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UNITED STATES  

SECURITIES AND EXCHANGE COMMISSION  
Washington, D.C. 20549  

 
FORM 10-Q  

 
(Mark One)  
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Commission file no. 001-33143  

   
AmTrust Financial Services, Inc.  

(Exact name of registrant as specified in its charter)  
   

 
(212) 220-7120  

(Registrant’s telephone number, including area code)  
 
Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act 
of 1934 during the preceding 12 months (or for such shorter period that the registrant was required to file such reports), and (2) has been 
subject to such filing requirements for the past 90 days. Yes  No �  
 
Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, or a non-accelerated filer. See definition of 
“accelerated filer and large accelerated filer” in Rule 12b-2 of the Exchange Act. (Check one):  
 

Large accelerated filer �   Accelerated Filer � Non-accelerated filer   
 
Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Securities Exchange Act). Yes �   No  
 
   

As of November 8, 2007, the Registrant had one class of Common Stock ($.01 par value), of which 59,959,000 shares were issued and 
outstanding.  
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PART 1 - FINANCIAL INFORMATION  

   
Item 1. Financial Statements  

Condensed Consolidated Balance Sheets  
(in thousands, except per share data)  

   

      September 30, 
2007    

  December 31,  
2006    

    (Unaudited)          
Assets                
Investments:                

Fixed maturities, held-to-maturity, at amortized cost (fair value $361,414; $363,690)    $ 362,890   $ 366,551   
Fixed maturities, available-for-sale, at market value (amortized cost $454,527; $91,368)      445,512     93,168   
Equity securities, available-for-sale, at market value (cost $106,020; $90,637)      94,019     94,482   
Short-term investments      98,041     196,140   
Other investments      24,179     13,936   

Total investments      1,024,641     764,277   
Cash and cash equivalents      190,732     59,916   
Assets under management      22,377     23,494   
Accrued interest and dividends      12,310     6,138   
Premiums receivable, net      264,343     147,779   
Note receivable - related party      20,540     -  
Reinsurance recoverable      254,423     44,127   
Funds held with reinsured companies      1,348     266   
Prepaid reinsurance premiums      229,696     72,439   
Prepaid expenses and other assets      29,826     12,129   
Deferred policy acquisition costs      59,410     43,064   
Deferred tax asset      31,716     9,542   
Property and equipment, net      12,674     11,175   
Goodwill      10,211     2,163   
Intangible assets      43,740     27,206   

     $ 2,207,987   $ 1,223,715   
Liabilities and Stockholders’ Equity            
Liabilities:            

Loss and loss expense reserves    $ 742,033   $ 295,805   
Unearned premiums      496,939     323,155   
Ceded reinsurance premiums payable      166,185     23,028   
Reinsurance payable on paid losses      2,211     2,004   
Federal income tax payable      2,759     1,477   
Funds held under reinsurance treaties      14,757     9,948   
Securities sold but not yet purchased, at market      37,570     38,323   
Securities sold under agreements to repurchase, at contract value      92,571     -  
Accrued expenses and other current liabilities      121,082     80,712   
Other liabilities      2,507     2,814   
Junior subordinated debt      123,714     82,476   

Total liabilities      1,802,328     859,742   
Commitments and contingencies      -    -  
Minority Interest      22,377     23,494   
Stockholders’ equity:            

Common stock, $.01 par value; 100,000,000 shares authorized, 59,959,000 issued and outstanding 
in 2007 and 2006      600     600   

Additional paid-in capital      240,175     238,938   
Accumulated other comprehensive income      (17,842 )    3,705   



   
See accompanying notes to unaudited condensed consolidated financial statements.  

 

Retained earnings      160,349     97,236   
Total stockholders’ equity      383,282     340,479   

     $ 2,207,987   $ 1,223,715   
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AmTrust Financial Services, Inc.  

Condensed Consolidated Statements of Income  
(Unaudited)  

(in thousands, except per share data)  
 

      Three Months Ended   
September 30,     

Nine Months Ended   
September 30,    

      2007     2006     2007     2006    
Revenues:                            

Premium income:                            
Net premium written    $ (30,717 )  $ 105,599   $ 293,424   $ 314,343   
Change in unearned premium      112,505     (22,073 )    37,476     (88,572 ) 

Net earned premium      81,788     83,526     330,900     225,771   
Ceding commission – related party      40,054     -    40,054     -  
Commission and fee income      7,906     2,879     16,688     8,935   
Net investment income      13,916     7,539     38,326     18,960   
Net realized gain (loss) on investments      (2,074 )    4,044     8,948     10,135   
Other investment loss on managed assets      (4,118 )    -    (2,217 )    -  

Total revenues      137,472     97,988     432,699     263,801   
Expenses:                            

Loss and loss adjustment expense      52,141     55,350     211,697     146,008   
Policy acquisition expenses      27,619     10,635     59,649     27,107   
Salaries and benefits      12,913     8,014     31,846     19,746   
Other insurance general and administrative expense      8,292     2,550     20,870     15,588   
Other underwriting expenses      3,512     3,106     10,052     8,873   

Total expenses      104,477     79,655     334,114     217,322   
Operating income from continuing operations      32,995     18,333     98,585     46,479   

Other income (expenses):                            
Foreign currency gain (loss)      (44 )    473     75     457   
Interest expense      (2,650 )    (1,410 )    (6,985 )    (3,653 ) 

Total other expenses      (2,694 )    (937 )    (6,910 )    (3,196 ) 

Income from continuing operations before 
provision for income taxes and minority 
interest  

  
  30,301     17,396     91,675     43,283   

Provision for income taxes      9,985     4,983     26,584     12,058   
Minority interest in net loss of subsidiary      (4,118 )    -    (2,217 )    -  
Income from continuing operations    $ 24,434   $ 12,413   $ 67,308   $ 31,225   
Discontinued operations:                            

Gain from discontinued operations      -    -    -    250   
Income from discontinued operations      -    -    -    250   
Net income      24,434     12,413     67,308     31,475   

                             
Basic earnings per common share                            

Income from continuing operations    $ 0.41   $ 0.21   $ 1.12   $ 0.57   
Income from discontinued operations      -    -    -    -  
Net income    $ 0.41   $ 0.21   $ 1.12   $ 0.57   

Diluted earnings per common share                            
Income from continuing operations    $ 0.40   $ 0.21   $ 1.11   $ 0.57   
Income from discontinued operations      -    -    -    -  
Net income    $ 0.40   $ 0.21   $ 1.11   $ 0.57   

Dividends declared per common share    $ 0.025   $ 0.02   $ 0.07   $ 0.02   



   
See accompanying notes unaudited to condensed consolidated financial statements.  
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AmTrust Financial Services, Inc.  

Condensed Consolidated Statements of Cash Flows  
(Unaudited)  

(in thousands)  
 

    Nine Months Ended September 30,    
    2007    2006    
Cash flows from operating activities:                

Net income from continuing operations    $ 67,308   $ 31,225   
Adjustments to reconcile net income from continuing operations to net cash provided by 

operating activities of continuing operations:                
Depreciation and amortization      3,484     3,068   
Realized gain on marketable securities      (12,301 )    (10,135 )  
Bad debt expense      817     1,778   
Foreign currency (gain) loss      (75 )    -  
Non-cash stock compensation expense      1,237     475   
Non-cash write-down of marketable securities        3,353       -  
Income from discontinued operations      -    250   
Changes in assets - (increase) decrease:                

Premiums receivable      (67,627 )    (53,777 )  
Reinsurance recoverable      (41,746 )    (17,816 )  
Deferred policy acquisition costs, net      (2,976 )    (17,305 )  
Prepaid reinsurance premiums      (152,179 )    (56,849 )  
Prepaid expenses and other assets      911     (7,405 )  
Deferred tax asset      (22,174 )    (4,149 )  
Receivable from discontinued operations      -    1,480   

Changes in liabilities - increase (decrease):                
Ceded reinsurance premium payable      143,284     (1,497 )  
Accrued expenses and other current liabilities      19,252     16,853   
Loss and loss expense reserve      127,253     82,770   
Unearned premiums      115,447     148,904   
Funds held under reinsurance treaties      4,809     8,654   

Net cash provided in operating activities      188,077     126,524   
Cash flows from investing activities:                

Net (purchases) of securities with fixed maturities      (213,519 )    (191,084 )  
Net (purchases) of equity securities      (4,815 )    (38,800 )  
Net (purchases) sales of other investments      (8,328 )    360   
Net sales (purchases) of short-term investments      98,099     (120,309 )  
Note receivable - related party      (18,000 )    -  
Acquisition of a subsidiary, net of cash obtained      (35,840 )    -  
Acquisition of renewal rights and goodwill      (1,582 )    (9,963 )  
Purchase of property and equipment      (797 )    (2,579 )  

Net cash used in investing activities      (184,782 )    (362,375 )  
Cash flows from financing activities:                

Issuance of junior subordinated debentures      40,000     30,928   
Reverse repurchase agreements, net      92,571     -  
Issuance of common stock      -    256   
Additional paid-in-capital      -    166,085   
Repayment of mortgage note - discontinued operations      -    (25,000 )  
Foreign currency translation      (333 )    -  
Debt financing fees      (820 )    -  
Dividends distributed on common stock      (3,897 )    (1,200 )  

Net cash provided by financing activities      127,521     171,069   
Net increase in cash and cash equivalents      130,816     (64,782 )  



   
See accompanying notes to unaudited condensed consolidated financial statements.  

   

Cash and cash equivalents, beginning of the period      59,916     115,847   
Cash and cash equivalents, end of the period    $ 190,732   $ 51,065   
Supplemental Cash Flow Information            

Income tax payments    $ 28,996   $22,137 
Interest payments on debt      6,710   3,090 
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Notes to Unaudited Condensed Consolidated Financial Statements  
(Unaudited)  

(in thousands, except share data)  
   
1.     Basis of Reporting  
   

The accompanying unaudited interim consolidated financial statements have been prepared in accordance with U.S. generally 
accepted accounting principles (“GAAP”) for interim financial statements and with the instructions to Form 10-Q and Article 10 of Regulation 
S-X and, therefore, do not include all of the information and footnotes required by GAAP for complete financial statements. These interim 
statements should be read in conjunction with the financial statements and notes thereto included in the AmTrust Financial Services, Inc. 
(“AmTrust” or the “Company”) Annual Report on Form 10-K for the year ended December 31, 2006, previously filed with the Securities and 
Exchange Commission (“SEC”) on March 16, 2007. The balance sheet at December 31, 2006 has been derived from the audited consolidated 
financial statements at that date but does not include all of the information and footnotes required by GAAP for complete financial statements.  
   

These interim consolidated financial statements reflect all adjustments that are, in the opinion of management, necessary for a fair 
presentation of the results for the interim period and all such adjustments are of a normal recurring nature. The results of operations for the 
interim period are not necessarily indicative, if annualized, of those to be expected for the full year.  
   

The preparation of financial statements in conformity with GAAP requires management to make estimates and assumptions that affect 
the amounts reported in the financial statements and accompanying notes. Actual results could differ from those estimates.  
   

A detailed description of the Company’s significant accounting policies and management judgments is located in the audited 
consolidated financial statements for the year ended December 31, 2006, included in the Company’s Form 10-K filed with the SEC.  
 

To facilitate period-to-period comparisons, certain reclassifications have been made to prior period consolidated financial statement 
amounts to conform to current period presentation. There was no effect on net income from the change in presentation.  
 
2.     Recent Accounting Pronouncements  
   

In February 2006, the Financial Accounting Standards Board (“FASB”) issued Statement of Financial Accounting Standards 
(“SFAS”) No. 155, “ Accounting for Certain Hybrid Financial Instruments ” (“SFAS 155”). SFAS No. 155 amends SFAS No. 133, “ 
Accounting for Derivative Instruments and Hedging Activities” , and SFAS No. 140, “ Accounting for Transfers and Servicing of Financial 
Assets and Extinguishments of Liabilities” , and allows an entity to remeasure at fair value a hybrid financial instrument that contains an 
embedded derivative that otherwise would require bifurcation from the host if the holder irrevocably elects to account for the whole instrument 
on a fair value basis. Subsequent changes in the fair value of the instrument would be recognized in earnings. SFAS No. 155 also removed an 
exception included in an interpretation of SFAS No. 133 (Implementation Issue No. B39) that kept holders of mortgage-backed securities from 
testing for the need to bifurcate the value embedded in the mortgage-backed securities related to the ability to prepay. The FASB is currently 
reviewing the removal of such exception. SFAS No. 155 was effective for financial instruments acquired or issued after the beginning of an 
entity’s first fiscal year that begins after September 15, 2006. The adoption of the statement did not have a material impact on the Company’s 
results of operations or financial condition.  
   

