix months ended June 30, 2007 and June 86; Rlbtes to the
Unaudited Condensed Consolidated Financial Statesmen

Report of Independent Registered Public Accourfiimgn Consolidated Balance Sheet as of Decembe2@®16; Consolidated
Statement of Income and Comprehensive Net Incomiéoyear ended December 31, 2006; Consolidatgergent of Changes
in Shareholders’ Equity for the year ended Decertie2006; Consolidated Statement of Cash Flowthiyear ended
December 31, 2006; Notes to Consolidated Finastatements

Unaudited Condensed Consolidated Pro Forma Bal@heet as of June 30, 2007; Unaudited Condensediatsed Pro Forma
Statement of Income for the six months ended JOn@@07; Unaudited Condensed Consolidated Pro F&tateament of Income
for the year ended December 31, 2006; Notes to titetiCondensed Consolidated Pro Forma Financiae®ents




SIGNATURES

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

AmTrust Financial Services, Inc.

(Registrant’

Date: November 13, 2007

/s/ Ronald Pipoly

Ronald Pipoly
Chief Financial Office




Exhibit 23.1

Consent of Independent Registered Public Accouriinm

AmTrust Financial Services, Inc.

We consent to the inclusion in this current reporform 8-K/A and the incorporation by referencéhia registration statement on Form S-1
(Registration No. 333-134960) of AmTrust Finan8akvices, Inc. of our report dated February 2772@ating to the consolidated financial statements
of Associated Industries Insurance Services, ls@fand for the year ended December 31, 2006.

We also consent to the reference to us under {hgood Experts” in the registration statement.

/s/ Johnson Lambert & Co., LLP

Jacksonville, Florida
November 13, 200




Associated Industries Insurance Services, Inc.

Unaudited Condensed Consolidated Financial Statesmen
and Consolidating Information

Six months ended June 30, 2007
Contents
Unaudited Condensed Financial Statements:
Condensed Consolidated Balance Sheet
Condensed Consolidated Statement of Income and &brapsive Income

Condensed Consolidated Statement of Cash Flows
Notes to Condensed Consolidated Financial Statey
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Associated Industries Insurance Services, Inc.
Condensed Consolidated Balance Sheets

June 30, December 31,
2007 2006
(Unaudited) (Audited)
Assets
Fixed maturity securities, available for sale (atized cost of $134,379,688 and $110,634,760) $ 131,438,990 $ 109,014,31
Equity securities, available for sale (cost of $2,2nd $5,294) 2,512 2,40¢
Investment in real estate 1,240,49 1,267,21.
Total investments 132,681,90 110,283,93
Cash and cash equivalents 10,647,63 31,305,72
Accrued investment income 1,482,84. 1,185,99
Premiums receivable, net 35,285,45 30,441,32
Reinsurance recoverable 170,459,08 176,218,62
Prepaid reinsurance premiums 1,637,40 8,913,82!
Deferred policy acquisition costs 5,412,48 1,956,10.
Property and equipment, net 1,136,32! 1,192,97
Net deferred tax ass 10,534,23 10,650,61
Other assets 9,725,13I 10,889,31
Total assets $ 379,002,49 $ 383,038,44
Liabilities and shareholders’ equity
Liabilities:
Reserves for losses and loss adjustment expenses $ 300,851,27 $ 304,174,67
Unearned premiums 33,151,45 28,661,39
Advance premiums 205,40! 729,26
Reinsurance premiums payable (1,773,03) 2,071,10!
Accounts payable and accrued expenses 8,758,44. 7,787,64
Federal income tax payable 281,85: 2,889,07.
Notes payabl 4,155,07! 4,162,60:
Other liabilities 7,678,01 7,345,26!
Deferred gain on retroactive reinsurance 181,08: 452 ,44¢
Total liabilities 353,489,57 358,273,47
Shareholders’ equity:
Common stock, no par value; 20,000,000 shares anélalp 2,809,000 shares issued
and outstanding 10,00¢( 10,00¢(
Accumulated other comprehensive loss (1,835,89) (1,012,46))
Retained earnings 27,338,81 25,767,42
Total shareholders’ equity 25,512,92 24,764,96
Total liabilities and shareholders’ equity $ 379,002,449 $  383,038,44

See accompanying notes to the unaudited condepssdldated financial statements




Associated Industries Insurance Services, Inc.

Condensed Consolidated Statements of Income and Cpnehensive Income

Revenues
Premium income
Net premium written
Change in unearned premium

Net premiums earned
Administrative service fees
Net investment incom
Net realized investment gai
Retroactive reinsurance gain
Other income

Total revenues

Expenses
Losses and loss adjustment expenses
Policy acquisition expenses
Salaries and benefits
Other insurance general and administrative expenses
Interest expense
Total expenses

Income before income taxes
Federal income tax expense

Net income

Comprehensive Net Income
Net income

Net unrealized holding losses arising during theoge net of income taxes of $496,772 and $169,

respectively

Less: reclassification adjustment for realized gantluded in net income, net of income taxes 8D%@and

$(366,744), respectively
Other comprehensive loss, net of tax

Comprehensive net income (loss)

Six Months Ended June 30,

2007 2006
(unaudited) (unaudited)

$ 39,831,15 $ 29,176,48
(11,766,48) (8,244,81)
28,064,66 20,931,66
5,500,46! 4,551,68!
3,369,87. 2,582,18!
80 164,74
271,36 220,60:
35,72« 27,76(
37,242,17 28,478,64
19,997,90 16,301,91
5,186,52. 3,486,31.
4,120,341 4,149,08
4,476,63! 3,573,31.
375,12! 362,97
34,156,53 27,873,58
3,085,64. 605,05¢
1,514,25 408,38t
$ 1,571,38° $ 196,67
$ 1,571,38° $ 196,67:
(823,37) (1,317,64)
(50) (102,75
(823,42) (1,420,40)
$ 747,96. $ (1,223,73)

See accompanying notes to the unaudited condepssdldated financial statements




Associated Industries Insurance Services, Inc.
Condensed Consolidated Statements of Cash Flows

Cash from operations
Net income
Adjustments to reconcile net income to cash fromrafions:
Depreciation and amortization
Net realized investment gains
Retroactive reinsurance gain
Changes in operating assets and liabilities:
Accrued investment income
Premiums receivable
Reinsurance recoverable
Receivable for securities sold
Deferred policy acquisition costs
Prepaid reinsurance premium
Deferred income taxes
Other assets
Losses and loss adjustment expenses
Unearned premiums
Advance premiums
Reinsurance premiums payable
Accounts payable and accrued expenses
Federal income taxes receivable
Other liabilities

Net cash from operations

Cash flows from investing activities

Proceeds from sales and maturities of investments
Cost of investments purchased

Cost of fixed assets purchased

Net cash from investments

Cash flows from financing activities
Proceeds from issuance of debt
Repayment of borrowed funds

Net cash from financing activities
Net change in cash and cash equival
Cash and cash equivalents, beginning of year

Cash and cash equivalents, end of period

Six Months Ended June 30,

2007 2006
(unaudited) (unaudited)

$ 1571,38 $ 196,67:
212,65t 245,92
(90) (164,749
(271,369 (220,609
(296,85 (107,22Y
(4,844,12) (8,205,60)
5,759,54. 7,467,81
- (1,950
(3,456,381 (684,76¢)
7,276,42. (1,548,02)
613,17¢ (229,04
1,164,18. 99,37«
(3,323,39) (13,067,32)
4,490,06! 9,792,841
(523,865 (540,664
(3,844,14) (3,030,23)
970,79: 4,715,87!
(2,607,21) 538,71t
332,74¢ (571,762
3,223,54. (5,314,72)
14,665,79 3,821,461
(38,498,96) (6,831,97)
(40,93¢) (116,797
(23,874,10) (3,127,30)
- 148,47¢
(7,527 (262,539
(7,527 (114,06()
(20,658,09) (8,556,09)
31,305,72 19,142,70

$ 10,647,63

$ 10,586,61

See accompanying notes to the unaudited condepssdldated financial statements




Associated Industries Insurance Services, Inc.
Notes to Unaudited Condensed Consolidated Financi&tatements
June 30, 2007

1. Business

The condensed consolidated financial statemenfsssbciated Industries Insurance Services, Inc. ‘{@uwmpany”)include its accounts and those o
wholly-owned subsidiary company, Associated Indastmsurance Company, Inc. (“AlIC”).

The Company is a Florida corporation which ownsCAIRIIC engages in property and casualty insurapdecipally workers’compensation insurar
produced by independent agents with approximat@fp @f risks located in Florida. The Company gereaubstantially all of its revenues fronr
insurance operations.

2. Basis of Presentation

The accompanying condensed consolidated finanEt¢raents have been prepared pursuant to theantesegulations of the Securities and Exch
Commission. Certain information and note disclosurermally included in annual financial statemgmespared in accordance with generally acce
accounting principles have been condensed or amittesuant to those rules and regulations. In @iri@n of management, the unaudited conde
consolidated financial statements contain all adjests (consisting of normal recurring accruals)sidered necessary for a fair presentation ¢
consolidated financial position, results of opemasi and cash flows for the periods presented.

These condensed consolidated financial statemeetsreaudited for the six months ended June 30, 20@7should be read in conjunction with
audited consolidated financial statements of thengany for the year ended December 31, 2006. A sugnofamore significant accounting policies

set forth in the notes to those audited consoliiiteancial statements. These financial statembkat®e been prepared in conformity with accour
principles generally accepted in the United Stafedmerica. The consolidated financial statementduide the accounts of the Company and its wholly-
owned subsidiary.

All significant intercompany transactions and aadsthave been eliminated in the consolidated firzustatements.




3. Recent Accounting Pronouncements

In September 2006, the FASB issued SFAS No. Faif, Value Measurements (“SFAS No. 1577).SFAS No. 157 defines fair value, establish
framework for measuring fair value in GAAP, and antes disclosures about fair value measurementsS 6. 157 applies when other accoun
pronouncements require fair value measuremendigieis not require new fair value measurements. SRASL57 is effective as of the beginning of
entity’s first fiscal year that begins after November 2807. The Company is currently evaluating the imphat the adoption of SFAS No. 157\
have on its consolidated financial position andiitesf operations.