In June 2006, the FASB issued Interpretation No. 48, “ Accounting for Uncertainty in Income Taxes - an interpretation of 
FASB Statement No. 109 ” (“FIN 48”). FIN 48 seeks to reduce the diversity in practice associated with certain aspects of measurement 
and recognition in accounting for income taxes and prescribes a recognition threshold and measurement attribute for the financial 
statement recognition and measurement of a tax position taken or expected to be taken in a tax return. The interpretation also provides 
guidance on de-recognition, classification, interest and penalties, accounting in interim periods, disclosure and transition. Under FIN 
48, an entity may only recognize or continue to recognize tax positions that meet a “more likely than not” threshold. FIN 48 was 
effective for fiscal years beginning after December 15, 2006. The Company adopted FIN 48 as of January 1, 2007, and the adoption 
had no significant impact on the Company’s consolidated financial statements (See Note 10. Income Taxes).  
   

In September 2006, the FASB issued SFAS No. 157, Fair Value Measurements (“SFAS No. 157”). SFAS No. 157 defines fair value, 
establishes a framework for measuring fair value in GAAP, and enhances disclosures about fair value measurements. SFAS No. 157 applies 
when other accounting pronouncements require fair value measurements; it does not require new fair value measurements. The Company does 
not believe the adoption of SFAS No. 157, which becomes effective in 2008, will have a material impact on its financial condition or results of 
operations.  

   
In February 2007, the FASB issued SFAS No. 159, The Fair Value Option for Financial Assets and Financial Liabilities ("SFAS No. 

159"), which provides reporting entities the ability to choose to report many financial instruments and certain other items at fair value with 



changes in fair value included in current earnings.  SFAS No. 159 establishes presentation and disclosure requirements designed to 
facilitate comparisons between companies that choose different measurement attributes for similar types of assets and liabilities. The standard 
also requires additional information to aid financial statement users' understanding of a reporting entity's choice to use fair value on its earnings 
and also requires entities to display on the face of the balance sheet the fair value of those assets and liabilities which the reporting entity has 
chosen to measure at fair value. SFAS No. 159 is effective as of the beginning of a reporting entity's first fiscal year beginning after November 
15, 2007. Early adoption is permitted as of the beginning of the previous fiscal year provided the entity makes that choice in the first 120 days 
of that fiscal year and also elects to apply the provisions of SFAS No. 157. Because application of the standard is optional, any impacts are 
limited to those financial assets and liabilities to which SFAS No. 159 would be applied, which has yet to be determined. The Company will 
adopt the standard in fiscal 2008.  
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3.   Investments  
 

The original cost, estimated market value and gross unrealized appreciation and depreciation of available-for-sale securities as of 
September 30, 2007, are presented in the table below:  
   

  (a) Available-for-Sale Securities  
   

   
  (b) Held-to-Maturity Securities  

   
The amortized cost, estimated market value and gross unrealized appreciation and depreciation of held to maturity securities as of 

September 30, 2007 are presented in the table below:  
   

   
(c) Investment Income  

   
Net investment income for the three and nine months ended September 30, 2007 and 2006 were derived from the following sources:  

   

   

   
  

Original or  
amortized  

cost    

Gross  
unrealized  

gains    

Gross  
unrealized  

losses    

   
Market  
value    

Preferred stock    $ 750   $ -  $ (84 )  $ 666   
Common stock      105,270     6,028     (17,945 )    93,353   
Fixed maturities      454,527     1,472     (10,487 )    445,512   
          $ 560,547   $ 7,500   $ (28,516 )  $ 539,531   

     Amortized  
cost      

Unrealized  
gains      

Unrealized  
losses      

Fair  
value    

Obligations of U.S. Treasury, Government Corporations and 
agencies    

$ 309,405   $ 159   $ (806 )  $ 308,758   
Mortgage-backed securities      53,485     41     (870 )    52,656   
         $ 362,890   $ 200   $ (1,676 )  $ 361,414   

     Three Months Ended  
September 30,    

Nine Months Ended  
September 30,    

     2007    2006    2007    2006    

Fixed maturities    $ 11,242   $ 6,581   $ 27,408   $ 12,906   
Equity securities      243     (460 )    1,683     466   
Cash and cash equivalents      4,075     1,333     8,730     5,588   
Loss on other investments      (2,045 )    -    (525 )    -  
Loss on equity investment in Warrantech      (217 )    -    (432 )    -  
Interest on note receivable - related party      765     -    2,023     -  

       14,063     7,454     38,887     18,960   
Less: Investment expenses      (147 )    85     (561 )    -  

     $ 13,916   $ 7,539   $ 38,326   $ 18,960   
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(d) Other-Than-Temporary Impairment  

   
We review our investment portfolio for impairment on a quarterly basis. Impairment of investment securities result in a charge to 

operations when a market decline below cost is deemed to be other-than-temporary. As of September 30, 2007, we reviewed our fixed-maturity 
and equity securities portfolios to evaluate the necessity of recording impairment losses for other-than-temporary declines in the fair value of 
investments. The Company determined that two equity investments were other-than-temporarily impaired and accordingly wrote down the 
investments and recorded a $3.4 million realized loss during the three months ended September 30, 2007.  
   

The tables below summarize the gross unrealized losses of our fixed maturity and equity securities as of September 30, 2007:  
   

   

   
During the second quarter of 2007, the Company entered into repurchase agreements. The agreements are accounted for as 

collateralized borrowing transactions and are recorded at contract amounts. As of September 30, 2007 there were $92,571 principal amount 
outstanding at interest rates between 5.21% and 5.29%. Interest expense associated with these repurchase agreements through September 30, 
2007 was $1,522 of which $943 was accrued as of September 30, 2007. The Company has $95,571 of collateral pledged in support of these 
agreements.  

 
Securities sold but not yet purchased, represent obligations of the Company to deliver the specified security at the contracted price and 

thereby, create a liability to purchase the security in the market at prevailing prices. The Company’s liability for securities to be delivered is 
measured at their fair value as of September 30, 2007 and was $9,491 for corporate bonds and $28,079 for equity securities. However, these 
transactions result in off-balance sheet risk, as the Company’s ultimate cost to satisfy the delivery of securities sold, not yet purchased, may 
exceed the amount reflected at September 30, 2007. Substantially all securities owned are pledged to the clearing broker to sell or repledge the 
securities to others subject to certain limitations.  
   

     Less than 12 months    12 months or more    Total    

     Fair market  
value    

Unrealized  
losses    

Fair market  
value    

Unrealized  
losses    

Fair market  
value    

Unrealized  
losses    

Available-for-sale securities:                            
Common stock    $ 39,763   $ (9,631 )  $ 15,371   $ (8,398 )  $ 55,134   $ (18,029 )  
Fixed maturities      242,758     (10,148 )    17,442     (339 )    260,200     (10,487 )  
Total temporarily impaired 

securities available-for-sale 
securities  

  
$ 282,521   $ (19,779 )  $ 32,813   $ (8,737 )  $ 315,334   $ (28,516 )  

     Less than 12 months    12 months or more    Total    

     Fair market 
value    

Unrealized 
losses    

Fair market 
value    

Unrealized 
losses    

Fair market 
value    

Unrealized 
losses    

Held-to-maturity securities:                                              
Obligations of U.S. Treasury, 

Government corporations and 
agencies  

  
$ 124,628   $ (547 )  $ 86,382   $ (259 )  $ 211,010   $ (806 )  

Mortgage-backed securities      36,761     (489 )    7,281     (381 )    44,042     (870 )  
Total temporarily impaired — held-

to-maturity securities    
$ 161,389   $ (1,036 )  $ 93,663   $ (640 )  $ 255,052   $ (1,676 )  
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4.    Assets Under Management  
 

The original cost, estimated market value and gross unrealized appreciation and depreciation of equity securities and securities sold 
short, at market, are presented in the table below as of September 30, 2007:  
   

(a) Trading Securities  
   

   
Included in assets under management (See Note 14. “Related Party Transactions”) were cash and cash equivalents of $6,048 and 

dividends receivable of $7. Proceeds from the sale of investments in trading securities during the three and nine months ended September 30, 
2007 were approximately $7,635 and $20,318, respectively. Purchases of investments during the three and nine months ended September 30, 
2007 were approximately $7,694 and $31,287, respectively.  
   

(b) Investment Income  
   

Net investment income for the three months ended September 30, 2007 was derived from the following sources:  
   

   
Net investment income for the nine months ended September 30, 2007 was derived from the following sources:  

   

   
5.    Junior Subordinated Debt  
 

The Company established four special purpose trusts between 2005 and 2007 for the purpose of issuing trust preferred securities. The 
proceeds from such issuances, together with the proceeds of the related issuances of common securities of the trusts, were invested by the trusts 
in junior subordinated debentures issued by the Company. As a result of FIN 46, the Company does not consolidate such special purpose trusts, 
as the Company is not considered to be the primary beneficiary under this accounting standard. The equity investment, totaling $3,714 as of 
September 30, 2007 on the Company’s consolidated balance sheet, represents the Company’s ownership of common securities issued by the 
trusts. The debentures require interest-only payments to be made on a quarterly basis, with principal due at maturity. The Company incurred 
$2,605 of placement fees in connection with these issuances which is being amortized over thirty years.  

   

   
  

Original or  
amortized  

cost    

Gross  
unrealized  

gains    

Gross  
unrealized  

losses    
Market  
value    

Common stock - long    $ 24,475   $ 989   $ (4,346 )  $ 21,118   
Common stock - short      (4,377 )    29     (448 )    (4,796 ) 

Total    $ 20,098   $ 1,018   $ (4,794 )  $ 16,322   

     Investment   
income    

Net realized   
gain (loss)    

Net unrealized   
gain (loss)    Total    

Equity securities    $ 25   $ 358   $ (4,496 )  $ (4,113 ) 
Cash and cash equivalents      57     -    -    57   

       82     358     (4,496 )    (4,056 ) 
Less: Investment expenses      (62 )    -    -    (62 ) 

     $ 20   $ 358   $ (4,496 )  $ (4,118 ) 

     Investment  
income    

Net realized  
gain (loss)    

Net unrealized  
gain (loss)    Total    

Equity securities    $ 130   $ 1,482   $ (3,908 )  $ (2,296 ) 
Cash and cash equivalents      250     -    -    250   

       380     1,482     (3,908 )    (2,046 ) 
Less: Investment expenses      (171 )    -    -    (171 ) 

     $ 209   $ 1,482   $ (3,908 )  $ (2,217 ) 
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The table below summarizes the Company’s trust preferred securities as of September 30, 2007:  
   

   

   
6. Line of Credit  
 

The Company entered into an agreement for an unsecured line of credit on June 30, 2007 with JP Morgan Chase Bank, N.A. in the 
aggregate amount of $50,000. The line is used for general corporate purposes as required, as well as collateral for letters of credit. The 
agreement matures on June 30, 2008.   Interest payments are required to be paid monthly on any unpaid principal and bears interest at a rate of 
LIBOR plus 150 basis points.  As of September 30, 2007 there was no outstanding balance on the line of credit. The Company has an 
outstanding letter of credit in place at September 30, 2007 for $16,032 that reduced the availability on the line of credit to $33,968 as of 
September 30, 2007.  
 
7.    Earnings Per Share  
 

The following is a summary of the elements used in calculating basic and diluted earnings per share:  
   

Name of Trust  

  

Aggregate  
Liquidation  
Amount of  

Trust  
Preferred  
Securities    

Aggregate  
Liquidation  
Amount of  
Common  
Securities    

Aggregate  
Principal  
Amount  
of Notes    

Stated  
Maturity  
of Notes    

Per  
Annum  
Interest  
Rate of  
Notes         

AmTrust Capital Financing Trust I    $ 25,000   $ 774   $ 25,774     3/17/2035     8.275 %   (1 ) 
AmTrust Capital Financing Trust II      25,000     774     25,774     6/15/2035     7.710     (1 ) 
AmTrust Capital Financing Trust III      30,000     928     30,928     9/15/2036     8.830     (2 ) 
AmTrust Capital Financing Trust IV      40,000     1,238     41,238     3/15/2037     7.930     (3 ) 

Total trust preferred securities    $ 120,000   $ 3,714   $ 123,714               

(1)   The interest rate will change to three-month London Interbank Offered Rate (“LIBOR”) plus 3.40% after the tenth anniversary.  
(2)   The interest rate will change to LIBOR plus 3.30% after the fifth anniversary.  
(3)   The interest rate will change to LIBOR plus 3.00% after the fifth anniversary.  