In February 2007, the FASB issued SFAS No. 159¢“Fhir Value Option for Financial Assets and Finankiabilities - Including an Amendment
SFAS No. 115."This standard permits an entity to choose to measwany financial instruments and certain other geah fair value. Most of ti
provisions in SFAS No. 159 are elective; howeviee, amendment to SFAS No. 115 applies to all estitigh available-forsale and trading securiti
The FASB'’s stated objective in issuing this staddaras follows: to improve financial reporting by providing entgigvith the opportunity to mitigs
volatility in reported earnings caused by measunietpted assets and liabilities differently withduhving to apply complex hedge accoun
provisions."The fair value option: (a) may be applied instrutrtgninstrument, with a few exceptions such as stments otherwise accounted for by
equity method; (b) is irrevocable (unless a newtala date occurs); and (c) is applied only torenitistruments and not to portions of instrume8&EAS
No. 159 is effective as of the beginning of theitg’s first fiscal year that begins after November 2807. The Company is currently evaluating
impact that the adoption of SFAS No. 159 will hawveits consolidated financial position and reséilbperations.

In July 2006, the FASB issued Interpretation No."#&counting for Uncertainty in Income Taxes (aerpretation of FASB Statement No. 109)" (
48) to be effective for fiscal years beginning effecember 15, 2007 for private companies. FINet8 forth criteria for recognition and measurenad
tax positions taken or expected to be taken irkadgtrn. FIN 48 requires that companies recogtiizeimpact of a tax position if that position im6re
likely than not”of being sustained on audit, based on the techmiesits of the position. FIN 48 also provides guic on derecognition, classificati
interest, penalties, accounting in interim periatsl disclosure. Management is currently evaluatiregimpact of adopting this interpretation as
Company is currently involved in a tax dispute witle Internal Revenue Service (see Note 5. Incomeg). The potential impact of adoption of
standard may require the Company to record a axity of approximately $4 million.




4. Investments

The Company evaluated the unrealized loss positipmarious securities and deemed them to be teaniypimpaired. Positive evidence considere
reaching the Company’s conclusion that the investmim an unrealized loss position are not othantemporarily impaired consisted of: (1) there v
no specific events related to the credit risk @& igsuer which caused concerns; (2) there wereasbdue interest payments; (3) the length of timd
extent to which fair value has been below costilé¢) Companys ability and intent to retain the investment fosudficient amount of time to allow
anticipated recovery in the market value; and l{&)@ompany also determined that the changes indhie were considered normal in relation to oV
fluctuations in interest rates.

5. Income Taxes

During 2006, the Internal Revenue Service complétedudit of AIIC and AllIS’2002 and 2003 consolidated federal income tax metlihe fielc
examiner indicated that the Companies underpaiit tiability by approximately $3.2 million and assed interest and penalties of $0.6 mill
Management disagrees with the majority of the pmssttaken by the examiner and has appealed tlessment. While management and its couns
actively defending the Companigsdsition to the appeals agent, the ultimate outcohthese negotiations is uncertain. In addititwe, tesolution of tr
individual issues could result in additional taxieee for subsequent open tax years. During 2006agemnent accrued a liability for its best estimdta
settlement with the Service. Should the amounthef ditimate resolution differ from this amount, @dhal income tax expense or benefit will
recognized in future financial statement periods.

6. Subsequent Event
On September 7, 2007 the Company was acquired byrdshFinancial Services Inc. (“AmTrust'g, publicly held company traded on NASDAQ Glc

Markets, pursuant to the Stock Purchase Agreemagtéement”),dated as of June 25, 2007 by and among AmTrustddesed and the Sellers nar
therein. The Agreement provides for a base purcpese of approximately $40.0 million, subject trtain purchase price adjustments.




Associated Industries Insurance Services, Inc.

Audited Consolidated Financial Statements
and Consolidating Information

Year ended December 31, 2006
with Report of Independent Auditors




Associated Industries Insurance Services, Inc.

Audited Consolidated Financial Statements
and Consolidating Information

Year ended December 31, 2006
Contents
Report of Independent Auditors
Audited Financial Statements:
Consolidated Balance Sheet
Consolidated Statement of Income and Comprehemsogme
Consolidated Statement of Changes in SharehoEequsty

Consolidated Statement of Cash Flows
Notes to Consolidated Financial Statem




Report of Independent Auditors

Board of Directors
Associated Industries Insurance Services, Inc.

We have audited the accompanying consolidated balaheet of Associated Industries Insurance Sexvice. ("the Company") as of December
2006 and the related consolidated statements ofriecand comprehensive income, changes in sharekoltpiity and cash flows for the year t
ended. These financial statements are the resplitysdf the Company's management. Our responsgybib to express an opinion on these finar
statements based on our audit.

We conducted our audit in accordance with audisitegndards generally accepted in the United Statesse standards require that we plan and pe
the audit to obtain reasonable assurance aboutettite financial statements are free of materigktatement. An audit includes the consideratic
internal control over financial reporting as a bafgir designing audit procedures that are apprtpiiathe circumstances, but not for the purpo:
expressing an opinion on the effectiveness of thm@any's internal control over financial reportidg.cordingly, we express no such opinion. An
also includes examining, on a test basis, evidenpporting the amounts and disclosures in the éiadustatements, assessing the accounting prirg
used and significant estimates made by manage@memell as evaluating the overall financial statehpresentation. We believe that our audit pro\
a reasonable basis for our opinion.

In our opinion, the consolidated financial statetsereferred to above present fairly, in all materespects, the financial position of Associ:
Industries Insurance Services, Inc. at DecembeRB@6, and the results of its operations and ish deows for the year then ended in conformity
accounting principles generally accepted in thetéthBtates.

/s/ Johnson Lambert & Co., LLP

Jacksonville, Florida
February 27, 2007




Associated Industries Insurance Services, Inc.

Assets
Cash and cash equivalents

Fixed maturity securities, available for sale (atized cost of $110,634,760)

Equity securities, available for sale (cost of $8
Investment in real estate

Accrued investment income

Premiums receivable, net

Reinsurance recoverable

Prepaid reinsurance premiums

Deferred policy acquisition costs

Property and equipment, net

Net deferred tax ass

Other assets

Total assets

Liabilities and shareholders' equity
Liabilities:
Reserves for losses and loss adjustment expenses
Unearned premiums
Advance premiums
Reinsurance premiums payable
Accounts payable and accrued expenses
Federal income tax payable
Notes payable
Other liabilities
Deferred gain on retroactive reinsurance

Total liabilities

Shareholders' equity:

Common stock, no par value; 20,000,000 shares anéap 2,809,000 shares issued and outstanding

Accumulated other comprehensive loss
Retained earnings

Total shareholders' equity

Total liabilities and shareholders' equity

See accompanying notes to the financial statements.

Consolidated Balance Sheet

December 31,
2006

$ 31,305,72
109,014,31
2,40¢
1,267,211
1,185,99.
30,441,32
176,218,62
8,913,82!
1,956,10.
1,192,97
10,650,61
10,889,31

$ 383,038,44

$  304,174,67
28,661,39
729,26
2,071,10!
7,787,64
2,889,07
4,162,60;
7,345,26!

452 44

358,273,47

10,00(
(1,012,46)
25,767,42

24,764,96.

$ 383,038,44




Revenues

Premiums earned
Administrative service fees
Net investment incom

Net realized investment gai
Retroactive reinsurance gain
Other income

Total revenues

Expenses

Losses and loss adjustment expenses
Policyholder dividends

General and administrative expenses

Total expenses

Income before income taxes

Federal income tax expense

Net income

Comprehensive Net Income
Net income

Associated Industries Insurance Services, Inc.

Consolidated Statement of Income and Comprehetsdgne

Net unrealized holding gains arising during theqmrnet of income taxes of $169,9
Less: reclassification adjustment for realized gairtiuded in net income, net of income taxes 86%(744)

Other comprehensive loss, net of tax

Comprehensive net income

See accompanying notes to the financial statements.

Year ended
December 31,

2006

$ 44,106,44
9,354,66'
5,152,05.

974,60t
297,55:

56,09'
59,941,42
33,294,16

799,59
17,112,26

51,206,02
8,735,39.
(4,326,09)

$ 4,409,291
$ 4,409,291
281,75¢
(607,86

(326,107




Associated Industries Insurance Services, Inc.
Consolidated Statement of Changes in SharehoEequsty

Accumulated

Other
Common Stock Retained Comprehensiv
Shares ParAmoun Earnings Loss s Total
Balance at December 31, 2005 2,809,000 10,00( $21,358,13 $ (686,36:)%$20,681,77

Change in net unrealized losses on securitiesablaifor sale, net of tax
- - - (326,109 (326,10)

Net income - - 4,409,291 - 4,409,29

Balance at December 31, 2006 2,809,000 10,00( $25,767,42 $ (1,012,46)$24,764,96

See accompanying notes to the financial statements.




Associated Industries Insurance Services, Inc.

Consolidated Statement of Cash Flows

Year ended
December 31,
2006
Cash from operations
Net income $ 4,409,291
Adjustments to reconcile net income to cash fromrafions:
Depreciation and amortization 576,27
Net realized investment gains (974,609
Loss on disposal of equipment 6,011
Retroactive reinsurance gain (297,557
Changes in operating assets and liabilities:
Accrued investment income (161,704
Premiums receivable, net (4,770,15)
Reinsurance recoverable 29,900,65
Deferred policy acquisition costs (185,92)
Prepaid reinsurance premium 717,71
Deferred income taxes (143,45¢)
Other assets (1,450,88)
Losses and loss adjustment expenses (17,236,80)
Unearned premiums 4,295,57.
Advance premiums (51,28¢)
Reinsurance premiums payable (1,943,71)
Accounts payable and accrued expenses 911,32:
Federal income taxes receivable 3,470,84.
Other liabilities (85,180
Net cash from operations 16,986,41
Cash flows from investing activities
Proceeds from sales and maturities of investments 34,768,02
Cost of investments purchased (39,308,06)
Cost of fixed assets purchased (169,38)
Proceeds from sale of fixed assets 6,79¢
Net cash from investments (4,702,62)

-continued on next page-

See accompanying notes to the financial statements




Associated Industries Insurance Services, Inc.

Consolidated Statement of Cash Flows

Year ended
December 31,
2006

Cash flows from financing activities
Proceeds from issuance of debt 148,47
Repayment of borrowed funds (269,25)

Net cash from financing activities (120,779
Net change in cash and cash equival 12,163,01
Cash and cash equivalents, beginning of year 19,142,70
Cash and cash equivalents, end of year $ 31,305,72
Supplemental Disclosure of cash flow information
Interest paid $ 735,14¢
Income taxes paid $ 1,000,001

See accompanying notes to the financial statement




Associated Industries Insurance Services, Inc.
Notes to Consolidated Financial Statements
Year ended December 31, 2006
Note A - Organization and Significant Accounting Pé&cies

Organization

Associated Industries Insurance Services, Inc.I8Abr "the Company") was incorporated on March 1893 for the purpose of providing insura
administration and management services for ceitainrers and seffisurance funds. The Company is licensed by thedddepartment of Financ
Services as a service company and licensed by ltr@#& Office of Insurance Regulation as a managjegeral agent. Operations commence
January 1, 1995.

Effective January 1995, the Company purchased 8astiTitle and Insurance Company, Inc., a stoakréarece company licensed in the State of Fla
and changed its name to Associated Industries danser Company, Inc. ("AlIC"). The Company purchagelC for the purpose of providing
alternative workers' compensation market for thenlvers of Associated Industries of Florida ("AlRd)irade association representing business int
in the State of Florida.

In 1996, Associated Industries of Florida Proparty Casualty Trust ("AIFPCT"), a commercial saurance fund, was converted to a Florida domr
insurance company and merged with AlIC pursuasat Rdan of Conversion in which AlIC was the surviyientity.

As of December 31, 2006, Associated Industrieslafida Holding Trust ("AIFHT") holds 49.98% of thstock of AllIS. AIFHT is a beneficiary trust tl
exercises all rights of ownership and is requireadniake distributions to AIF of all dividends andtdbutions received, after payment of all costd
expenses. The remaining stock of AllS is owned bgatbrs and key management personnel or is paa stbck option plan for directors and
management personnel (refer to Note N).

Basis of Reporting

The accompanying consolidated financial statemiea®e been prepared in accordance with accountingiples generally accepted in the United St
("GAAP"). The consolidated financial statementslue the accounts of the Company and its wholly edvisubsidiary, AlIIC. All intecompan
accounts and transactions have been eliminatdikeicdnsolidation. Preparation of consolidated fom@nstatements in accordance with GAAP reqt
management to make estimates and assumptiondfiettae reported amounts of assets and liatslisied disclosure of contingent assets and ligds
at the date of the consolidated financial statemarid the reported amounts of revenues and expeusieg the reporting period. Actual results c
differ from those estimates.




Associated Industries Insurance Services, Inc.
Notes to Consolidated Financial Statements (coatihu
Note A - Organization and Significant Accounting Pé&cies (continued)

Premiums

Written premiums are recorded utilizing full annaahounts calculated by underwriters at the timpadicy issuance based on rates established t
National Council on Compensation Insurance ("Steshd@remium"). For those policies written under aragpective rating plan, an estime
retrospective premium adjustment is recorded whenr¢lated Standard Premium is recorded. Stand@mi®m and the related accrued retrospe
premium rating adjustments are recorded as eameddaily pro rata basis over the policy periode Plortion of premiums not earned at the end ¢
period is recorded as unearned premiums. Duringdtiey period and until the final retrospectivgumiment is determined, the Company calculate:
records a monthly retrospective premium adjustni@neach specific policy based upon the loss erpeg under that policy. Premiums ceded u
prospective reinsurance contracts are recordedreduetion of written and earned premiums overréhated reinsurance contract period. The com
anticipates investment income as a factor in thempum deficiency calculation. At December 31, 20@6 premium deficiency was reflected in
financial statement.

Losses and Loss Adjustment Expense Reserves

The liability for unpaid losses and loss adjustmexpenses ("LAE") includes case basis estimategmdrted losses, plus supplemental amouni
incurred but not reported losses ("IBNR") calculabased upon loss projections utilizing certairuagal assumptions and studies of AlIC's histo
loss experience and industry statistics. The Complaes not discount liabilities for loss reservesept as described in Note D. Management bel
that its aggregate liability for unpaid losses &€ at yearend represents its best estimate of the amounssageto cover the ultimate cost of lo:
based upon an actuarial analysis prepared by atimgsactuary. However, because of future everigohd the control of management, such as chi
in approved benefit rates, changes in law, judiciedrpretations of law, and acts of terrorism arftation, actual loss experience may not confoonthie
assumptions used in determining the estimated atsdian such liability at the balance sheet datecokdingly, the ultimate liability could |
significantly in excess of or less than the amdndicated in the consolidated financial statemeAssadjustments to these estimates become necg
such adjustments are reflected in current operation

Reinsurance

As described more fully in Note E, AIIC has entenetb both prospective and retroactive reinsuraagpeeements. Pursuant to prospective reinsu
agreements, AlIC cedes to reinsurers portions e losses related to insured events that havgetmccurred at the inception of the reinsur:
agreement. Pursuant to retroactive reinsuranceagmets, AlIC cedes to reinsurers portions of cavéweses related to insured events that have @m
at the inception of the reinsurance agreement bué mot yet been paid. Amounts recoverable fromsteers pursuant to prospective and retroa
reinsurance agreements have been estimated udingriat assumptions consistent with those usedstabéishing the liability for losses and L.
described above.




Associated Industries Insurance Services, Inc.
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Note A - Organization and Significant Accounting Pécies (continued)

As described above, premiums ceded under prospeinsurance agreements are recorded as a radwétioritten and earned premiums over
related reinsurance contract period. For retroact®nsurance agreements, the amount by whichase and LAE liabilities associated with
retroactively reinsured polices exceed the amopaits for the reinsurance is recorded as a defga@uand recognized using the cash recovery me
The effects of subsequent changes in estimatedtoalecash flows are accounted for by adjustingdéferred gain and related income in the peric
the change.

Management believes that reinsurance recoverabikcasded represents its best estimate of such rtsichowever, as changes in the estimated ult
liability for losses and LAE are determined, théireated ultimate amount recoverable from the rai@swill also change. Accordingly, the ultim
recoverable could be significantly in excess ofless than the amount indicated in the consolidditezhcial statements. As adjustments to t
estimates become necessary, such adjustmentdlamta® in current operations.

In entering into reinsurance agreements, manageomwrsiders a variety of factors including the ciwdithiness of reinsurers. In preparing finar
statements, management makes estimates of amegeisable from reinsurers estimated to be uncdtilecbased on an assessment of factors inclh
an assessment of the creditworthiness of the memsuSignificant uncertainties are inherent in @issessment of the creditworthiness of reinsums
estimates of any uncollectible amounts due fromswiers. Any change in the ability of the AlIC'éeairers to meet their contractual obligations d
have a detrimental impact on AlIC's ability to méstregulatory capital and surplus requirementinBurance contracts do not relieve AlIC fron
obligations to policyholders. Failure by the reiress to honor their obligations could result insles to the Company. AlIC mitigates this risk
requiring collateral, in the form of letters of dik for selected reinsurance recoverable amounts.

Accrued Reinsurance Commissions Adjustments

Commission income from the 2006 Excess of Loss égent (XOL) and the 2005, 2004, 2003 and 2002 Q8btxe Agreements ("QSA") are sub
to adjustment based on sliding scale and profitro@sion arrangements (see Note E). Any estimatgedhpa or receivable is adjustable based on
experience. For the 2006 XOL, any payable or redsévis settled annually beginning in 2007. For2B85 QSA, any payable or receivable is se
annually beginning in 2006. For the 2004 QSA, anygble or receivable is settled annually beginnm@005. For the 2003 QSA, any payabl
receivable is settled annually beginning in 200dr. the 2002 QSA, any payable or receivable becqmagable over three years and as adjusted a
succeeding year-end beginning in 2006.

Premiums Receivable

Premiums receivable is presented net of an allowéorcuncollectible accounts in the amount of $800,at December 31, 2006. The allowance for
uncollectible accounts is based on an analysiseshjums receivable and reflects an amount whicimamagement's judgment, is adequate to provic
uncollectible amounts.

In addition, accounts specifically identified ascaltectible are charged to expense in the yeadétermination is made.
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Note A - Organization and Significant Accounting Pécies (continued)

Deferred Policy Acquisition Costs

Policy acquisition costs are expenses that varl aiitd are directly related to the production of mewenewal business, such as producer commis
Florida Department of Labor administration feegmium taxes and other costs. These costs are el@feet of related ceding commissions, to the ¢
recoverable, and are amortized over the periodndurhich the related premiums are earned. Amoitirabf acquisition costs, net of ced
commissions earned, amounted to $185,921 for taesmding December 31, 2006.

Cash and Cash Equivalents

The Company considers all highly liquid investmenith original maturities of three months or less lie cash equivalents. For the purpos
presentation in the Company's statements of cassflcash equivalents are shtentm, highly liquid investments that are both @dily convertible t
known amounts of cash, and (b) so near to matthéy they present insignificant risk of changesatue due to changing interest rates. The Comr
maintains certain cash and cash equivalent balatheg¢sare not subject to FDIC insurance. Managerderts not believe these balances repres
significant credit risk to the Company.

Investments

The Company has designated its entire marketableigeportfolio as available-fosale at December 31, 2006. Accordingly, the Compapwgrts thes
securities at their estimated fair values with atized holding gains and losses being reportedtlasr @omprehensive income, net of estimatec
Realized investment gains and losses are determsiag the specific identification method.

Effective January 1, 2003, the classification ddlrestate investments was changed from held forptioeuction of income to held for sale &
accordingly, the Company stopped depreciating tiressstments. Investments in real estate helddlts are recorded at the lower of depreciated a
fair value. During the year ended December 31, 2664Company recorded an impairment charge to uiigenvestment in real estate down to its
value less estimated costs to sell, based on apémdient appraisal. The impairment charge, amauntir$85,848, was reflected in the consolid
statements of income and comprehensive incomerealiaed loss. During 2006, the classification edlrestate investments was changed to held fi
production of income. Investments in real estated fer the production of income are carried at @efated cost. During the year ended Decembg
2006 the Company recorded depreciation expens&3¥,$87 to record the investment in real estatkepteciated cost. Depreciation was determine
calculating the difference between the appraisddeviess estimated costs to sell and the net babkevusing tax basis depreciation. Deprecii
expense on investment real estate is includedinitsstment expenses in the consolidated stateroéirisome.
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Note A - Organization and Significant Accounting Pécies (continued)

Property and Equipment
Property and equipment are carried at cost lesgnagiated depreciation. Depreciation is computedigishe straightne method over the estima
useful lives of assets, which range from 3 to 3@&rs, or the MACRS method as directed by the IRS.

Income Taxes

The Company and AlIC file consolidated income taturns. Deferred tax assets and liabilities aregeized for the future tax consequences attribg
to differences between the financial statementygagramounts of existing assets and liabilities #rer respective tax basis and for operating s
tax credit carryforwards. Deferred tax assets &tillities are measured using enacted tax ratesadeg to apply to taxable income in the years iich
those temporary differences are expected to beveeed or settled.