     Three Months Ended  
September 30,    

Nine Months Ended  
September 30,    

     2007    2006    2007    2006    

Income from continuing operations    $ 24,434   $ 12,413   $ 67,308   $ 31,225   
Income from discontinued operations      -    -    -    250   
Net income available to common shareholders    $ 24,434   $ 12,413   $ 67,308   $ 31,475   

                     
Weighted average number of common shares outstanding - 

basic      59,959     59,959     59,959     54,879   
Potentially dilutive shares:                    
Dilutive shares from stock-based compensation      1,020     -    676     -  
Weighted average number of common shares outstanding - 

dilutive      60,979     59,959     60,635     54,879   

                     
Basic earnings per common share:                    
Income from continuing operations    $ 0.41   $ 0.21   $ 1.12   $ 0.57   
Income from discontinued operations      -    -    -    -  
Net income available to common shareholders    $ 0.41   $ 0.21   $ 1.12   $ 0.57   

                     
Diluted earnings per common share:                    
Income from continuing operations    $ 0.40   $ 0.21   $ 1.11   $ 0.57   
Income from discontinued operations      -    -    -    -  



   
As of September 30, 2007, there were approximately less than 100 anti-dilutive securities excluded from diluted earnings per share.  

   

Net income available to common shareholders    $ 0.40   $ 0.21   $ 1.11   $ 0.57   
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8.    Share Based Compensation  
 

The Company’s 2005 Equity and Incentive Plan (“2005 Plan”) permits the Company to grant to officers, employees and non-
employee directors of the Company incentive compensation directly linked to the price of the Company’s stock. The Company grants options 
at prices equal to the closing stock price of the Company’s stock on the dates the options were granted. The Company recognizes compensation 
expense under SFAS No. 123(R) “Share-Based Payment” for its share-based payments based on the fair value of the awards. The fair value of 
each option grant is separately estimated for each vesting date. The fair value of each option is amortized into compensation expense on a 
straight-line basis between the grant date for the award and each vesting date. The Company has estimated the fair value of all stock option 
awards as of the date of the grant by applying the Black-Scholes-Merton multiple-option pricing valuation model. The application of this 
valuation model involves assumptions that are judgmental and highly sensitive in the determination of compensation expense. SFAS 123(R)’s 
fair value valuation method resulted in share-based expense (a component of salaries and benefits) in the amount of $457 and $1,237 for the 
three and nine months ended September 30, 2007, respectively compared to $224 and $475 for the three and nine months ended September 30, 
2006, respectively.  

 
The following schedule shows all options granted, exercised, expired and exchanged under the 2005 Plan for the nine months ended 

September 30, 2006 and 2007:  
   

 
The weighted average grant date fair value of options granted during the first nine months of 2007 was $10.72. As of September 30, 

2007, there were approximately $4,300 of total unrecognized compensation cost related to non-vested share-based compensation arrangements. 
 
9.    Comprehensive Income  
 

The following table summarizes the components of comprehensive income net of tax:  
   

   

     Number of  
Shares    

Amount Per  
Share    

Outstanding, December 31, 2005      -        
Granted      1,175   $ 7.00   
Outstanding, September 30, 2006      1,175   $ 7.00   

                 
Outstanding, December 31, 2006      2,390   $ 7.00-7.50   
Granted      160     10.56-10.77   
Exercised      -    -  

Cancelled      (55 )    7.50   
Outstanding, September 30, 2007      2,495   $ 7.00-10.77   

     
Three Months Ended   

September 30,    
Nine Months Ended   

September 30,    

     2007    2006    2007    2006    

Net income    $ 24,434   $ 12,413   $ 67,308   $ 31,475   
Unrealized holding (loss) gain      (18,098 )    3,742     (23,418 )    2,371   
Reclassification adjustment      (2,089 )    887     2,405     1,644   
Foreign currency translation      899     (1,416 )    (534 )    2,125   
Comprehensive income net of tax    $ 5,146   $ 15,626   $ 45,761     37,615   
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10.    Income Taxes  
 

Income tax expense for the three and nine months ended September 30, 2007 was $9,985 and $26,584, respectively, compared to 
$4,983 and $12,058 for the three and nine months ended September 30, 2006. The following table reconciles the Company’s statutory federal 
income tax rate to its effective tax rate.  

   

   
We adopted FIN 48 on January 1, 2007. Under FIN 48, tax benefits are recognized only for tax positions that are more likely than not 

to be sustained upon examination by tax authorities. The amount recognized is measured as the largest amount of benefit that is greater than 50 
percent likely to be realized upon ultimate settlement. Unrecognized tax benefits are tax benefits claimed in tax returns that do not meet these 
recognition and measurement standards. The adoption did not have a material effect on the Company’s financial statements and we do not 
expect the change to have a significant impact on our results of operations or financial position during the next twelve months.  
   

As permitted by FIN 48, the Company also adopted an accounting policy to prospectively classify accrued interest and penalties 
related to any unrecognized tax benefits in its income tax provision.  Previously, the Company’s policy was to classify interest and penalties as 
an operating expense in arriving at pre-tax income.  At September 30, 2007, the Company does not have accrued interest and penalties related 
to any unrecognized tax benefits.  The years subject to potential audit varies depending on the tax jurisdiction.  Generally, the Company’s 
statutes are open for tax years ended December 31, 2004 and forward.  The Company’s major taxing jurisdictions include the U.S. (federal and 
state), the United Kingdom and Ireland.  

 
During 2006, the Internal Revenue Service (“IRS”) completed an audit of the Company’s recently acquired subsidiaries, Associated 

Industries Insurance Services, Inc. (“AIIS”) and Associated Industries Insurance Company’s (“AIIC”) (collectively “Associated”) (see Note 12. 
Acquisitions). For the IRS’ 2002 and 2003 consolidated federal income tax returns, the field examiner indicated Associated underpaid their 
liability by approximately $3,200. In addition, interest and penalties of $600 were assessed. During 2006, management of Associated accrued a 
liability for its best estimate of a settlement with the IRS. Although Associated’s management disagrees with the majority of the positions taken 
by the examiner and has appealed the assessment, the Company has estimated the potential liability related to the audit to be $4,300 (including 
$1,200 for penalties and interest) and has reflected this position, per FIN 48 guidelines, in the consolidated financial statements.  
   

     Three Months Ended  
September 30,    

Nine Months Ended  
September 30,    

     2007    2006    2007    2006    
Income from continuing operations before provision for 

income taxes and minority interest    $ 30,301   $ 17,396   $ 91,675   $ 43,283   
Less: minority interest      (4,118 )    -    (2,217 )    -  
Income from continuing operations after minority interest 

before provision for income taxes    
$ 34,419   $ 17,396   $ 93,892   $ 43,283   

                     
Income taxes at statutory rates    $ 12,047   $ 6,045   $ 32,863   $ 15,237   
Effect of income not subject to US taxation      (2,982 )    (1,062 )    (5,972 )    (3,179 )  
Other, net      920     -    (307 )    -  
Provision for income taxes as shown on the consolidated 

statements of earnings    
$ 9,985   $ 4,983   $ 26,584   $ 12,058   

GAAP effective tax rate      29.0 %   28.6 %    28.3 %   27.9 % 
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11.    Other Investments  
 

In February 2007, the Company participated with H.I.G. Capital, a Miami-based private equity firm, in financing H.I.G. Capital’s 
acquisition of Warrantech Corporation ("Warrantech") in a cash merger. The Company contributed $3,850 for a 27% equity interest in 
Warrantech. Additionally, the Company provided Warrantech with a $20,000 secured note due January 30, 2012 (note receivable - related 
party). Interest on the note is accrued monthly at a rate of 15% per annum and consists of a cash component at 11% per annum and 4% per 
annum for the issuance of additional notes (“PIK Notes”) in a principal amount equal to the interest not paid in cash on such date. Warrantech 
is an independent developer, marketer and third party administrator of service contracts and after-market warranties primarily for the motor 
vehicle and consumer products industries. The Company currently provides insurance coverage for Warrantech's consumer product programs 
and on certain nationwide warranty programs, which produced premiums of approximately $24,000 during the nine months ended September 
30, 2007. As the Company does not exhibit control over Warrantech, the Company accounts for this investment under the equity method. The 
Company recorded investment loss of approximately $217 and $432 from its equity investment for the three and nine months ended September 
30, 2007, respectively. As of September 30, 2007 the carrying value of the note receivable was $20,540 (note receivable - related party).  
   
12.    Acquisitions  
 

In September 2007, the Company acquired all the issued and outstanding stock of AIIS a Florida-based workers' compensation 
managing general agency, and its wholly-owned subsidiary, AIIC, a Florida workers' compensation insurer, also licensed in Alabama, Georgia 
and Mississippi for consideration of approximately $38,854. The $38,854 consisted of approximately $33,930 of cash, $599 of direct 
acquisition costs and $4,325 for a contingent liability related to income taxes (see Note 10. Income Taxes). The Company estimates the 
contingency period will last approximately one year at which time the Company will distribute the $4,325 to either the IRS or the sellers of 
Associated. Additionally, the Company preliminarily recorded $3,720 of goodwill and $10,210 of intangible assets related to trademarks, 
licenses, distribution networks and non-compete agreements. The Company determined that the trademarks and licenses have indefinite lives 
and the remaining intangible assets are being amortized over a period of one to 15 years.  

 
In accordance with SFAS No. 141, the cost of the acquisition was preliminarily allocated to the assets acquired and liabilities assumed 

based on the fair values as of the close of acquisition, with the amounts exceeding the fair value recorded as goodwill. As the value of certain 
assets and liabilities are preliminary in nature, they are subject to adjustment as additional information is obtained, including, but not limited to 
goodwill, intangible assets and other assets and liabilities. The Company expects to finalize the valuations by the end of 2007. The preliminary 
purchase price allocation as of the date of acquisition is as follows:  
 

   

Assets          
Investments    $ 131,804   
Cash      14,449   
Accounts receivable      29,794   
Reinsurance recoverable      168,480   
Deferred acquisition costs, net      4,228   
Property and equipment      1,689   
Goodwill      3,720   
Intangibles      10,210   
Deferred income taxes      9,322   
Other assets      14,865   

Total Assets    $ 388,561   
          
Liabilities          

Loss and loss adjustment expenses    $ 308,965   
Unearned premiums      26,925   
Accounts payable and accrued expenses      13,817   

Total Liabilities    $ 349,707   
Total Purchase Price    $ 38,854   
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          The results of operations of Associated have been included in the Company’s consolidated financial statements since the 
acquisition date. Selected unaudited pro forma results of operations assuming acquisition had occurred as of January 1, 2006, are set forth 
below:  
 

   
 In April 2007 the Company, through a subsidiary, acquired all the issued and outstanding stock of IGI Group, Ltd. (“IGI”), a United 

Kingdom specialty issuer. The acquisition should enable the Company to expand its presence in the United Kingdom through IGI’s distribution 
network and to leverage IGI’s experienced administration and claims handling capabilities. The results of operations have been included since 
the acquisition date. The Company recorded a preliminary purchase price of approximately $15,300, which included cash of $14,800 and 
approximately $500 of direct acquisition costs. The initial allocation of the purchase price resulted in goodwill and intangible assets of 
approximately $3,000 and $8,000, respectively. During the third quarter the purchase price was finalized and resulted in adjustment of good 
will and intangibles to approximately $4,000 and $7,000, respectively. The Company recorded intangibles primarily for trademarks and 
distribution networks. The trademark was determined to have an indefinite live and the remaining intangible asset lives were determined to 
have useful lives ranging between five and 20 years. The Company has not presented pro forma results of operations because this acquisition 
was not material to AmTrust’s consolidated results of operations.  
 
13.    Contingent Liabilities  
   

The Company’s insurance subsidiaries are named as defendants in various legal actions arising principally from claims made under 
insurance policies and contracts. Those actions are considered by the Company in estimating the loss and LAE reserves. The Company’s 
management believes the resolution of those actions will not have a material adverse effect on the Company’s financial position or results of 
operations.  

 
14.    Related Party Transactions  
 
Reinsurance Agreement  
 

Maiden Holdings, Inc. (“Maiden”) is a Bermuda insurance holding company formed by Michael Karfunkel, George Karfunkel and 
Barry Zyskind, the principal shareholders, and, respectively, the Chairman of the Board of Directors, a Director, and the Chief Executive 
Officer and Director of AmTrust. Messrs. Karfunkel and Mr. Zyskind contributed $50,000 to Maiden Insurance. In July 2007, Maiden raised 
approximately $480,600 in a private placement. Maiden Insurance Company, Ltd. (“Maiden Insurance”), a wholly-owned subsidiary of 
Maiden, is a Bermuda reinsurer.  
 