Guaranty Fund Assessments

Periodically, the Company may be assessed by @& gteranty fund as part of that fund's activit@sadllect funds from solvent insurance compani
cover certain losses to policyholders that resudinf the insolvency or rehabilitation of insuranaampanies. Because there are many uncerte
regarding the ultimate amount of assessments, timep@ny's policy is to recognize its obligation fraranty fund assessments when it receives |
that an amount is payable to the guaranty funddétember 31, 2006, the Company is not able to redidp estimate the potential effects of any fu
assessments and, accordingly, the accompanyingcialsstatements do not include any provision fartsfuture assessments.

Sock Option Plan

The Company accounts for employee stock optionaciecordance with Accounting Principles Board OpinMa. 25, Accounting for Stock-Based
Compensation ("APB 25"). Under APB 25, because the exerciseepdtthe Company's employee stock options equalestimated fair value of t
underlying stock at the date of the grant, no camspgon expense is recognized. The effect of apglftatement of Financial Accounting Standards
123, Accounting for Stock-Based Compensation , ("FASB 123"), as amended by Statement of Findrdtgounting Standards No. 148¢ccounting for
Stock-Based Compensation - Transition and Disclosure, ("FASB 148"), to employee stock options is addeesin Note N.
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Note B - Investments

The Company's investments in available-for-saledirmaturity securities at December 31, 2006 aremsanzed as follows:

Unrealized Unrealized
Amortized Fair
Cost Gains Gains Value
U.S. Government bonds
$ 26,253,05 $ 99 $ (418,34) $ 25,834,81
Agency bonds 530,60: - (6,04¢) 524,55
Municipal bonds 1,874,25. 8,27¢ (28,04)) 1,854,48!
Corporate bonds 49,087,29 100,77 (719,70) 48,468,36
Mortgage backed and asset backed securities
31,548,97 40,36( (597,81) 30,991,51
Annuity 1,340,57: - - 1,340,57:
Totals $ 110,634,76 $ 149,51: $ (1,769,95) $ 109,014,31

The amortized cost and estimated fair value ofGbenpany's investments in fixed maturity securisé®ecember 31, 2006 are summarized, by ¢
maturity, as follows. Actual maturities may diffier some securities because borrowers may haweghieto call or prepay obligations.

Amortized
Fair

Maturity: Cost Value
In 2007 $ 10,309,000 $ 10,192,18
In 2008-2011 39,391,15 38,912,19
In 2012-2016 26,891,37 26,444,82
Due after 2016 2,494,24. 2,473,59!
Mortgage backed and asset backed securities 31,548,97 30,991,51

Total $ 110,634,76 $ 109,014,31
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Note B - Investments (continued)

The cost and estimated fair value of investmenggjinity securities at December 31, 2006 are asvist|

Gross Gross
Unrealized Unrealized Fair
Cost Gains Losses Value
Common stocks $ 529/ $ 98 $ (2,989 $ 2,40¢

At December 31, 2006 the aggregate amount of umesblosses and the aggregate related fair valuies@estments with unrealized losses were
segregated into the following time periods durirtgieh the investments had been in continuous uraeglioss positions:

Less than Twelve Months Twelve Months or Greater
Fair Unrealized Fair Unrealized
Value Losses Value Losses
U.S. Government bonds $ 3,731,16 $ (10,33 $ 21,927,42 % (408,01
Agency bonds - - 524,55: (6,049
Municipal bonds - - 1,320,70:. (28,047)
Corporate bonds 4,990,05! (39,869 30,456,10 (679,83)
Mortgage backed and asset backed securities
1,989,34 (18,69¢) 24,007,05 (579,12)
Common stocks - - 1,16¢ (2,987%)
Total $ 10,710,555 $ (68,89 $ 78,237,01 $ (1,704,04)

The unrealized losses related to the Compamyestments in fixed maturity securities are preshantly interest rate related. The Company hals tha
intent and ability to hold individual securitiestiinheir maturity, at which time management expgeitte fair value to approximate amortized cos!
such, management considers the impairments (keess of cost over fair value) to be temporary.

When, in the opinion of management, a decline éndaktimated fair value of an investment is considéo be "other than temporary,” the investme
written down to its estimated fair value. The detieration of an "other than temporary" decline itireated fair value includes, in addition to of
relevant factors, consideration of the nature @f ithvestments, the severity of the impairmentsluting the number of securities impaired and
duration of the impairment. Any such write-downs egported as net realized losses on investments.
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Note B - Investments (continued)

There were no such write-downs during 2006. Alltleé fixed-maturity securities are meeting and @xpected to continue to meet all contrac
obligations for interest payments.

Major categories of the Company's net investmertrime are summarized as follows:

2006
Investment income:
Fixed maturity securities $ 4,857,08:
Equity securities 73,00z
Real estate -
Cash and cash equivalents 666,17"
Annuity 103,52
Gross investment income 5,699,78!
Investment expense (547,73))
Net investment income $ 5,152,05.
The Company's realized gains and losses on fixedrityaand equity securities are summarized a®vest
2006
Gross realized gains $ 1,097,39
Gross realized losses (122,79))
Net realized gains $ 974,60!
Investment in real estate consists of the follonah@ecember 31, 2006:
2006
Land $ 217,00(
Buildings 1,893,40!
Total cost 2,110,40!
Accumulated depreciation (843,19))
Investment in real estate $ 1,267,21.
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Note C - Premiums and Related Commissions

Premiums written, ceded and earned for the yeas@dcember 31, 2006 are as follows:

Direct Ceded Net
Premiums written $ 72943,77 $ (23,824,05) $ 49,119,72
Change in unearned premiums (4,295,57) (717,710 (5,013,28)
Premiums earned $ 68,648,200 $ (24,541,76) $ 44,106,44

Included in direct written premiums for the yeaded December 31, 2006 are retrospective premiuosadents of $2,595,148. Unearned premiur
December 31, 2006 are net of unearned retrospqutéraium adjustments of $3,129.

Commissions on direct, retrospective and ceded iprarfor the year ended December 31, 2006 is asvist

2006
Commission expense on direct and retrospective ipram $ (6,079,879
Contingent commissions on direct and retrospegieeiums (239,999
Ceding commissions on premiums ceded to reinsurers 14,300,07.
Commissions earned $ 7,980,191

Commissions earned are included in the consolidatattments of income and comprehensive incomenasffaet to general and administra
expenses. The maximum amount of return commissioichwould have been due to reinsurers if all neiasce were cancelled with the return of
unearned premium reserve would have been $3,118840December 31, 2006.
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Note C - Premiums and Related Commissions (contindg

Premiums receivable as of December 31, 2006 cawisike following:

2006
Premium balances due, gross $ 27,149,97
Accrued retrospective premiums 603,80:
Earned but unbilled premiums 2,987,55I
Premiums receivable, gross 30,741,32
Allowance for uncollectible accounts (300,000
Premium receivable, net $ 30,441,32

Prior to 2004, all of the premiums written were jegbto retrospective rating features. During 208UC began writing and renewing substantially
policies on a guaranteed cost basis, not subjestgerience rating. Billed premium balances dutugte amounts due from insureds for billed premi

Retrospective premium adjustments and earned Haillech premiums are an estimate of the additiomahpums to be billed upon expiration, audit
adjustment of the policy based on experience.

The components of bad debt expense, which is iedud the consolidated statements of income andoeimensive income as a component of ge
and administrative expenses, are as follows:

2006
Change in reserve allowance for bad debt $ (450,000
Bad debt write-offs 438,05(
Bad debt recoveries (204,699
Net bad debt expense $ (216,649
Note D - Loss and Loss Adjustment Expense Reserves
The components of the liability for losses and ladgistment expenses and related reinsurance abdeiare as follows:
2006
Gross Reinsurance
Liability Recoverable
Case-basis reserves $ 121,626,93 $ 61,290,33
IBNR reserves 182,547,73 108,574,07
Recoverable on paid losses - 6,354,21
Total $ 304,174,67 $ 176,218,62
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Note D - Loss and Loss Adjustment Expense Reservie®ntinued)

Activity in loss and loss adjustment expense resgraet of reinsurance recoverables, for the yeded December 31, 2006 is summarized as follows:

2006

Gross balance, beginning of year $ 321,411,47
Less: reinsurance recoverables on unpaid losses (198,397,92)
Net balance, beginning of ye 123,013,55
Incurred related to:

Current year 33,465,00

Prior years (170,839
Total incurred 33,294,16.
Decrease in reserves ceded under loss portfolisfieaand retroactive reinsurance 258,50¢
Paid related to:

Current year (12,946,60)

Prior years (9,309,35)
Total paid (22,255,96)
Net balance, end of ye 134,310,26
Plus: reinsurance recoverables on unpaid losses 169,864,40
Gross balance, end of year $ 304,174,67

The components of reinsurance recoverables on dibpsses by reinsurance agreement type as of Dexe3iih2006 are as follows:

2006
Excess of loss $ 129,327,66
Quota share 40,045,24
Retroactive reinsurance 1993-1994 491,49:
Total reinsurance recoverable on unpaid losses $ 169,864,40

Net reserves for incurred losses and loss adjustegrenses attributable to insured events of years decreased by $170,839 during 2006 as thi
of the reestimation of unpaid losses and loss adjustmeneresgs. The Company's management continually mend@ims activity to assess

appropriateness of carried case and IBNR resegigsg consideration to the Company and industendis. The above noted changes are the res
the ongoing analysis of recent loss developmenudseOriginal estimates are increased or decreasedditional information becomes known regar
individual claims. During 2006, the Company comnduseveral reinsurance treaties. The amounts retéiven the reinsurers were recognized as
loss and LAE with a corresponding reduction in tbserves ceded under the commuted treaties. Asudt,rthe Company net reserves for the til
periods of the commuted treaties increased. Fudiseussion of the Company’s reinsurance progragiisisussed in Note E.
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Note D - Loss and Loss Adjustment Expense Reserviegdntinued)

The Company obtained permission from the Floridpddement of Financial Services Office of InsuraRegulation ("the Department"”) to discount
claim with a current reserve, before discounting$®16,950 at December 31, 2006. The amount ofodiscreported in these financial statemen
December 31, 2006 is $81,000. The discount wasilearl using the statutory rate of 4% over thecgrdted payout pattern of the claim.

The reserves for losses and loss adjustment expansaecorded net of recoverables for subrogatichi,902,049 at December 31, 2006. Subrog
recoverables primarily relate to Special Disabilityist Fund ("SDTF") recoverables and are basednoounts requested by the Company and exp
to be recovered. The SDTF was established pursadfibrida Statutes Section 440.49 for the purpseducing an employer's workers' compens:i
insurance premium for the reemployment of an ijus@rker, to decrease litigation between carrierapportionment issues, and to protect emple
from excess liability for compensation relatingti@ reemployment of an injured employee. The SDiidvides coverage for claims incurred prio
January 1, 1998 and is funded through annual asse$s upon the insurance companies and individodl grtoup selinsurers writing worker
compensation insurance in the State of Florida Ks#e F).

Management believes that trends based on the icEtexperience of the Company combined with industatistics are a reasonable basis for estim
future losses. However, future events beyond thrabof management, such as changes in approvesd, rehanges in law, judicial interpretation
law, acts of terrorism and inflation may favorablyunfavorably impact the Company's loss and laf§gstment expenses. Anticipated loss payout
calculated using the payout patterns developed fiteenCompany's loss portfolio as determined byGoenpany's independent actuary and indi
statistics.
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Note E - Reinsurance

AlIC utilizes reinsurance agreements to reducenti&e on larger risks, thereby reducing its overadt loss retention. AlIC also utilizes quota s
reinsurance to maintain regulatory ratios generafithin expected ranges used for regulatory ovétspmurposes. AlIC has entered into reinsur,
arrangements as follows:

Prospective Reinsurance

Excess of Loss Reinsurance Treaties - Effective January 1, 2006, the Company enterenl anstructured Excess of Loss Agreement ("XOL"hv8wis!
Reinsurance America Corporation, which reinsuredés on a per occurrence basis in excess of $126® $500,000. Effective January 1, 2006
Company entered into separate XOL agreements wéffiliated reinsurance companies, which reinsuosdes on a per occurrence basis from $501
up to $40,000,000. During 2005 and 2004 AIIC maired excess of loss reinsurance agreements witffilidad reinsurance companies, wh
reinsured losses on a per occurrence basis frord,$80 up to $40,000,000. Additionally, other agreata covering the periods from January 1, :
through December 31, 2003 remain in effect. Premigeded during 2006 related to these agreementardewbto $23,569,739, and are included
reduction to premiums earned in the accompanyingsaaated statements of income and comprehensiverie. During 2006, AlIC receiv
$14,987,181, in loss and LAE recoveries relateekimess of loss agreements.

Effective December 31, 2006, the structured XOLeagrent entered into with Swiss Reinsurance Ame@iogporation allows the Company
provisional commission on premium ceded of 35% muthe year. Such commissions are subject to mglietale commission adjustment and a f
commission arrangement which are individually defeen upon loss experience. At December 31, 20@6Ctmpany had accrued $626,765 of sli
scale ceding commissions payable under this treaty.

Quota Share Agreements - Effective January 1, 2005, the Company enteredl anQuota Share Agreement ("QSA") with Swiss Re@ste Americ
Corporation, which applies to unearned premiumsfaBecember 31, 2004 and premiums written and redeguring 2005. AIIC ceded 40% of
beginning unearned premiums under this agreemeotder to allow the Company to maintain a nettemitpremium to surplus ratio of 3:1 or lower,
contract had an adjustable cession rate, with dsgiy new and renewal policies during the termhef treaty, subject to a minimum of 20% ar
maximum of 40%. The Company ultimately ceded 35%refnium with regard to new and renewal policigdedive January 1, 2004, AlIC entered i
a Quota Share Agreement ("QSA") with a consortidmremmsurers, which applies to unearned premiumaf&ecember 31, 2003 and premiums wri
and renewed during 2004. AIIC ceded 55% of its heigig unearned premiums under this agreement.dardp allow AIIC to maintain a net writt
premium to surplus ratio of 3:1 or lower, this aast had an adjustable cession rate, with regardew and renewal policies during the term of
treaty, subject to a minimum of 20% and a maximdmQ®. The Company ultimately ceded 40% of premiumith regard to new and renewal polic
Effective January 1, 2003, AIIC entered into a 5§%A with a consortium of reinsurers, which appliesll new and renewal policies written dut
2003. This QSA contains an excess of loss compatestribed below.
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Note E - Reinsurance (continued)

Additionally, other agreements covering the peldatiuary 1, 1997 through December 31, 2003 remagiféct. During 2006, AIIC ceded premiu
under QSAs to reinsurers of $254,310 and recei@2¢097,284 in loss and LAE recoveries.

The reinsurers allow AlIC a 35% provisional comnasson premium ceded during the year ended Dece®be2005 and 33% during the years el
2003 and 2002, respectively, to recover the cosirging the premium and paying commissions andrpuen taxes. Such commissions are subjec
sliding scale commission adjustment and a profihicission arrangement that are each dependent @ssnekperience. At December 31, 2006
amounts accrued as a reduction in commission baséde sliding scale and profit commission arrangetsis $6,007,720.

Retroactive Reinsurance

Effective December 31, 2002 AIIC entered into aaa&ttive reinsurance agreement with Eagle & Crovmited ("EC Ltd.") in conjunction with
settlement agreement with AIIC's reinsurance brokkrder this agreement, the reinsurer assumedircdigdilities of AlIC related to nine clain
occurring in 1993 and 1994. The gain on retroacteimsurance transactions is deferred and recogrizeincome over the estimated remai
settlement period using the interest method.

Other:

At December 31, 2006, a portion of AlIC's reinsuamecoverables is secured with irrevocable lettérsredit with U.S. banks in the amount
approximately $12,676,000. Additionally, the EC Ltdtroactive reinsurance agreement is securednbyrevocable evergreen letter of credit in
amount of $491,494 at December 31, 2006.

During 2006 the Company commuted various excedss¥ reinsurance agreements with various Lloydsd®gtes. The excess of loss agreen
commuted included accidents occurring from Janugryl997 to December 31, 1997. Additionally, AllICnuouted its quota share reinsure
agreements with Scor Re, that included accidentsirdag from January 1, 1998 through March 31, 1989d Hannover Reinsurance and E
Reinsurance, that included accidents occurring féamuary 1, 2004 through December 31, 2004. Thep@oynrecognized the amounts received -
the reinsurers as a reduction of losses and LAH, paereby reducing losses and LAE incurred in 200& Company also increased its loss and
reserves to recognize the effect of releasingehesurers from their obligations under the treafid® net effect of such commutations was an irserés
losses and LAE incurred 0%$59,067 for the year ended December 31, 2006.
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Note F - Assessments and Insurance Taxes

Pursuant to Florida Statutes Sections 440.49 ariid504 AlIC is subject to assessments from the Depant for the SDTF and the Worke
Compensation Administration Trust Fund. Pursuaritltmida Statutes Section 624.509, AlIC is requitegay to the Florida Department of Reven
tax on insurance premiums, net of credits givenafgsessments paid to the Department, intangibkstard state income taxes. Pursuant to Fl
Statutes Section 631.914, AIIC is subject to assenss from the Florida Workers' Compensation InsceaGuaranty Association (“the FWCIG/
AlIC records these assessments when it receivasentitat an amount is payable to the guarantee. fAll€€ has received notification of seve
insolvencies in the states in which AlIC operateis expected that the insolvencies will resuldiguaranty fund assessment against AlIC at soimee

date. At this time the Company is unable to estntla¢ possible amounts, if any, of such assessments

Included in general and administrative expensdaténaccompanying consolidated statements of incamdecomprehensive income are state and
insurance taxes amounting to $3,664,257 for the geded December 31, 2006, and FWCIGA assessme#iib@33 for the year ended Decembel

2006.
Note G - Property and Equipment
Property and equipment as of December 31, 2006stertf the following:

2006

Leasehold improvements
Software development costs
Furniture and fixtures

Office equipment

Computer equipment

$ 2,077,29:
1,152,391
1,276,33.

1,766,96.

6,978,95:

Vehicles
Property and equipment, gross
Accumulated depreciation and amortization (5,785,97)

Property and equipment, net

Depreciation and amortization expense relatedapenty and equipment for the year ended Decemhe2®I6, was $241,648.
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Note H - Accounts Payable and Accrued Expenses

The significant components of accounts payableaamcdued expenses as of December 31, 2006 ard@sdol

2006

Accrued acquisition costs $ 3,277,11.
Guaranty fund assessment payable 15,93¢
DOLES assessment payable 1,014,901
Agent's commissions payable 728,79’
Payroll-related liabilities 1,591,15!
Other liabilities 1,159,74!

Accounts payable and accrued expenses $ 7,787,64

Note | - Notes Payable

During 2004, the Company repurchased all of itstamding shares owned by OPRe. A portion of thelduior the repurchase were secured vii
demand notes, amounting to $1,300,000, issuedréztdis and general counsel of the Company. Irttesgsense accrues at a rate of 10% per ar
and interest expense incurred during each of thesyended December 31, 2006 amounted to $131,444.

During 2005, the Company repurchased 1.1 millioarst of AllS common stock held by AIFHT for totalnsideration of $2,880,000. In connec
with this, AllIS executed a mortgage loan payabl&itst Community Bank (“FCB”)n the amount of $1,988,000. The loan is payablatiig over
term of 30-years and bears interest at FECjgime rate plus 1%. The remaining $900,000 ofpitvehase price was paid to AIFHT using the prog
from a revolving line of credit. The line of credstpayable in monthly installments, due upon deireamd bears interest at FGBirime rate plus 1.25'
At December 31, 2006, the outstanding balance efirie of credit was $900,000. These loans aratwhlized by the AIF building.
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Associated Industries Insurance Services, Inc.
Notes to Consolidated Financial Statements (coatihu
Note J - Income Taxes

The significant components of the Company's inctame=xpense for the year ended December 31, 2@0&safiollows:

Federal State Total
Current $ (3,712,55) $ (756,999 $ (4,469,55,)
Deferred 132,27° 11,17¢ 143,45¢
Total $ (3,580,27) $ (745,819) $ (4,326,09)

Income tax expense differs from expected tax exp@n2006 due to the following significant compotsen

2006

Expected income tax expense at 34% $ 2,970,03.
Nondeductible contributior 204,75¢
Lobbying 97,127
Meals and entertainment 57,43(
Prior year underaccrual 299,54
State income tax provision 571,74.
Tax-exempt interest -
Other 125,46:

Total $ 4,326,09

The Company has recorded a deferred tax assehéonét deductible temporary differences. Deferrebine tax amounts result from tempo
differences between assets and liabilities forrfaial statement reporting and income tax purposes.