During the third quarter of 2007, the Company and Maiden entered into master agreement, as amended, by which they caused the 
Company’s Bermuda affiliate, AmTrust International Insurance, Ltd. (“AII”) and Maiden Insurance to enter into a quota share reinsurance 
agreement (the “Reinsurance Agreement”) by which (a) AII retrocedes to Maiden Insurance an amount equal to 40% of the premium written by 
AmTrust’s U.S., Irish and U.K. insurance companies (the “AmTrust Ceding Insurers”), net of the cost of unaffiliated inuring reinsurance (and 
in the case of AmTrust’s U.K. insurance subsidiary, IGI Insurance Company Limited (“IGI”), net of commissions) and 40% of losses and (b) 
AII transfered to Maiden Insurance 40% of the AmTrust Ceding Insurer’s unearned premium reserves, effective as of July 1, 2007, with respect 
to current lines of business, excluding risks for which the AmTrust Ceding Insurers’ net retention exceeds $5,000 (“Covered Business”). 
AmTrust also has agreed to cause AII, subject to regulatory requirements, to reinsure any insurance company which writes Covered Business 
in which AmTrust acquires a majority interest to the extent required to enable AII to cede to Maiden Insurance 40% of the premiums and losses 
related to such Covered Business. The Agreement further provides that the AII receives a ceding commission of 31% of ceded written 
premiums, which after the first year would be subject to adjustment (up to a maximum of 32% and a minimum of 30%) based on the loss ratio 
of the ceded business. The Reinsurance Agreement has an initial term of three years and will automatically renew for successive three year 
terms thereafter, unless either AII or Maiden Insurance notifies the other of its election not to renew not less than nine months prior to the end 
of any such three year term. In addition, either party is entitled to terminate on thirty day’s notice or less upon the occurrence of certain early 
termination events, which include a default in payment, insolvency, change in control of AII or Maiden Insurance, run-off, or a reduction of 

     
Three Months Ended   

September 30,    
Nine Months Ended   

September 30,    

     2007      2006    2007    2006    

Net earned premium    $ 91,182   $ 95,069   $ 368,359   $ 258,246   
Income from continuing operations      18,433   $ 13,881     65,209     33,820   
Income from continuing operations:                            
per common share - basic    $ 0.31   $ 0.23   $ 1.09   $ 0.62   
per common share - diluted    $ 0.30   $ 0.23   $ 1.08   $ 0.62   



50% or more of the shareholders’ equity of Maiden Insurance or the combined shareholders’ equity of AII and the AmTrust Ceding 
Insurers. The Company recorded approximately $40,054 of ceding commission during the third quarter of 2007 as a result of this transaction.  
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The following is the effect on the Company’s balance sheet as of September 30, 2007 and the results of operations for the three 

months ended September 30, 2007 related to reinsurance agreement with Maiden Insurance:  
 

 
The Reinsurance Agreement requires that Maiden Insurance provide to AII sufficient collateral to secure its proportional share of 

AII’s obligations to the U.S. AmTrust Ceding Insurers. AII is required to return to Maiden Insurance any assets of Maiden Insurance in excess 
of the amount required to secure its proportional share of AII’s collateral requirements, subject to certain deductions.  
 

AmTrust, through subsidiaries, has entered into a reinsurance brokerage agreement and an asset management agreement with Maiden 
Insurance, under which the Company receives a brokerage commission of 1.25% of reinsured premium and an annual asset management fee of 
0.35% of assets under management, respectively. The Company recorded $2,400 of brokerage commission during the third quarter of 2007.  

 
Leap Tide Transactions  
 

AmTrust Capital Management, Inc. (“ACM”), our wholly owned subsidiary, currently manages approximately $82,000 dollars of our 
assets.  These assets are held in a Bermuda managed account  
   

ACM also serves as the Investment Manager of Leap Tide Partners, L.P., a domestic partnership, and Leap Tide Offshore, Ltd., a 
Cayman exempted company, both of which were formed for the purpose of providing qualified third-party investors the opportunity to invest 
funds in a vehicle managed by ACM (the “Hedge Funds”).  To date, approximately $32,000 have been invested in the Hedge Funds.  
Approximately 88% of these funds were contributed by Michael Karfunkel, George Karfunkel and Barry D. Zyskind.  Our Audit Committee 
has reviewed the Leap Tide transactions and determined that they were entered into at arms-length and did not violate our Code of Business 
Conduct and Ethics.  
 
Lease Agreement  
 

In June 2002, the Company entered into a least agreement for approximately 9,000 square feet of office space at 59 Maiden Lane in 
downtown Manhattan from 59 Maiden Lane Associates, LLC, an entity which is wholly owned by Michael Karfunkel and George Karfunkel. 
The Company paid approximately $100 and $300 for the lease for the three months ended September 30, 2007 and 2006, respectively. At the 
time entering into the agreement, the Company was privately held and did not have an audit committee. The lease expires in August 2008 and 
the audit committee will review any potential renewal lease.  

 
Employment Relationship  

 
Barry Karfunkel, an analyst with a Company subsidiary, earned approximately $56 and $169 for the three and nine months ended 

September 30, 2006 and 2007, respectively. Barry Karfunkel is the son of Michael Karfunkel and the brother-in-law of Barry Zyskind.  
   
15.    Segments  
   

The Company currently operates three business segments, Workers’ Compensation Insurance; Specialty Risk and Extended Warranty 
Insurance; and Specialty Middle-Market Property and Casualty Insurance. The “Corporate & Other” segment represents the activities of the 
holding company including interest income attributed to holding company assets as well as a portion of fee revenue. In determining total assets 
(excluding cash and invested assets) by segment the Company identifies those assets that are attributable to a particular segment such as 
premium receivable, deferred acquisition cost, reinsurance recoverable and prepaid reinsurance while the remaining assets are allocated based 

Assets and liabilities:         
Reinsurance recoverable    $ 24,745   
Ceded reinsurance payable      115,499   

          
Results of operations:          

Premium written - ceded    $ (190,801 ) 
Change in unearned premium - ceded      127,835   
Earned premium - ceded      (62,966 ) 

          
Ceding commission on premium written      59,148   
Ceding commission – deferred      (19,094 ) 
Cedng commission earned      40,054   



on net written premium by segment. In determining cash and invested assets, by segment the Company matches certain identifiable 
liabilities such as unearned premium and loss and loss adjustment expense reserves by segment. The remaining cash and invested assets are 
then allocated based on net written premium by segment. Investment income and realized gains (losses) are determined by calculating an 
overall annual return on cash and invested assets and applying that overall return to the cash and invested assets by segment. These operating 
segments are segments of the Company for which separate financial information is available and for which operating results are evaluated 
regularly by executive management in deciding how to allocate resources and in assessing performance.  
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The following tables summarize business segments as follows:    
   

   

  

  

  

  
Workers’ 

compensation     

  
Specialty risk 
and extended 

warranty        

Specialty  
middle-
market  

property 
and  

casualty  
insurance      

  
Corporate  
and other      

  
Total    

Three months ended September 30, 2007                                    
Gross premium written    $ 67,377   $ 76,186   $ 49,699   $ -  $ 193,262   
Earned premium      52,387     18,299     11,104     (2)     81,788   
Ceding commission revenue – related party      17,368     8,576     14,110     -    40,054   
Investment income and other revenues      5,763     3,191     2,888     (4,118 )   7,724   
Commission and fee revenue      2,250     3,131     -    2,525     7,906   
Operating income from continuing operations      20,280     9,589     4,504     (1,378 )   32,995   
Interest expense      1,003     1,038     579     -    2,650   
Income taxes      5,656     2,418     1,169     742     9,985   
Income from continuing operations      13,597     6,207     2,756     1,874     24,434   
                                   
Three months ended September 30, 2006                                  
Gross premium written    $ 66,225   $ 40,362   $ 29,406   $ -  $ 135,993   
Earned premium      57,009     16,894     9,623     -    83,526   
Investment income and other revenues      7,815     2,280     1,329     159     11,583   
Commission and fee revenue      1,534     1,345     -    -    2,879   
Operating income from continuing operations      13,426     1,614     3,134     159     18,333   
Interest expense      964     283     163     -    1,410   
Income taxes      3,609     138     1,187     49     4,983   
Income from continuing operations      9,294     981     2,028     110     12,413   

   

  
Workers’ 

compensation   

Specialty risk 
and extended 

warranty      

Specialty  
middle-market 
property and  

casualty insurance   
Corporate  
and other    Total      

Nine months ended September 30, 2007                             
Gross premium written    $ 235,479   $ 193,457   $ 164,018   $ -  $ 592,954   
Earned premium      183,507     76,327     71,069     (3 )   330,900   
Ceding commission revenue – related party      17,368     8,576     14,110     -    40,054   
Investment income and other revenues      23,352     10,207     13,715     (2,217 )   45,057   
Commission and fee revenue      7,290     6,626     -    2,772     16,688   
Operating income from continuing operations      53,629     24,696     19,705     555     98,585   
Interest expense      3,078     2,253     1,654     -    6,985   
Income taxes      14,306     6,369     5,122     787     26,584   
Income from continuing operations      36,244     16,075     12,928     2,061     67,308   
                         
Nine months ended September 30, 2006                        
Gross premium written    $ 194,695   $ 85,546   $ 92,762   $ -  $ 373,003   
Earned premium      156,488     41,490     27,792     1     225,771   
Investment income and other revenues      19,474     5,163     3,459     999     29,095   
Commission and fee revenue      5,152     3,783     -    -    8,935   
Operating income from continuing operations      33,971     6,010     5,499     999     46,479   
Interest expense      2,532     671     450     -    3,653   
Income taxes      8,759     1,614     1,406     279     12,058   



   
Income from continuing operations      23,265     3,849     3,640     471     31,225   
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Workers’ 

compensation   

Specialty risk 
and extended  

warranty      

Specialty  
middle-market 
property and  

casualty 
insurance    

Corporate  
and other      Total      

As of September 30, 2007                        
Fixed assets    $ 5,586   $ 4,087   $ 3,001   $ -  $ 12,674   
Goodwill and intangible assets      28,654     13,204     12,093     -    53,951   
Total assets      1,192,890     370,042     621,678     23,377     2,207,987   
                         
As of September 30, 2006                        
Fixed assets    $ 5,287   $ 2,326   $ 2,006   $ -  $ 9,619   
Goodwill and intangible assets      17,951     6,168     6,168     -    30,287   
Total assets      769,446     193,332     114,955     -    1,077,733   
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Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations  
 

The Company is a multinational specialty property and casualty insurer focused on generating consistent underwriting profits. We 
provide insurance coverage for small businesses and products with high volumes of insureds and loss profiles which we believe are predictable. 
We target lines of insurance that we believe generally are underserved by larger insurance carriers. The Company has grown by hiring teams of 
underwriters with expertise in our specialty lines and through acquisitions of access to distribution networks and renewal rights to established 
books of specialty insurance business. We have operations in three business segments:  
   

   

   

 
The Company transacts business through seven insurance company subsidiaries: Technology Insurance Company, Inc. (“TIC”), 

Rochdale Insurance Company (“RIC”), Wesco Insurance Company (“WIC”) and Associated Industries Insurance Company, Inc. (“AIIC”), 
which are domiciled in New Hampshire, New York, Delaware and Florida, respectively; and AmTrust International Insurance Ltd. (“AII”), 
AmTrust International Underwriters Limited (“AIU”) and IGI Insurance Company, Ltd. (“IGI”), which are domiciled in Bermuda, Ireland and 
England, respectively.  

 
Insurance, particularly workers’ compensation, is, generally, affected by seasonality. The first quarter generally produces greater 

premiums than subsequent quarters. Nevertheless, the impact of seasonality on our small business workers’ compensation and specialty middle 
market segments has not been significant. We believe that this is because we serve many small businesses in different geographic locations. In 
addition, seasonality may have been muted by our acquisition activity.  
 

We evaluate our operations by monitoring key measures of growth and profitability. We measure our growth by examining our net 
income, return on average equity, and our loss, expense and combined ratios. The following provides further explanation of the key measures 
that we use to evaluate our results:  
   

Gross Premium Written. Gross premium written represent estimated premiums from each insurance policy that we write, including as 
part of an assigned risk pool, during a reporting period based on the effective date of the individual policy. Certain policies that are 
underwritten by the Company are subject to premium audit at that policy’s cancellation or expiration. The final actual gross premiums written 
may vary from the original estimate based on changes to the final rating parameters or classifications of the policy.  
   

Net Premium Written. Net premium written are gross premiums written less that portion of premium that is ceded to third party 
reinsurers under reinsurance agreements. The amount ceded under these reinsurance agreements is based on a contractual formula contained in 
the individual reinsurance agreement.  
   

Net Premium Earned. Net premium earned is the earned portion of our net premiums written. Insurance premiums are earned on a pro 
rata basis over the term of the policy. At the end of each reporting period, premiums written that are not earned are classified as unearned 
premiums and are earned in subsequent periods over the remaining term of the policy. Our workers’ compensation insurance policies typically 
have a term of one year. Thus, for a one-year policy written on July 1, 2007 for an employer with a constant payroll during the term of the 
policy, we would earn half of the premiums in 2006 and the other half in 2008. Our specialty risk and extended warranty coverages are earned 
over the estimated exposure time period. The terms vary depending on the risk and have an average duration of approximately 34 months, but 
range in duration from one month to 60 months.  
   

Net Loss Ratio . The net loss ratio is a measure of the underwriting profitability of an insurance company's business. Expressed as a 
percentage, this is the ratio of net losses and LAE incurred to net premiums earned.  
 

Net Expense Ratio . The net expense ratio is a measure of an insurance company's operational efficiency in administering its business. 
Expressed as a percentage, this is the ratio of the sum of policy acquisition expenses, salaries and benefits, and other insurance general and 
administrative expenses less ceding commission to net premiums earned.  

 

   •  Workers’ compensation for small businesses (average premium less than $5,000 per policy) in the United States;  

   •  Specialty risk and extended warranty coverage for consumer and commercial goods and custom designed coverages, such as accidental 
damage plans and payment protection plans offered in connection with the sale of consumer and commercial goods, in the United 
Kingdom, certain other European Union countries and the United States; and  

   •  Specialty middle-market property and casualty insurance. We write commercial insurance for homogeneous, narrowly defined classes 
of insureds, requiring an in-depth knowledge of the insured’s industry segment, through general and other wholesale agents.  
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    Net Combined Ratio . The net combined ratio is a measure of an insurance company's overall underwriting profit. This is the sum of 

the net loss and net expense ratios. If the net combined ratio is at or above 100, an insurance company cannot be profitable without investment 
income, and may not be profitable if investment income is insufficient.  
 

    Annualized   Return on Equity. Return on equity is calculated by dividing net income (net income excludes results of discontinued 
operations as well as any currency gain or loss associated with discontinued operations on an after tax basis) by the average of shareholders’ 
equity.  
   

One of the key financial measures that we use to evaluate our operating performance is return on average equity. Our return on 
average equity was 25.6% and 15.8% for the three months ended September 30, 2007 and 2006, respectively, and 24.8% and 19.1% for the 
nine months ended September 30, 2007 and 2006, respectively. In addition, we target a net combined ratio of 95.0% or lower over the long 
term, while seeking to maintain optimal operating leverage in our insurance subsidiaries commensurate with our A.M. Best rating objectives. 
Our net combined ratio was 74.6% and 91.6% for the three months ended September 30, 2007 and 2006, respectively, and 85.9% and 92.4% 
for the nine months ended September 30, 2007 and 2006, respectively. The decline in the combined ratio period over period resulted primarily 
from entering into a reinsurance agreement with Maiden Insurance during the third quarter of 2007. We plan to write additional premiums 
without a proportional increase in expenses and further reduce the expense component of our net combined ratio over time.  
 
Critical Accounting Policies  
   

The Company’s discussion and analysis of its results of operations, financial condition and liquidity are based upon the Company’s 
consolidated financial statements, which have been prepared in accordance with U.S. generally accepted accounting principles. The preparation 
of these financial statements requires the Company to make estimates and judgments that affect the amounts of assets and liabilities, revenues 
and expenses and disclosure of contingent assets and liabilities as of the date of the financial statements. As more information becomes known, 
these estimates and assumptions could change, which would have an impact on actual results that may differ materially from these estimates 
and judgments under different assumptions. The Company has not made any changes in estimates or judgments that have had a significant 
effect on the reported amounts as previously disclosed in our Annual Report on Form 10-K for the fiscal period ended December 31, 2006.  
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Results of Operations  
 
Consolidated Results of Operations (Unaudited)  
   

 
Consolidated Result of Operations for the Three Months Ended September 30, 2007 and   2006  

 
    Gross Premium Written . Gross premium written increased $57.3 million or 42.1% from $136.0 million to $193.3 million for the three 

months ended September 30, 2006 and 2007, respectively. The increase of $57.3 million was attributable to a $1.2 million increase in our small 
business workers’ compensation business, a $35.8 million increase in our specialty risk and extended warranty business and a $20.3 million 
increase in our specialty middle-market property and casualty business. The increase in the specialty middle-market gross premiums written 
resulted, primarily, from the underwriting of new programs and the growth of existing programs. The increase in premiums for the specialty 
risk and extended warranty segment resulted, primarily, from the underwriting of new coverage plans in the United States as well as the 

    Three Months Ended  
September 30,         

Nine Months Ended  
September 30,         

          2007     2006     2007     2006    
Gross premium written        $ 193,262   $ 135,993   $ 592,954   $ 373,003   
                         
Net premium written        $ (30,717 )  $ 105,599   $ 293,424   $ 314,343   
Change in unearned premium          112,505     (22,073 )    (37,476 )    (88,572 )  
Net earned premium          81,788     83,526     330,900     225,771   
Ceding commission – related party      40,054     -    40,054     -  
Commission and fee income          7,906     2,879     16,688     8,935   
Net investment income          13,916     7,539     38,326     18,960   
Net realized gain (loss) on investments          (2,074 )    4,044     8,948     10,135   
Other investment income (loss) on managed assets          (4,118 )    -    (2,217 )    -  
Total revenue          137,472     97,988     432,699     263,801   
                         
Loss and loss adjustment expense          52,141     55,350     211,697     146,008   
Policy acquisition expenses          27,619     10,635     59,649     27,107   
Salaries and benefits          12,913     8,014     31,846     19,746   
Other insurance general and administrative expense          8,292     2,550     20,870     15,588   
Other underwriting expenses          3,512     3,106     10,052     8,873   
           104,477     79,655     334,114     217,322   
Operating income from continuing operations          32,995     18,333     98,585     46,479   
                         
Other income (expense):                        
Foreign currency gain (loss)          (44 )    473     75     457   
Interest expense          (2,650 )    (1,410 )    (6,985 )    (3,653 )  
Total other expense          (2,694 )    (937 )    (6,910 )    (3,196 )  
Income from continuing operations before provision for 

income taxes and minority interest          30,301     17,396     91,675     43,283   
                         
Provision for income taxes          9,985     4,983     26,584     12,058   
Minority interest in net loss of subsidiary          (4,118 )    -    (2,217 )    -  
Net income from continuing operations        $ 24,434   $ 12,413   $ 67,308   $ 31,225   
Gain from discontinued operations          -               -    250   
Net income        $ 24,434   $ 12,413   $ 67,308   $ 31,475   
                         
Key Measures:                        
Net loss ratio          63.9 %    66.3 %    64.0 %    64.7 % 
Net expense ratio          10.7 %    25.4 %    21.9 %    27.7 % 
Net combined ratio          74.6 %    91.7 %    85.9 %    92.4 % 



acquisition of IGI in the second quarter of 2007, which contributed $24.8 million of premiums.  
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Net Premium Written . Net premium written decreased $136.3 million or (129.1%) from $105.6 million to $(30.7) million for the three 

months ended September 30, 2006 and 2007, respectively. The decrease of $136.3 million was net of $190.8 million of written premium ceded 
to Maiden Insurance during the third quarter of 2007 under the terms of a reinsurance agreement entered into during the third quarter of 2007. 
Before cessions to Maiden Insurance, net written premium increased $54.5 million in the third quarter of 2007 compared to the third quarter of 
2006. The increase before cessions by segment was: small business workers’ compensation - $2.2 million; specialty risk and extended warranty 
- $37.3 million; and specialty middle market property and casualty - $15.0 million.  

 
    Net Premium Earned . Net premium earned decreased $1.7 million or (2.1%) from $83.5 million for the three months ended 

September 30, 2006 to $81.8 million for the three months ended September 30, 2007. The decrease of $1.7 million was net of earned premium 
ceded to Maiden Insurance during the third quarter of 2007 under the terms of a reinsurance agreement entered into during the third quarter of 
2007. Before cessions to Maiden Insurance, earned premium increased $61.2 million in the third quarter of 2007 compared to the third quarter 
of 2006. The increase by segment before cessions was: small business workers’ compensation - $15.6 million; specialty risk and extended 
warranty - $27.4 million; and specialty middle market property and casualty - $18.2 million.  
 

  Commission and   Fee Income. Commission and fee income increased $5.0 million or 174.6% from $2.9 million to $7.9 million for 
the three months ended September 30, 2006 and 2007, respectively. A majority of the increase resulted from entering into a reinsurance 
agreement with Maiden Insurance whereby the Company earned reinsurance brokerage fees.  
 

  Net Investment Income. Net investment income increased $6.4 million or 84.6% from $7.5 million to $13.9 million for the three 
months ended September 30, 2006 and 2007, respectively. The increase resulted from increased invested assets. Average invested assets 
(excluding equity securities) was approximately $1.02 billion for the three months ended September 30, 2007 compared to approximately $612 
million for the three months ended September 30, 2006, an increase of $410 million or 67.0%. In addition, yields on the Company’s fixed 
maturities have increased over the same time period from 4.9% to 5.4%.  

 
    Net Realized Gains (Losses) on Investments. Net realized losses on investments for the three months ended September 30, 2007 were 

$(2.1) million, compared to a gain of $4.0 million for the same period in 2006. The decrease related to the timing of certain sales of 
underperforming investments of the Company’s equity portfolio and the write-down of two equity securities of $3.4 million that were 
determined to be other than temporarily impaired during the third quarter of 2007.  
 

    Loss and Loss Adjustment Expenses. Loss and loss adjustment expenses decreased $3.2 million or 5.8% from $55.3 million for the 
three months ended September 30, 2006 to $52.1 million for the three months ended September 30, 2007. The Company’s loss ratio for the 
three months ended September 30, 2007 decreased to 63.9% from 66.3% for the three months ended September 30, 2006. The decrease 
resulted from a decrease in the Company’s actuarially projected ultimate losses based on the Company’s loss experience.  

   
Policy Acquisition Expense, Salaries and Benefits Expense and Other Insurance General and Administrative Expense less Ceding 

Commission. Policy acquisition expense, salaries and benefits expense and other insurance general and administrative expense less ceding 
commission decreased $12.4 million or 58.6% from $21.2 million for the three months ended September 30, 2006 to $8.8 million for the three 
months ended September 30, 2007. The expense ratio for the same periods decreased from 25.4% to 10.7%, respectively. The decrease in 
expense ratio resulted primarily from ceding commission of $40.1 million earned through the reinsurance agreement with Maiden Insurance 
during the third quarter of 2007.  
 

Operating Income from Continuing Operations. Income from continuing operations increased $14.7 million or 80.0% from $18.3 
million to $33.0 million for the three months ended September 30, 2006 and 2007, respectively. This increase is attributable to strong growth in 
gross premium written, commission and fee income and investment income combined with an improvement in the net expense ratio which 
resulted from the reinsurance agreement with Maiden Insurance entered into the third quarter of 2007.  
 

Interest Expense. Interest expense for the three months ended September 30, 2007 was $2.7 million, compared to $1.4 million for the 
same period in 2006. The increase was primarily attributable to interest expense on $40.0 million of junior subordinated debentures issued by 
the Company in the first quarter of 2007.  

 
    Income Tax Expense (Benefit). Income tax expense for three months ended September 30, 2007 was $10.0 million which resulted in 

an effective tax rate of 29.0%. Income tax expense for three months ended September 30, 2006 was $5.0 million which resulted in an effective 
tax rate of 28.6%.  
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Consolidated Result of Operations for the Nine Months Ended September 30, 2007 and   2006  

 
    Gross Premium Written . Gross premium written increased $220.0 million or 59.0% from $373.0 million for the nine months ended 

September 30, 2006 to $593.0 million for the nine months ended September 30, 2007. The increase was attributable to a $40.7 million increase 
in our small business workers’ compensation business, a $108.0 million increase in our specialty risk and extended warranty business and a 
$71.3 million increase in our specialty middle-market property and casualty business. The increase in the Small Business Workers’ 
Compensation segment related primarily to $19.1 million of additional premiums resulting from the acquisition from Muirfield Underwriters, 
Ltd. of its distribution network and the renewal rights to its existing business during the second quarter of 2006 and $17.0 million from organic 
growth. The increase in premiums for the specialty risk and extended warranty segment resulted, primarily, from the underwriting of new 
coverage plans in the United States and the acquisition of IGI in the second quarter of 2007, which contributed $40.3 million of premiums. The 
increase in the specialty middle-market gross premiums written resulted from, primarily, from the underwriting of new programs and the 
growth of existing programs.  
 