2006
Deferred tax assets:
Loss and loss adjustment expense reserves $ 6,501,29:
Unearned premium 1,541,08!
Bad debt reserve 112,89(
LPT gain 170,25¢
Accrued vacation 341,41
Deferred compensation 2,458,42i
Net unrealized loss on investments 610,85!
Other 105,88"
Gross deferred tax assets 11,842,10
Deferred tax liabilities:
Deferred acquisition costs 736,08:
Other 455,41!
Gross deferred tax liabilities 1,191,491

Net deferred tax ass $ 10,650,61
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Associated Industries Insurance Services, Inc.
Notes to Consolidated Financial Statements (coatihu
Note J - Income Taxes (continued)

The Company is required to establish a "valuatiowence" for any portion of the deferred tax aghat management believes will not be realized. The
Company has historically been a taxpayer, anderoffinion of management, will continue to be subjeéincome taxes. Because management believes
that it is more likely than not that the Companyl védalize the benefit of the deferred tax assetyaluation allowance has been established.

Note K - Lease Commitments
During the year ended December 31, 2006, the Coyleased office space for its operations in BocwRaFlorida; Sunrise, Florida; and Clearwe
Florida. The monthly rental payments include a brase plus supplemental charges, which may varg.rént expense related to these leases for th

ended December 31, 2006 was $2,000,744.

Future minimum lease payments at December 31, a696s follows:

2007 $ 1,815,76:
2008 1,763,31:
2009 1,820,16:
2010 1,891,86
2011 1,966,57.
Thereafter -

$ 9,257,69;

The Company also leases equipment for its opematiorder various operating leases. The rent expesiated to these leases for the year e
December 31, 2006 was $77,924. Future minimum lpagments at December 31, 2006 are as follows:

2007 $ 76,33¢
2008 46,06¢
2009 21,21¢
2010 21,21t
2011 8,84(

s 17367
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Associated Industries Insurance Services, Inc.
Notes to Consolidated Financial Statements (coatihu
Note L - Shareholders Equity

AlIC is subject to minimum capital and surplus riegments and other regulatory measures of the aagaqof its capital and surplus. Those requirern
include, but are not limited to the following:

. Florida Statutes Section 624.408 requires AlIC &ntain minimum capital and surplus of $4,000,000ecember 31, 2006. At Decem
31, 2006, AIIC had capital and surplus of $26,298,8At December 31, 2006, AIIC had net income of1$6,087. Florida Statutes Seci
624.4095 requires the AIIC to maintain a ratio oitt®n premiums times 1.25 to surplus of no grettan 10 to 1 for gross written premiums al
to 1 for net written premiums.

. AlIC is subject to a Risk Based Capital ("RBC") uegment, which was developed by the NAIC and uUsgdtate insurance regulator:
identify insurance companies that are at risk aefdequate capitalization. The RBC guidelines defiieimum capital standards determined |
ratio of a company's regulatory Total Adjusted @b its Authorized Control Level RBC as defingdthe NAIC. Companies below specific ra
may be subject to various levels of regulatoryactr oversight by their domiciliary department.

. AlIC is subject to Insurance Regulatory Informati®pstem ("IRIS"). The IRIS was developed to asiststate insurance department
monitoring financial conditions of property andbibty insurance companies. The system uses firgmatios to identify companies that may
having financial difficulties.

At December 31, 2006 AIIC was in compliance witloritla Statute Section 624.4095 and AlIC's risk Haszpital ratio was above the regulaton
action level.

AlIC is subject to dividend restrictions under S$ewt628.371 of the Florida statutes which state #BC shall not pay any cash dividends
stockholders except out of the part of its ava#adohd accumulated surplus funds, which are deffivad realized net operating profit on its businase
realized capital gains. Such cash dividend shall e@eed 10% of such surplus in any one year urndéssrwise approved by the Departm
Additionally, AIIC has stipulated that it will givéhe Department 30 days prior notice before paylividends in excess of 75% of net gains f
operations. During 2006 no dividends were declareghid.

Note M - Retirement Plans
The Company maintains a 401(k) defined contributan that covers substantially all employees. Twmpany makes discretionary emplc
contributions on a variable matching basis. The @amy contributes a dollar per employee dollar,ap thaximum contribution of the greater of 39

an employee's annual wage or the total of $600 @25% of an employee's annual wage. The contahuyier employee is also limited to the great:
100% of the employee contribution or $6,600. Emplagontributions charged to expense in 2006 wag $23.
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Associated Industries Insurance Services, Inc.
Notes to Consolidated Financial Statements (coatihu
Note M - Retirement Plans (continued)

The Company has implemented a deferred compengatorfor certain key officers and directors. Nefedred compensation expense was $0 for :
Deferred compensation payable at December 31, 20086,533,155. The Company has purchased life amaer policies to fund the defer
compensation liability. The cash surrender valu¢hef Companywned life insurance policies at December 31, 28084,230,868, and is includec
other assets. Such amount are pledged as coll&temlloan from Northwestern Mutual Life in the aomt of $3,700,990, and is reported as an offs
the cash surrender value of the underlying lifeiiaace policies included in other assets. The Compaid $78,115 in deferred compensation ber
during 2006. The Company incurred premium expemnsiey-person whole-life insurance policies of $4Q3,in 2006.

The Company also purchased splitiar life insurance policies on certain key offis and directors. Under these policies, the afficedirector owns tt
policy and the Company pays the premiums. Howether Company is to be reimbursed for all of the poens paid on these policies by the cow
insureds. The insureds have executed a collatssigrament to the Company of the policy's cash adee value to secure the reimbursemel
premiums paid.

The amount due the Company for cumulative premipaid as of December 31, 2006 is $2,239,906, amtisded in other assets.

Note N - Stock Option Plan

Under a Stock Option Plan (the "Plan") implemerited999, Associated Industries of Florida Holdingdt authorized a maximum of 1,405,000 st
of the Company's common stock to be issued undePtan to directors and key employees. The optisiginally vested over a period of one to -
years and expire in 2009. Effective October 24,2@0e Board of Directors of AllS approved an aecation of the vesting schedule under the Plan

that all options became immediately exercisablenployment or service is terminated, the optioilsexpire and all shares held may be repurchas
AIFHT and/or other shareholders.

At each grant date, the option price is set ae#dtgnated fair value as of the date of grant. Thenges in outstanding shares under option ardlas/fo

Weighted-

Shares Average

Under Exercise

Option Price Per Share

Balance at December 31, 2005 422,95 $ 2.91
Issued - % -
Terminated - $ -
Exercised - 0% -
Balance at December 31, 2006 422,95 $ 2.91
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Associated Industries Insurance Services, Inc.
Notes to Consolidated Financial Statements (coatihu
Note N - Stock Option Plan (continued)

As discussed further in Note O, during 2004, thenBany repurchased all of its outstanding sharessdviay OPRe. In connection therewith, the 125
shares previously reserved for issuance to OPReruhe aforementioned performance covenant, fochvtiie measurement date was June 29,
became available for issuance under the Plan. §ubsdly, AIFHT authorized the Company to grant opsi for the 125,000 shares to directors anc
employees. In connection with the acceleratiorhefiesting schedule, all shares issued during 2@04 immediately exercisable.

AIFHT made approximately $3.1 million in loans tmck option holders to facilitate the immediate reige of stock options. The loans were max
market rates and are collateralized by a pledgdafes acquired.

The Company has elected to follow APB 25 and rdlatéerpretations in accounting for its employeacktoptions because the alternative fair v
accounting provided for under FASB 123 requiresube of option valuation models that were not dgwed for use in valuing employee stock opti
Specifically, the Blackscholes option valuation model used by the Comganyption valuation was developed for use in eating the fair value «
traded options that have no vesting restrictiond are fully transferable. In addition, option valoa models require the input of highly subjec
assumptions including the expected price volatiBgcause the Company's employee stock options d¢feracteristics significantly different from th
of traded options, and because changes in the divgiénput assumptions can materially affect thie ¥alue estimate, in management's opinion
existing models do not necessarily provide a rédiaingle measure of the fair value of its emplogeek options.

The fair value of the options was estimated at IXpril999 in preparation for the initial grant, vihe following weighted average assumptions: frisk
interest rate of 5.14%, dividend yield of 0%, viigt factors of the expected market price of thentpany's common stock of 23.65%, and a weighted
average expected life of the options of 5 years.

Under APB 25, because the exercise price of the g2oyls employee stock options equals the markee i the underlying stock at the date of
grant, no compensation expense is recognized. ffbet ©f applying FASB 123's fair value method I tCompany's stockased awards results in
income that is not materially different from amasirgported.

Note O - Related Party Transactions

The Company has entered into a royalty agreemehtAF for the use of its name and logo for an airfae of $1,000,000. At December 31, 200¢
royalties were due to AIF. The royalty agreementains in force until terminated by either partyigg/the proper notice as stated in the agreement.
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Notes to Consolidated Financial Statements (coatihu
Note O - Related Party Transactions (continued)

Pursuant to agreements, the Company provides maakaged support services to AlIC including, but fimited, to the following: underwriting, clair
processing, premium collection, claims settlemantounting, record keeping, investment managemehhaintenance of computer systems and
hardware. Pursuant to the agreements, the Compaeyved from AlIC 15% of gross earned premiumsrduthe years ended December 31, 200€
of the intereompany administrative service fee income and esgeiave been eliminated during consolidation. ddreement remains in force u
terminated by either party giving the proper noisestated in the agreement.

All of the Directors of AlIC are also Directors thfe Company, and the majority is also Directoré\léf and AIFHT.

Note P - Commitments and Contingencies

The Company is named as defendant in various g#dns arising in the normal course of businesmfclaims made under insurance policies
contracts. These actions are considered by the @wnm estimating the loss and loss adjustment rs@eeserves. The Company's manage
believes that the resolution of these actions matl have a material adverse effect on the Compéingscial position or results of operations.

During 2006, the Internal Revenue Service complétedudit of AIIC and AllIS’2002 and 2003 consolidated federal income tax metlihe fielc
examiner indicated that the Companies underpaiit tiability by approximately $3.2 million and assed interest and penalties of $0.6 mill
Management disagrees with the majority of the pwsittaken by the examiner and has appealed tlessment. While management and its couns:
actively defending the Companigsdsition to the appeals agent, the ultimate outcohthese negotiations is uncertain. In addititwe, tesolution of tr
individual issues could result in additional taxieee for subsequent open tax years. During 2006agemnent accrued a liability for its best estimdta
settlement with the Service. Should the amounthef ditimate resolution differ from this amount, @dhal income tax expense or benefit will
recognized in future financial statement periods.