Net Premium Written. Net premium written decreased $20.9 million or (6.7%) from $314.3 million to $293.4 million for the nine 
months ended September 30, 2006 and 2007, respectively. The decrease of $20.9 million was net of $190.8 million of written premium ceded 
to Maiden Insurance during the third quarter of 2007 under the terms of a reinsurance agreement entered into during the third quarter of 2007. 
Before cessions to Maiden Insurance, net written premium increased $169.9 million for the nine months ended September 30, 2007 compared 
to the nine months ended ended September 30, 2006. The increase before cessions by segment was: small business workers’ compensation - 
$40.5 million; specialty risk and extended warranty - $90.7 million; and specialty middle market property and casualty - $38.7 million.  

 
    Net Premium Earned . Net premium earned increased $105.1 million or 46.6% from $225.8 million for the nine months ended 

September 30, 2006 to $330.9 million for the nine months ended September 30, 2007. The increase of $105.1 million was net of earned 
premium ceded to Maiden Insurance during the third quarter of 2007 under the terms of a reinsurance agreement entered into during the third 
quarter of 2007. Before cessions to Maiden Insurance, earned premium increased $168.1 million for the nine months ended September 30, 
2007 compared to the nine months ended September 30, 2007 in the third quarter of 2007. The increase by segment before cessions was: small 
business workers’ compensation - $47.2 million; specialty risk and extended warranty - $60.8 million; and specialty middle market property 
and casualty - $60.1 million.  
 

  Commission and   Fee Income. Commission and fee income increased $7.8 million or 86.8% from $8.9 million to $16.7 million for 
the nine months ended September 30, 2006 and 2007, respectively. The increase resulted from contract awarded to the Company, effective 
January 1, 2007, to administer a portion of the Virginia Workers’ Compensation Insurance Plan, reinsurance brokerage fees earned from 
Maiden Insurance during the third quarter of 2007 and fees for warranty administration from specialty risk and extended warranty customers 
for which a subsidiary of the Company acts as warranty administrator.  
 

  Net Investment Income. Net investment income increased $19.3 million or 102.1% from $19.0 million to $38.3 million for the nine 
months ended September 30, 2006 and 2007, respectively. The increase resulted from an increase of average invested assets. Average invested 
assets (excluding equity securities) were approximately $821.6 million for the nine months ended September 30, 2007 compared to 
approximately $519.3 million for the nine months ended September 30, 2006, an increase of $302.3 million or 58.3%. In addition, yields on the 
Company’s fixed maturities have increased over the same time period from 4.9% to 6.2%.  

 
    Net Realized Gains on Investments. Net realized gains on investments for the nine months ended September 30, 2007 were $8.9 

million, compared to $10.1 million for the same period in 2006. The decrease relates to a write-down of $3.4 million of investments in the third 
quarter of 2007 offset by an increase in the average assets held in our equity portfolio during the period and the realization of gains on certain 
value stocks in the portfolio due to active portfolio management.  
   

    Loss and Loss Adjustment Expenses. Loss and loss adjustment expenses increased $65.7 million or 45.0% from $146.0 million for the 
nine months ended September 30, 2006 to $211.7 million for the nine months ended September 30, 2007. The Company’s loss ratio for the 
nine months ended September 30, 2007 decreased to 64.0% from 64.7% for the nine months ended September 30, 2006. The Company’s 
overall loss ratio had remained relatively consistent over the periods.  
   

Policy Acquisition Expense, Salaries and Benefits Expense and Other Insurance General and Administrative Expense less Ceding 
Commission. Policy acquisition expense, salaries and benefits expense and other insurance general and administrative expense less ceding 
commission increased $9.9 million or 15.8% from $62.4 million for the nine months ended September 30, 2006 to $72.3 million for the nine 
months ended September 30, 2007. Despite the increase, the expense ratio for the same periods decreased from 27.7% to 21.9%, respectively. 
The decrease in expense ratio resulted primarily from ceding commissions of $40.1 million earned through the reinsurance agreement with 
Maiden Insurance during the third quarter of 2007.  
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Operating Income from Continuing Operations. Income from continuing operations increased to $98.6 million for the nine months 

ended September 30, 2007, from $46.5 million for the nine months ended September 30, 2006, an increase of $52.1 million or 112.1%. This 
increase is attributable to strong growth in gross premium written combined with a consistent loss ratio and an improvement in the net expense 
ratio.  

 
Interest Expense. Interest expense for the nine months ended September 30, 2007 was $7.0 million, compared to $3.7 million for the 

same period in 2006. The increase was primarily attributable to interest expense on $30.0 million and $40.0 million of junior subordinated 
debentures issued by the Company in July, 2006 and March, 2007, respectively.  

 
Income Tax Expense (Benefit). Income tax expense for nine months ended September 30, 2007 was $26.6 million resulting in an 

effective tax rate of 28.3%. Income tax expense for nine months ended September 30, 2006 was $12.1 million which resulting in an effective 
tax rate of 27.9%.  

 
Small Business Workers’ Compensation Segment (Unaudited)  
   

 
Small Business Workers’ Compensation Segment Results of Operations for the Three Months Ended September 30, 2007 and 2006  

 
  Gross Premium Written . Gross premium written increased $1.2 or 1.7% from $66.2 million for the three months ended September 

30, 2006 to $67.4 million for the three months ended September 30, 2007. On an overall basis, gross premium written was relatively flat as 
both premium rates and policies issued were consistent with the prior period.  
 

  Net Premium Written . Net premium written decreased $58.1 million or (99.9%) from $58.2 million to $0.1 million for the three 
months ended September 30, 2006 and 2007, respectively. The decrease of $58.1 million was net of $60.3 million of premium written ceded to 
Maiden Insurance during the third quarter of 2007 under the terms of a reinsurance agreement entered into during the third quarter of 2007. 
Before cessions to Maiden Insurance, net premium written increased $2.2 million in the third quarter of 2007 compared to the third quarter of 
2006. The increase of $2.2 million resulted from gross premium written being consistent period over period.  
 

  Net Premium Earned . Net premium earned decreased $4.6 million or (8.1%) from $57.0 million for the three months ended 
September 30, 2006 to $52.4 million for the three months ended September 30, 2007. The decrease of $4.6 million was net of earned premium 
of $20.2 million ceded to Maiden Insurance during the third quarter of 2007. Before cessions to Maiden Insurance, earned premium increased 
$15.6 million in the third quarter of 2007 compared to the third quarter of 2006. This increase was a result of the premium in the preceeding 

         Three Months Ended  
September 30,        

Nine Months Ended  
September 30,        

         2007        2006        2007    2006    
Gross premium written        $ 67,377   $ 66,225   $ 235,479   $ 194,695   
                     
Net premium written          68     58,187     152,994     172,783   
Change in unearned premium          52,319     (1,178 )    30,513     (16,295 )  
Net premium earned          52,387     57,009     183,507     156,488   
                            
Ceding commission revenue          17,368     -    17,368     -  
                            
Loss and loss adjustment expense          31,516     35,228     111,897     94,529   
Policy acquisition expenses          11,924     9,042     30,608     22,970   
Salaries and benefits          4,459     5,321     14,691     13,526   
Other insurance general and administrative expense          8,412     1,909     15,321     11,028   
           56,311     51,500     172,517     142,053   
Net premiums earned less expenses included in combined 

ratio        
$ 13,444   $ 5,509   $ 28,358   $ 14,435   

                         
Key Measures:                        
Net loss ratio          60.2 %    61.8 %    61.0 %    60.4 % 
Net expense ratio          14.2 %    28.5 %    23.6 %    30.4 % 
Net combined ratio          74.3 %    90.3 %    84.5 %    90.8 % 



twelve months being greater than the twelve months preceding September30, 2006..  
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Loss and Loss Adjustment Expenses. Loss and loss adjustment expenses decreased $3.7 million or 10.5% from $35.2 million for the 

three months ended September 30, 2006 to $31.5 million for the three months ended September 30, 2007. The Company’s loss ratio for the 
segment for the three months ended September 30, 2007 decreased to 60.2% from 61.8% for the three months ended September 30, 2006. The 
overall loss ratio had remained relatively consistent over the periods.  
 

  Policy Acquisition Expense, Salaries and Benefits Expense and Other Insurance General and Administrative Expense less Ceding 
Commission. Policy acquisition expense, salaries and benefits expense and other insurance general and administrative expense less ceding 
commission decreased $8.9 million or (54.4%) from $16.3 million for the three months ended September 30, 2006 to $7.4 million for the three 
months ended September 30, 2007. The expense ratio decreased from 28.5% for the three months ended September 30, 2006 to 14.2% for the 
three months ended September 30, 2007. The decrease in expense ratio resulted primarily from ceding commissions of $17.4 million earned 
through the reinsurance agreement with Maiden Insurance during the third quarter of 2007 offset by increased salary expense.  
 

  Net Premiums Earned less Expenses Included in Combined Ratio (Underwriting Income).   Net premiums earned less expenses 
included in combined ratio increased $7.9 million or 144.0% from $5.5 million for the three months ended September 30, 2006 to $13.4 million 
for the three months ended September 30, 2006. This increase is attributable to strong growth in gross written premium combined with 
improvements in the expense ratio attributable to ceding commission from Maiden Insurance during the third quarter of 2007.  

 
Small Business Workers’ Compensation Segment Results of Operations for the Nine Months Ended September 30, 2007 and 2006  

 
  Gross PremiumWritten. Gross premium written increased $40.8 million or 20.9% from $194.7 million for the nine months ended 

September 30, 2006 to $235.5 million for the nine months ended September 30, 2007. The increase in the Small Business Workers’ 
Compensation segment related primarily to $19.1 million of additional premiums resulting from the acquisition from Muirfield Underwriters, 
Ltd. of its distribution network and $17.1 million from organic growth.  

   
  Net Premium Written . Net premium written decreased $19.8 million or (11.5%) from $172.8 million to $153.0 million for the nine 

months ended September 30, 2006 and 2007, respectively. The decrease of $19.8 million was net of $60.3 million of written premium ceded to 
Maiden Insurance during the third quarter of 2007 under the terms of a reinsurance agreement entered into during the third quarter of 2007. 
Before cessions to Maiden Insurance, net written premium increased $40.5 million for the nine months ended September 30, 2007 compared to 
the nine months ended September 30, 2006. The increase of $40.5 million resulted from an increase in gross premium written in 2007.  
 

  Net Premium Earned . Net premium earned increased $27.0 million or 17.3% from $156.5 million for the nine months ended 
September 30, 2006 to $183.5 million for the nine months ended September 30, 2007. The increase of $27.0 million was net of earned 
premium ceded to Maiden Insurance during the third quarter of 2007. Before cessions to Maiden Insurance, earned premium increased $47.2 
million for the nine months ended September 30, 2007 compared to the nine months ended September 30, 2006. This increase was a result of 
an increase in gross premium written.  
 

Loss and Loss Adjustment Expenses. Loss and loss adjustment expenses increased $17.4 million or 18.4% from $94.5 million for the 
nine months ended September 30, 2006 to $111.9 million for the nine months ended September 30, 2007. The Company’s loss ratio for the 
segment for the nine months ended September 30, 2007 increased to 61.0% from 60.4% for the nine months ended September 30, 2006. The 
overall loss ratio had remained relatively consistent over the periods.  
   

  Policy Acquisition Expense, Salaries and Benefits Expense and Other Insurance General and Administrative Expense less Ceding 
Commission. Policy acquisition expense, salaries and benefits expense and other insurance general and administrative expense less ceding 
commission decreased $4.3 million or (9.0%) from $47.5 million for the nine months ended September 30, 2006 to $43.2 million for the nine 
months ended September 30, 2007. The expense ratio decreased from 30.4% for the nine months ended September 30, 2006 to 23.6% for the 
nine months ended September 30, 2007. The decrease in expense ratio resulted primarily from ceding commission of $17.4 million earned from 
the reinsurance agreement with Maiden Insurance during the third quarter of 2007.  
 