Note Q - Administrative Service Fees

Pursuant to a Production and Administration Agresimeffective September 1, 2004, the Company formexdrategic alliance with AmTrust No
America, Inc. ("AmTrust"), an unaffiliated Delawaresurance corporation representing insurers tfiat workers' compensation coverage in the Ste
Florida and other states. Services provided byGbepany under this agreement primarily include potion and marketing, underwriting, clai
administration and loss control. The agreementavasnded on August 15, 2006 and expires in 2010, aviineyear renewal thereafter until terming
by either party in accordance with the terms oftthderlying agreement.

In connection with the Production and Administratidgreement described above, the Company entetecaiiRenewal Rights Purchase Agreen

whereby the Company sold its renewal rights, titié interest in the renewals of policies generagimgual premium of $100,000 or less, which mee
underwriting guidelines established in the agregmen
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SELECTED PRO FORMA CONSOLIDATED FINANCIAL INFORMATN

On September 7, 2007, Associated Industries Inser&ervices, Inc. ("Associated") was acquired byTAumst Financial Services, Inc.
("AmTrust"), pursuant to the Stock Purchase Agresreated as of June 25, 2007, by and among AmTAgsbciated and the Sellers named therein.
The agreement provided for a base purchase priappybximately $40.0 million. Pursuant to the agrest, certain offsets and adjustments were made
whereby AmTrust withheld approximately $5.4 milliohthe purchase price from certain of the Sellensay off certain debts of Associated and certain
Sellers. At the date of acquisition, $3.1 millioitlois amount was utilized to payoff the aforemenéd debts. Additionally, Amtrust paid an additibna
$0.7 million related to debts of selling sharehadddmTrust incurred approximately $0.6 milliontcdinsaction costs for a total purchase price of(639
million.

The following unaudited condensed consolidatedfpnma financial information consolidates the higtal consolidated statements of income
and consolidated balance sheet of AmTrust andithierftal consolidated statements of income andaclitiated balance sheet of Associated. Those
historical financial statements were prepared mf@onity with accounting principles generally actsgpin the United States of America ("GAAP"). The
unaudited condensed consolidated pro forma findindiarmation has been prepared using the assumgptiescribed in the notes thereto.

The unaudited condensed consolidated pro formadiakinformation below should be read in conjuoctwith the notes thereto and the
historical consolidated financial statements ofdeiated, as well as in conjunction with the histaticonsolidated financial statements of AmTrust
included in its Annual Report on Form 10-K for fear ended December 31, 2006 and Quarterly Repdfoom 10Q for the six months ended June
2007. This unaudited condensed consolidated proddinancial information is presented for infornoatl purposes only and is not necessarily
indicative of the financial position or resultsagerations of the consolidated company that woaletactually occurred had the acquisition been
effective during the periods presented or of tharkifinancial position or future results of opé&as of the consolidated company. The consolidated
financial information as June 30, 2007 and forghgods presented may have been different hadaimpanies actually been consolidated as of that date
or during those periods due to, among other facfmssible revenue enhancements, expense effieeaad integration costs. Additionally, as discdsse
in Note 1, the actual allocation of the purchaseepto the acquired assets and liabilities may vaayerially from the assumptions used in prepattireg
unaudited condensed consolidated pro forma finhindizarmation.




AmTrust Financial Services, Inc.
Unaudited Condensed Consolidated Pro Forma Bal8heet
June 30, 2007

(% in thousands, except share amounts)

Assets
Fixed maturities, held-to-maturity, at
amortized cost

Fixed maturities, available-for-sale, af

market value

Equity securities, available-for-sale, a

market value
Short-term investments
Other investments

Total investments
Cash and cash equivalents

Assets under management
Accrued interest and dividends
Premiums receivable, net

Note receivabl- related party
Reinsurance recoverable

Funds held with reinsured companies
Prepaid reinsurance premiums
Federal tax receivable

Prepaid expenses and other assets
Deferred policy acquisition costs
Deferred tax asset

Property and equipment, net
Goodwill

Intangible assets

Liabilities and Stockholders’ Equity
Liabilities:

Loss and loss expense reserves

Unearned premiums

Ceded reinsurance premiums payabl

Reinsurance payable on paid losses
Federal income tax payable

Funds held under reinsurance treatie!
Securities sold but not yet purchased

market
Securities sold under agreements to
repurchase, at contract value
Accrued expenses and other current
liabilities

Other liabilities
Notes payable

Historical
Historical Associated Industries
AmTrust Financial Insurance Pro Forma Purchase Pro Forma
Services, Inc. Services, Inc. Adjustments Notes Results
$ 363,40: $ -$ - $ 363,40:
318,58 131,43¢ - 450,02:
119,70¢ 3 - 119,70¢
95,51 - - 95,51
25,02: 1,24( - 26,26
922,22’ 132,68: - 1,054,90!
130,00¢ 10,64¢

(40,029 2, 3¢

(3,80%) 3z

5,397 3e
(599 3z 101,61¢
25,49t - - 25,49t
11,78¢ 1,48t - 13,27:
239,25° 35,28¢ - 274,54:
20,33¢ - - 20,33¢
52,27: 170,45¢ - 222,73:
42¢ - - 42¢
97,60« 1,637 - 99,24:
2,532 - - 2,532
14,93 9,72t (2,559 3b 22,10
73,17¢ 5,412 - 78,58
12,07« 10,53« - 22,60¢
11,45( 1,13¢ - 12,58¢
5,841 - - 5,841
34,53t - 9,067 3c 43,60:
$ 1,653,951 $ 379,00: (32,527) 2,000,43i
$ 385,96. $ 300,85. $ - 686,81:
451,99! 33,15: - 485,14
44,26( 181 - 44,44
2,25¢ 1,779 - 482
- 282 - 282
9,85: 20& - 10,05¢
36,50z - - 36,50z
86,07t - - 86,07¢

106,60’ 16,43¢

(300 g
(2,559 3b 120,18
2,04t - - 2,04t

- 4,15¢ (650) 3e



Junior subordinated debt

Total liabilities
Commitments and contingencies
Minority Interest
Stockholders’ equity:
Common stock, $.01 par value
Additional paid-in capital
Accumulated other comprehensive
income
Retained earnings

Total stockholders’ equity

(65¢

(2,85%)
123,71« ; )
1,249,26: 353,48 (7,009)

25,49t - -
60C 10 (10)
239,72: -
1,44¢€ (1,836) 1,83¢€
137,411 27,33¢ (27,339
379,18 25,51% (25,519
1,653,951 $ 379,00 $ (32,52

3d

3e

3e
3e

123,71

1,595,74

25,49¢

60C
239,72

1,44¢
137,41t

379,18

2,000,43I




AMTRUST FINANCIAL SERVICES, INC.

UNAUDITED CONDENSED CONSOLIDATED PRO FORMA STATEMENOF INCOME

FOR THE SIX MONTHS ENDED JUNE 30, 2007

(% in thousands, except share and per share amounts

Gross premium written

Premium income
Net premium writter

Change in unearned premium
Net premium earne

Fee income

Investment income, net

Net realized gain
Retroactive reinsurance gain

Other investment gain on managed ass

Total other income

Total revenue

Loss and loss adjustment expense
Policy acquisition expenses
Salaries and benefits

Other insurance general and administre
expense

Other underwriting expenses

Income from continuing operations
Other income (expense)

Foreign currency gain (loss)

Loss from equity investment

Interest expense

Historical
Historical Associated
AmTrust Industries Pro Forma
Financial Insurance Purchase Pro Forma
Services, Inc. Services, Inc. Adjustments Notes Results
399,69: $ 41,04: - 440,73
324,14: 39,83: - 363,97:
(75,029 (11,76€) - (86,79%)
249,11: 28,06 - 277,17
8,782 5,53¢ (5,536 3f 8,78:
24,62¢ 3,37( 112 39 28,107
11,02: - - 11,02:
271 - 271
1,901 - - 1,901
46,33( 9,171 (5,42¢) 50,08:
295,44; 37,24 (5,429 327,26(
159,55¢ 19,99¢ (855) 3h 178,69¢
32,03( 5,181 (4,547 3f, 3h 32,674
18,93 4,12(C - 23,05
12,57¢ 4,47¢ (1,34¢9) 3i 15,70¢
6,54( - - 6,54(
229,63’ 33,78: (6,747) 256,67
65,80¢ 3,461 1,32 70,58¢
11¢ - - 11¢
(21%) - - (215)
(4,339 (379 202 3 (4,509)
(4,43)) (37%) 20z (4,609




Income from continuing operations befc
provision for income taxes

Provision for income taxes

Minority interest in net loss of subsidian
Net income from continuing operatio

Earnings per common share:
Basic earnings per share
Diluted earnings per share

Weighted average number of basic sha
outstanding

Weighted average number of diluted
shares outstanding

61,374

16,59¢

1,901

3,08¢

1,51«

1,52¢

(227)

42,87¢

1,572

1,752

@ B

0.7z
0.71

59,95¢

60,297

3k

65,98¢

17,88¢

1,901

46,19¢

© P




AMTRUST FINANCIAL SERVICES, INC.

UNAUDITED CONDENSED CONSOLIDATED PRO FORMA STATEMENOF INCOME

Gross premium written

Premium income
Net premium writter
Change in unearned premium

Net premium earne

Fee income

Investment income, net

Net realized gain

Retroactive reinsurance gain

Other investment gain on managed ass

Total other income

Total revenue

Loss and loss adjustment expense
Policy acquisition expenses

Salaries and benefits

Other insurance general and administre
expense

Other underwriting expenses

Income from continuing operations

Other income (expense)
Foreign currency gain (loss)
Interest expense

Income from continuing operations befc
provision for income taxes

Provision for income taxes
Minority interest in net loss of subsidian
Net income from continuing operatio

Earnings per common share:
Basic earnings per share
Diluted earnings per share

Weighted average number of basic sha

FOR THE YEAR ENDED DECEMBER 31, 2006

(% in thousands, except share and per share amounts

Historical
Historical Associated
AmTrust Industries Pro Forma
Financial Insurance Purchase Pro Forma
Services, Inc. Services, Inc. Adjustments Notes Results
$ 526,07: $ 72,94: $ - $ 599,01¢
$ 436,31: $ 49,11¢ $ - $ 485,43:
(107,307 (5,017) - (112,31
329,01: 44,10¢ - 373,11¢
12,40: 9,35k (9,35%) 3f 12,40:
27,58 5,207 224 39 33,01
14,78: 97E - 15,75¢
- 29¢€ - 29¢
244 - - 244
55,01 15,83¢ (9,137 61,717
384,02! 59,94: (9,13)) 434,83!
210,14( 33,29« (1,507 3h 241,92
43,30z 1,98¢ (7,53() 3f, 3h 37,76(
28,271 8,451 - 36,73¢
20,80¢ 6,721 (1,879 3i 25,65!
10,56: - - 10,56:
313,08 50,46( (10,91)) 352,63:
70,94 9,481 1,78(C 82,20:
832 - - 83:
(5,326 (74€) 401 3 (5,679
(4,497) (74€) 401 (4,83¢)
66,44¢ 8,73¢ 2,181 77,36¢
17,77¢ 4,32¢ (1,410 3k 20,68¢
244 - - 244
$ 48,42 $ 4,40¢ $ 3,591 $ 56,43:
$ 0.8€ $ 1.0C
$ 0.8¢ $ 1.0C



outstanding 56,31¢ 56,31¢
Weighted average number of diluted
shares outstanding 56,31¢ 56,31¢