  Net Premiums Earned less Expenses Included in Combined Ratio (Underwriting Income).   Net premiums earned less expenses 
included in combined ratio increased $13.9 or 96.5% from $14.4 million for the nine months ended September 30, 2006 to $28.4 million for the 
nine months ended September 30, 2006. This increase is attributable to strong growth in revenue combined with improvements in the expense 
ratio.  
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Specialty Risk and Extended Warranty Segment (Unaudited)   
   

   
Specialty Risk and Extended Warranty Segment Results of Operations for the Three Months Ended September 30, 2007 and   2006  
 

Gross Premium Written . Gross premium written increased $35.8 million or 88.8% from $40.4 million for the three months ended 
September 30, 2006 to $76.2 million for the three months ended September 30, 2007. The increase in premium resulted, primarily, from the 
underwriting of new coverage plans in the United States and the acquisition of IGI in the second quarter of 2007, which contributed $24.8 
million of premiums in the third quarter of 2007.  
   

Net Premium Written . Net premium written decreased $47.4 million or (168.4%) from $28.1 million to $(19.3) million for the three 
months ended September 30, 2006 and 2007, respectively. The decrease of $47.4 million was net of $84.7 million of written premium ceded to 
Maiden Insurance during the third quarter of 2007 under the terms of a reinsurance agreement entered into during the third quarter of 2007. 
Before cessions to Maiden Insurance, net written premium increased $37.2 million in the third quarter of 2007 compared to the third quarter of 
2006. The increase of $37.2 million resulted from an increase in gross premiums written in 2007.  
 

Net Premium Earned . Net premiums earned increased $1.4 million or 8.3% from $16.9 million for the three months ended September 
30, 2006 to $18.3 million for the three months ended September 30, 2007. The increase of $1.4 million was net of earned premium ceded to 
Maiden Insurance during the third quarter of 2007. Before cessions to Maiden Insurance, earned premium increased $27.4 million in the third 
quarter of 2007 compared to the third quarter of 2006. The increase was a result of an increase in gross written premium in 2007.  
 

Loss and Loss Adjustment Expenses. Loss and loss adjustment expenses decreased $0.2 million or 1.1% from $13.8 million for the 
three months ended September 30, 2006 to $13.6 million for the three months ended September 30, 2007. The loss ratio for the segment for the 
three months ended September 30, 2007 decreased to 74.5% from 81.6% for the three months ended September 30, 2006. The decrease is 
primarily the result of the Company discontinuing a 2006 program from its European book of business.  
   

Policy Acquisition Expense, Salaries and Benefits Expense and Other Insurance General and Administrative Expense less Ceding 
Commission. Policy acquisition expense, salaries and benefits expense and other insurance general and administrative expense less ceding 
commission decreased $2.6 million or (104.0%) from $2.5 million for the three months ended September 30, 2006 to $(0.1) million for the 
three months ended September 30, 2007. The expense ratio decreased from 14.8% for the three months ended September 30, 2006 to (0.5%) 
for the three months ended September 30, 2007. The decrease in expense ratio resulted primarily from ceding commissions of $8.6 million 
earned through the reinsurance agreement with Maiden Insurance during the third quarter of 2007 offset by increased salary expense.  

         Three Months Ended   September 
30,        

Nine Months Ended   September 
30,        

         2007    2006    2007    2006    
Gross premium written        $ 76,186   $ 40,362   $ 193,457   $ 85,546   
                         
Net premium written          (19,266 )    28,178     71,536     65,557   
Change in unearned premium          37,565     (11,284 )    4,791     (24,067 )  
Net premium earned          18,299     16,894     76,327     41,490   
                            
Ceding commission          8,576     -    8,576     -  
                            
Loss and loss adjustment expense          13,630     13,783     55,642     34,458   
Policy acquisition expenses          4,802     -    7,196     -  
Salaries and benefits          5,424     1,981     9,510     4,010   
Other insurance general and administrative expense          (1,749 )    516     231     2,175   
           22,107     16,280     72,579     40,643   
Net premiums earned less expenses included in combined 

ratio        
$ 4,768   $ 614   $ 12,324   $ 847   

                         
Key Measures:                        
Net loss ratio          74.5 %    81.6 %    72.9 %    83.1 % 
Net expense ratio          (0.5) %    14.8 %    11.0 %    14.9 % 
Net combined ratio          73.9 %    96.4 %    83.9 %    98.0 % 
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Net Premiums Earned less Expenses Included in Combined Ratio (Underwriting Income).   Net premiums earned less expenses 

included in combined ratio increased $4.2 million from $0.6 million for the three months ended September 30, 2006 to $4.8 million for the 
three months ended September 30, 2007. This increase is attributable to strong growth in gross premium written combined with improvements 
in the expense ratio attributable from ceded commission from Maiden Insurance during the third quarter of 2007.  
 
Specialty Risk and Extended Warranty Segment Results of Operations for the Nine Months Ended September 30, 2007 and   2006  
 

Gross Premium Written . Gross premium written increased $108.0 million or 126.1% from $85.5 million for the nine months ended 
September 30, 2006 to $193.5 million for the nine months ended September 30, 2007. The increase in premium resulted, primarily, from the 
underwriting of new coverage plans in the United States as well as the acquisition of IGI in the second quarter of 2007, which contributed 
$40.3 million of premiums.  
   

Net Premium Written . Net premium written increased $5.9 million or 9.1% from $65.6 million to $71.5 million for the nine months 
ended September 30, 2006 and 2007, respectively. The increase of $5.9 million was net of $84.7 million of written premium ceded to Maiden 
Insurance during the third quarter of 2007 under the terms of a reinsurance agreement entered into during the third quarter of 2007. Before 
cessions to Maiden Insurance, net written premium increased $90.6 million for the nine months ended September 30, 2007 compared to the 
nine months ended September 30, 2006. The increase of $90.6 million resulted from an increase in gross premiums written in 2007.  
 

Net Premium Earned . Net premium earned increased $34.8 million or 84.0% from $41.5 million for the nine months ended 
September 30, 2006 to $76.3 million for the nine months ended September 30, 2007. The increase of $34.8 million was net of earned premium 
ceded to Maiden Insurance during the third quarter of 2007. Before cessions to Maiden Insurance, earned premium increased $60.8 million for 
the nine months ended September 30, 2007 compared to September 30, 2006. This increase was a result of an increase in gross premium 
written.  
 

Loss and Loss Adjustment Expenses. Loss and loss adjustment expenses increased $21.1 million or 61.5% from $34.5 million for the 
nine months ended September 30, 2006 to $55.6 million for the nine months ended September 30, 2007. The loss ratio for the segment for the 
nine months ended September 30, 2007 decreased to 72.9% from 83.1% for the nine months ended September 30, 2006. The decrease is 
primarily the result of the Company discontinuing a 2006 program from its European book of business.  
   

    Policy Acquisition Expense, Salaries and Benefits Expense and Other Insurance General and Administrative Expense less Ceding 
Commission. Policy acquisition expense, salaries and benefits expense and other insurance general and administrative expense less Ceding 
Commission increased $2.2 million from $6.2 million for the nine months ended September 30, 2006 to $8.4 million for the nine months ended 
September 30, 2007. The expense ratio for the same periods decreased from 14.9% to 11.0%, respectively. The decrease in expense ratio 
resulted primarily from ceding commission of $8.6 million earned through the reinsurance agreement with Maiden Insurance during the third 
quarter of 2007.  

   
Net Premiums Earned less Expenses Included in Combined Ratio (Underwriting Income).   Net premiums earned less expenses 

included in combined ratio increased $11.5 million from $0.8 million for the nine months ended September 30, 2006 to $12.3 million for the 
nine months ended September 30, 2007. This increase is attributable to growth in revenue and an improvement in the loss ratio and expense 
ratio.  

 

26 



   
Specialty Middle Market Property and Casualty Segment Results of Operations (Unaudited)    
 

 
Specialty Middle Market Segment Result of Operations for the Three Months Ended September 30, 2007 and   2006  
 

Gross Premium Written . Gross premium increased $20.3 million or 69.0% from $29.4 million for the three months ended September 
30, 2006 to $49.7 million for the three months ended September 30, 2007. The increase related primarily to $13.5 million from other liability 
production and $6.2 million from commercial automobile liability.  
 

  Net Premium Written . Net premium decreased $30.7 million or 159.9% from $19.2 million for the three months ended September 
30, 2006 to $(11.5) million for the three months ended September 30, 2007. The decrease of $30.7 million was net of $45.8 million of written 
premium ceded to Maiden Insurance during the third quarter of 2007 under the terms of a reinsurance agreement entered into during the third 
quarter of 2007. Before cessions to Maiden Insurance, net written premium increased $15.0 million in the third quarter of 2007 compared to the 
third quarter of 2006. The increase of $15.0 million resulted from an increase in gross premiums written in 2007.  

 
  Net Premium Earned . Net premium earned increased $1.5 million or 15.4% from $9.6 million for the three months ended September 

30, 2006 to $11.1 million for the three months ended September 30, 2007. The increase of $1.5 million was net of earned premium ceded to 
Maiden Insurance during the third quarter of 2007. Before cessions to Maiden Insurance, earned premium increased $18.2 million in the third 
quarter of 2007 compared to the third quarter of 2006. This increase was a result of an increase in gross premium written.  
   

Loss and Loss Adjustment Expenses. Loss and loss adjustment expenses increased $0.7 million or 11.8% from $6.3 million for the 
three months ended September 30, 2006 compared to $7.1 million for the three months ended September 30, 2007. The loss ratio for the 
segment decreased for the three months ended September 30, 2007 to 63.8% from 65.9% for the three months ended September 30, 2006. The 
decrease resulted from a decrease in the Company’s actuarially projected ultimate losses based on the Company’s loss experience.  

 
Policy Acquisition Expense, Salaries and Benefits Expense and Other Insurance General and Administrative Expense less Ceding 

Commission. Policy acquisition expense, salaries and benefits expense and other insurance general and administrative expense less ceding 
commission decreased $1.0 million or (40.7%) from $2.4 million for the three months ended September 30, 2006 to $1.4 million for the three 
months ended September 30, 2007. The expense ratio decreased from 25.2% for the three months ended September 30, 2006 to 13.0% for the 
three months ended September 30, 2007. The decrease in expense ratio resulted primarily from ceding commission of $14.1 million earned 
through the reinsurance agreement with Maiden Insurance during the third quarter of 2007 offset by increased salary expense.  
   

       
Three Months Ended   

September 30,      
Nine Months Ended   

September 30,      

         2007    2006    2007    2006    
Gross premium written        $ 49,699   $ 29,406   $ 164,018   $ 92,762   
                         
Net premium written          (11,516 )    19,234     68,897     76,003   
Change in unearned premium          22,620     (9,611 )    2,172     (48,211 )  
Net premiums earned          11,104     9,623     71,069     27,792   
                            
Ceding commission          14,110     -    14,110     -  
                            
Loss and loss adjustment expense          7,086     6,338     44,246     17,020   
Policy acquisition expenses          10,893     1,593     21,845     4,137   
Salaries and benefits          3,030     712     7,644     2,211   
Other insurance general and administrative expense          1,628     124     5,318     2,385   
           22,637     8,767     79,053     25,753   
Net premiums earned less expenses included in combined 

ratio        
$ 2,577   $ 856   $ 6,126   $ 2,039   

                         
Key Measures:                        
Net loss ratio          63.8 %    65.9 %    62.3 %    61.2 % 
Net expense ratio          13.0 %    25.2 %    29.1 %    31.4 % 
Net combined ratio          76.8 %    91.1 %    91.4 %    92.7 % 
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Net Premiums Earned less Expenses Included in Combined Ratio (Underwriting Income).   Net premiums earned less expenses 

included in combined ratio were $2.6 million and $0.9 million for the three months ended September 30, 2007 and 2006, respectively. This 
increase is attributable to growth in gross premium written and improvements in the expense ratio.  

 
Specialty Middle Market Segment Result of Operations for the Nine Months Ended September 30, 2007 and   2006  
 

Gross Premium Written . Gross premium increased $71.3 million or 76.8% from $92.8 million for the nine months ended September 
30, 2006 to $164.0 million for the nine months ended September 30, 2007. The increase resulted primarily from commercial automobile and 
other liability. In addition, the increase includes $8.4 million in gross premiums written which is fully reinsured by HSBC Insurance Company 
of Delaware pursuant to an agreement entered into in connection with the Company’s acquisition of Wesco Insurance Company in September 
2006.  
 