AmTrust Financial Services, Inc.
Notes to Unaudited Condensed Consolidated Pro FBinacial Statements

L BASIS OF PRESENTATATION

The unaudited condensed consolidated pro formadiakinformation gives effect to the acquisitianigit had occurred on June 30, 2007 for
the purposes of the unaudited condensed consdligateforma balance sheet at June 30, 2007 arahatdy 1, 2006 for the purposes of the unaudited
condensed consolidated pro forma statements ofriador the six months ended June 30, 2007 andgaegnded December 31, 2006. The unaudited
condensed consolidated pro forma financial inforamahas been prepared by AmTrust's managementsabased on AmTrust's historical consolidated
financial statements and Associated's historicabobidated financial statements, which have beepared by Associated. Certain amounts from
Associated's historical consolidated financialestants have been reclassified to conform to the stTpresentation.

This unaudited condensed consolidated pro formantiial information is prepared in conformity witiAGP. The unaudited condensed
consolidated pro forma balance sheet as of Jun2(®J, and the unaudited condensed consolidatefbpma statements of income for the year ended
December 31, 2006 and the six months ended Jur208@,have been prepared using the following inédiom:

(a) Unaudited historical consolidated financiatetaents of AmTrust as of June 30, 2007 and fosthenonths ended June 30, 2007;

(b) Unaudited historical consolidated financiakstaents of Associated as of June 30, 2007 andhéosik months ended June 30, 2007,

(c) Audited historical consolidated financial stagnts of AmTrust for the year ended December 32620

(d) Audited historical consolidated financial stagnts of Associated for the year ended Decembe2®15; and

(e) Such other supplementary information as coms@leecessary to reflect the acquisition in theuditad pro forma condensed consolidated

financial information.




AmTrust Financial Services, Inc.
Notes to Unaudited Condensed Consolidated Pro Forma
Financial Statements (Continued)

The pro forma adjustments reflecting the acquisitib Associated under the purchase method of a¢c@uare based on certain estimates and
assumptions. The actual adjustments upon consummattithe acquisition and the allocation of thefipurchase price of Associated will depend on a
number of factors, including additional financiafdrmation available at such time, changes in \&hrel changes in Associated's operating results
between the date of preparation of this unauditedgrma condensed consolidated financial infororatind the effective date of the acquisition.
Therefore, it is likely that the actual adjustmentt differ from the pro forma adjustments andsitpossible the differences may be material. Amisus
management believes that its assumptions providasonable basis for presenting all of the sigaifieffects of the transactions contemplated aad th
the pro forma adjustments give appropriate effe¢hbse assumptions and are properly applied intla@dited pro forma condensed consolidated
financial information.

The unaudited condensed consolidated pro formadiahinformation does not include all the anti¢gmhfinancial benefits or expenses from
such items as expense efficiencies or revenue eeh@nts arising from the acquisition nor does tieudited condensed consolidated pro forma
financial information include restructuring andegtation costs to be incurred by AmTrust. Inteeagtense, legal fees, director expenses, royaltyttee
sellers and related party transactions have bémmekted as a consequence of the completion ch¢heisition.

The unaudited condensed consolidated pro formadiahinformation is not intended to reflect theukts of operations or the financial position
that would have resulted had the acquisition béected on the dates indicated and if the compaméesbeen managed as one entity. The unaudited
condensed consolidated pro forma financial inforamashould be read in conjunction with the histakiconsolidated financial statements of AmTrust
included in AmTrust's Annual Report on Form 10-K flee year ended December 31, 2006 and unauditesbtidated financial statements of AmTrust
included in AmTrust's Quarterly Report on Form 1@eQthe six months ended June 30, 2007, as weleakistorical consolidated financial statements
of Associated.

2. PURCHASE PRICE CONSIDERATIONS

The agreement provided for a base purchase priapmbximately $40.0 million, subject to certaijustments.

Pursuant to the agreement, certain offsets andtd@nts were made whereby AmTrust withheld appratéhy $5.4 million of the purchase
price from certain of the Sellers to pay off certdebts of Associated and certain Sellers. At #ite df acquisition, $3.1 million of this amount was

utilized to payoff the aforementioned debts. Addially, AmTrust paid an additional $0.7 millionatdd to debts of selling shareholders. AmTrust
incurred approximately $0.6 million of transacticwsts for a total purchase price of approximat&9.8 million.




The determination of goodwill is based upon théofeing ($ in thousands):

Pro Forma
Footnote
Purchase price:
Purchase of common stock 3a $ 40,02¢
Adjustments:
Settlement of certain shareholder liabilities by Puonst 3a 3,80¢
Proceeds withheld for certain Associated debt aliithgs 3a (5,399
Direct transaction costs 3a 59¢
Total purchase price 39,03t
Allocation of purchase price: (A)
Book value of Associated at 6/30/07 25,51
Associated loans and accrued interest repayments 3a 4,45¢
29,96¢
Intangible assets $ 9,067
A The purchase price is allocated to balance sheetsaacquired (including identifiable intangibleets arising from the acquisition) and

liabilities assumed based on their estimated falue. The pro forma adjustments to the Associat&tditical consolidated balance sheet in
connection with the acquisition are described ineN&

3. PRO FORMA ADJUSTMENTS

As discussed above, these pro forma adjustmentsaaesl on certain estimates and assumptions madetesdate of the unaudited pro forma
condensed consolidated financial information. Ttte@ adjustments will depend on changes in thenastd fair values of net balance sheet assets and
operating results of Associated between June 307 28d the effective date of the acquisition. Anstrexpects to make such adjustments at the efé
date of the acquisition. These adjustments mayiffereht from the adjustments made to prepare tieudited pro forma condensed consolidated
financial information and such differences may tsarial.

(a) Pursuant to the agreement, certain offsetadpgtments were made whereby AmTrust withheld @pprately $5.4 million of the purchase
price from certain of the Sellers to pay off cartdebts of Associated and certain Sellers. The 8filibn consisted of approximately $2.0
million representing 50% of the balance (the rerimgi50% or $2.0 million was to be paid by Amtrust)sing from loans received by
Associated against certain insurance policy issaeetrtain Sellers, $2.8 million of bank debt argsbut of a loan received by Associated for
benefit of the Sellers and $0.5 million for repayrnef loans made by Associated to one of the Selikdditionally, $4.3 million was withheld
from the proceeds at the transaction date for arpiat tax liability, which, upon resolution of tipending tax contest, will be distributed to the
Sellers and/or the Internal Revenue Service asrdited therein. This amount has not been deducted the purchase price as it will
ultimately be paid upon resolution. Of the $5.4limrl withheld from the purchase price, AmTrust pafti$3.1 million of these liabilities at
closing, which consisted of $2.8 million of the katebt and $0.3 million for certain of the insuramolicy loans (this amount represented the
50% owed by Amtrust as well as the 50% owed bys#ilers resulting in a remaining liability of $3nillion for insurance policy loans).
Additionally, AmTrust paid approximately, $0.7 nolh for 50% of an outstanding loan balance relaecertain Sellers to Associated. In total,
AmTrust paid off approximately $3.8 million of delfor Associated and the at the transaction daggaht of the transaction, Amtrust incurred
approximately $0.6 million of transaction costs &atotal purchase price of $39.0 million.




(b)

©

(@)

©)
V)

©)

(h)

Elimination of balances that relate to businessducted between AmTrust and Associated froneexpsting relationship related to the
acquisition of certain distribution network and earal rights for certain workers’ compensation bassprior to January 1, 2006.

Represents the recognition of approximatelyl $8illion of intangible assets, relating to tradeksalicenses, distribution networks and non-
compete agreements.

Approximately $0.7 million for 50% of an outstiing loan balance related to certain Sellers teoagted paid by majority shareholder at
transaction date. The remaining 50% of the balaveepaid by Amtrust (See note 3a).

Elimination of Associated’s historical equitglance.

Elimination of balances between AmTrust and dated for the period for an agreement enteredpnior to January 1, 2006 related to the
acquisition of certain distribution network and e@ral rights for certain workers’ compensation basgr Commission and fee income recorded
by Associated was approximately $5.5 million foe firo forma six months ended June 30, 2007 andr8lidn for the year ended 2006.
Expenses related to the commission and fee incoene approximately $0.9 million of loss and lossuatihent expenses and $4.9 million of
policy acquisition costs for the six months endede)30, 2007 and $1.5 million of loss and loss stdjent expenses and $6.5 million of policy
acquisition costs for the year ended December 326 2

The approximate $0.1 million and $0.2 milliociease to net investment income represents ttobg@se price of Associated’s investments at a
discount on the closing date of approximately $tilfion lower than amortized cost. The discoun®af7 million was amortized over an
estimated eight year period.

Policy acquisition expenses decreased by ajppedgly $0.5 million and $1.0 million, respectivetyn the pro forma income statement for the
six months ended June 30, 2007 and for the yeaadceBecember 31, 2006 resulting from reduction ghlty payments to its former majority
shareholder.




0

(k)

Other insurance general and administrative agpalecreased by approximately $1.3 million an@ #illion, respectively, on the pro forma
income statement for the six months ended Jun2@, and for the year ended December 31, 200&hEmix months ended June 30, 2007,
the amount consisted of reductions in Associatkatjal expenses of approximately $0.8 million améctior and officer related fees and
expenses of approximately $0.5 million. For theryeraded 2006, the amount consisted of reductiodssociated’s legal expenses of
approximately $0.5 million and director and officefated fees and expenses of approximately $llllomi

Interest expense decreased by approximately ®dlion and $0.4 million, respectively, on theogorma income statement for the six months
ended June 30, 2007 and for the year ended Dece&8hb2006 resulting from the repayment of Assodiatebt as disclosed in note 2.

Represents the income tax effect of all prarfarconsolidated statement of income adjustments) ube tax rate of 35%.