  Net Premium Written . Net premium decreased $7.1 million or (9.3%) from $76.0 million to $68.9 million for the nine months ended 
September 30, 2006 and September 30, 2007, respectively. The decrease of $7.1 million was net of $45.8 million of written premium ceded to 
Maiden Insurance during the third quarter of 2007 under the terms of a reinsurance agreement entered into during the third quarter of 2007. 
Before cessions to Maiden Insurance, net written premium increased $38.7 million in the third quarter of 2007 compared to the third quarter of 
2006. The increase of $38.7 million resulted from an increase in gross premiums written in 2007.  

 
  Net Premium Earned . Net premium earned increased $43.3 million or 155.7% from $27.8 million for the nine months ended 

September 30, 2006 to $71.1 million for the nine months ended September 30, 2007. The increase of $43.2 million was net of earned premium 
ceded to Maiden Insurance during the third quarter of 2007. Before cessions to Maiden Insurance, earned premium increased $61.3 million for 
the nine months ended September 30, 2007 compared to the nine months ended September 30, 2006. This increase was a result of an increase 
in gross premium written.  
   

Loss and Loss Adjustment Expenses. Loss and loss adjustment expenses increased $27.2 million or 160.0% from $17.0 million for the 
nine months ended September 30, 2006 compared to $44.2 million for the nine months ended September 30, 2007. The loss ratio for the 
segment increased for the nine months ended September 30, 2007 to 62.3% from 61.2% for the nine months ended September 30, 2006. The 
increase resulted from an increase in the Company’s actuarially projected ultimate losses based on the Company’s loss experience.  

 
Policy Acquisition Expense, Salaries and Benefits Expense and Other Insurance General and Administrative Expense less Ceding 

Commission. Policy acquisition expense, salaries and benefits expense and other insurance general and administrative expense less ceding 
commission increased $12.0 million or 137.0% from $8.7 million for the nine months ended September 30, 2006 to $20.7 million for the nine 
months ended September 30, 2007. The expense ratio decreased from 31.4% for the nine months ended September 30, 2006 to 29.1% for the 
nine months ended September 30, 2007. The decrease in expense ratio resulted primarily from ceding commission of $14.1 million earned 
through the reinsurance agreement with Maiden Insurance during the third quarter of 2007 offset by increased salary expense.  
 

Net Premiums Earned less Expenses Included in Combined Ratio (Underwriting Income).   Net premiums earned less expenses 
included in combined ratio increased $4.1 million or 200.4% from $2.0 million to $6.1 million for the nine months ended September 30, 2006 
and 2007, respectively. This increase is attributable to growth in gross premium written and improvements in the expense ratio offset by 
increases to the loss ratio.  
 
Liquidity   and Capital Resources  
 

Our principal sources of operating funds are premiums, investment income and proceeds from sales and maturities of investments. Our 
primary uses of operating funds include payments of claims and operating expenses. Currently, we pay claims using cash flow from operations 
and invest our excess cash primarily in fixed maturity and equity securities. We forecast claim payments based on our historical trends. We 
seek to manage the funding of claim payments by actively managing available cash and forecasting cash flows on short-term and long-term 
bases. Cash payments for claims were $126.8 million and $81.1 million in the nine months ended September 30, 2007 and 2006, respectively. 
We expect cash flow from operations should be sufficient to meet our anticipated claim obligations. We further expect that projected cash flow 
from operations and the issuance of junior subordinated debentures in the amount of $40 million should provide us sufficient liquidity to fund 
our current operations and anticipated growth for at least the next twelve months.  
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However, if our growth attributable to acquisitions, internally generated growth or a combination of these exceeds our projections, we 

may have to raise additional capital sooner to support our growth. The following table is summary of our statement of cash flows:  
   

   
The increase in the cash provided by operating activities from 2006 to 2007 reflects the growth in premium and associated increase in 

cash receipts during the period.  
 

Cash used in investing activities during the period represents, primarily, the net purchases (purchases less sales) of investments. For 
the nine months ended September 30, 2007, the Company’s net purchases of fixed income securities totaled approximately $115.4 million, net 
purchases of other investments totaled approximately $8.3 million offset by net sales of equity securities totaled approximately $4.8 million. 
During 2007, the Company had acquisition costs of approximately $37.4 million and additionally the Company provided approximately $18.0 
million related to a secured note (see Note 11. Other Investments) in connection with the Warrantech transaction.  For the nine months ended 
September 30, 2006, the Company’s net purchases of fixed income securities totaled approximately $311.4 million, net purchases of equity 
securities totaled approximately $38.8 million and acquisition costs were approximately $10 million.  
   

 Cash provided by financing activities for the nine months ended September 30, 2007 consisted primarily of cash proceeds of $93 
million from entering into repurchase agreements, $40 million generated by the issuance of additional junior subordinated debt in connection 
with the issuance of trust preferred securities offset by dividend payments of approximately $3.9 million. Cash provided by financing activities 
for the nine months ended September 30, 2006 consisted of approximately $166 million generated by the net proceeds of the issuance of 25.6 
million shares of common stock in a private placement, $30 million generated by the issuance of additional junior subordinated debt in 
connection with the issuance of trust preferred securities off-set by the repayment of short term borrowings of approximately $25 million.  
 
Other Material Changes in Financial Position  
 

   
Investments increased $260,364, premium receivables increased $116,564, loss and loss expense reserves increased $446,228 and 

unearned premium increased $173,784. A majority of these increases were through the acquisition of AIIS and IGI in 2007. Reinsurance 
recoverable increased $210,296 and reinsurance payable on paid losses increased $143,157 primarily from entering into a reinsurance contract 
with Maiden Insurance in the third quarter of 2007.  
 
Junior Subordinated Debt  
 

On March 22, 2007, the Company issued $40 million in principal amount of junior subordinated debentures (the “Debentures”) in 
connection with the issuance of trust preferred securities by a trust pursuant to an indenture with Wilmington Trust Company, as trustee. The 
Debentures mature on March 15, 2037 and bear interest at a rate per annum of 7.93% until March 15, 2012 and, thereafter, at a floating rate per 
annum equal to the sum of the three-month London Interbank Offered Rate for U.S. dollars (LIBOR) determined each quarter plus three 

         Nine Months Ended   September 
30,        

         2007        2006        
Cash and cash equivalents provided by (used in):                
Operating activities        $ 188,077   $ 126,524   
Investing activities          (184,782 )    (362,375 ) 
Financing activities          127,521     171,069   
Change in cash and cash equivalents        $ 130,816   $ (64,782 ) 

  
  

    
September 30,    

2007     
  December 31,   

2006      
Selected Assets:                
Total Investments    $ 1,024,641   $ 764,277   
Premiums receivable, net      264,343     147,779   
Reinsurance recoverable      254,423     44,127   
Selected Liabilities:                
Loss and loss expense reserves      742,033     295,805   
Unearned premium      496,939     323,155   
Reinsurance payable on paid losses      166,185     23,028   



percent. The New Debentures are redeemable at the Company’s election after March 15, 2012. The Company incurred placement fees 
in the amount of $0.8 million in connection with the financing which will be amortized over 30 years.  
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Line of Credit  
 

The Company entered into an agreement for an unsecured line of credit on June 30, 2007 with JP Morgan Chase Bank, N.A. in the 
aggregate amount of $50 million. The line will be used for general corporate purposes as required, as well as collateral for letters of credit. The 
agreement matures on June 30, 2008.   Interest payments are required to be paid monthly on any unpaid principal and bears interest at LIBOR 
plus 150 basis points.  As of September 30, 2007 there was no outstanding balance on the line of credit. The Company has an outstanding letter 
of credit in place at September 30, 2007 for $16.0 million that reduced the availability on the line of credit to $34.0 million as of September 30, 
2007.  
 
Reinsurance  
 

We purchase excess of loss workers’ compensation reinsurance to protect us from the impact of large losses. Under this reinsurance 
program, we pay our reinsurers a percentage of our net or gross earned insurance premiums, subject to certain minimum reinsurance premium 
requirements. Our reinsurance program for 2007 includes multiple reinsurers in five layers of reinsurance that provide us with coverage in 
excess of a certain specified amount per loss occurrence, or retention level. Our reinsurance program for 2007 provides coverage for claims in 
excess of $1.0 million per occurrence with coverage up to $130.0 million per occurrence, subject to certain exclusions and restrictions, 
including a $1.25 million aggregate deductible applicable to the first layer of this reinsurance coverage. Our reinsurance for workers’ 
compensation losses caused by acts of terrorism is more limited than our reinsurance for other types of workers’ compensation losses. We have 
obtained reinsurance for this line of business with higher limits as our exposures have increased. As the scale of our workers’ compensation 
business has increased, we have also increased the amount of risk we retain.  
 

Since January 2003, we have maintained quota share reinsurance for our extended warranty and accidental damage insurance 
underwritten in the European Union and certain coverage plans underwritten in the United States. This reinsurance also covers certain other 
risks we underwrite in the European Union. Under these quota share reinsurance arrangements, we cede a portion (15% for the majority of the 
programs incepting in 2007) of each reinsured risk to our reinsurers and recover the same percentage of ceded loss and loss adjustment 
expenses, subject to certain exclusions and restrictions. In return for this reinsurance protection, we pay the reinsurers their pro rata shares of 
the insurance premiums on the ceded business, less a ceding or overriding commission. For the most part, coverage for losses arising out of 
acts of terrorism is excluded from this reinsurance. The majority of our extended warranty and accidental damage insurance underwritten in the 
United States is not reinsured with third party reinsurers. However, a portion of these risks as well as much of the risk that we retain under our 
various third party reinsurance arrangements are ceded under reinsurance arrangements with AII.  
   

During the third quarter of 2007, the Company and Maiden entered into master agreement, as amended, by which they caused the 
Company’s Bermuda affiliate, AmTrust International Insurance, Ltd. (“AII”) and Maiden Insurance to enter into a quota share reinsurance 
agreement (the “Reinsurance Agreement”) by which (a) AII retrocedes to Maiden Insurance an amount equal to 40% of the premium written by 
AmTrust’s U.S., Irish and U.K. insurance companies (the “AmTrust Ceding Insurers”), net of the cost of unaffiliated inuring reinsurance (and 
in the case of AmTrust’s U.K. insurance subsidiary, IGI Insurance Company Limited (“IGI”), net of commissions) and 40% of losses and (b) 
AII transfered to Maiden Insurance 40% of the AmTrust Ceding Insurer’s unearned premium reserves, effective as of July 1, 2007, with respect 
to current lines of business, excluding risks for which the AmTrust Ceding Insurers’ net retention exceeds $5 million (“Covered Business”). 
AmTrust also has agreed to cause AII, subject to regulatory requirements, to reinsure any insurance company which writes Covered Business 
in which AmTrust acquires a majority interest to the extent required to enable AII to cede to Maiden Insurance 40% of the premiums and losses 
related to such Covered Business. The Agreement further provides that the AII receives a ceding commission of 31% of ceded written 
premiums, which after the first year would be subject to adjustment (up to a maximum of 32% and a minimum of 30%) based on the loss ratio 
of the ceded business. The Reinsurance Agreement has an initial term of three years and will automatically renew for successive three year 
terms thereafter, unless either AII or Maiden Insurance notifies the other of its election not to renew not less than nine months prior to the end 
of any such three year term. In addition, either party is entitled to terminate on thirty day’s notice or less upon the occurrence of certain early 
termination events, which include a default in payment, insolvency, change in control of AII or Maiden Insurance, run-off, or a reduction of 
50% or more of the shareholders’ equity of Maiden Insurance or the combined shareholders’ equity of AII and the AmTrust Ceding Insurers. 
The Company recorded approximately $40.1 million of ceding commission during the third quarter of 2007 as a result of this transaction.  
 

The Reinsurance Agreement requires that Maiden Insurance provide to AII sufficient collateral to secure its proportional share of 
AII’s obligations to the U.S. AmTrust Ceding Insurers. AII is required to return to Maiden Insurance any assets of Maiden Insurance in excess 
of the amount required to secure its proportional share of AII’s collateral requirements, subject to certain deductions.  
 

AmTrust, through subsidiaries, has entered into a reinsurance brokerage agreement and an asset management agreement with Maiden 
Insurance, under which the Company receives a brokerage commission of 1.25% of reinsured premium and an annual asset management fee of 
0.35% of assets under management, respectively. The Company recorded $2,400 of brokerage commission during the third quarter of 2007.  
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Investment Portfolio  
 

As of September 30, 2007 and December 31, 2006, our investment portfolio, including cash and cash equivalents, had a net carrying 
value of $1,061.1 million and $771.9 million, respectively (excluding $24.2 million and $13.9 million of other investments, respectively), an 
increase of 37.5% from December 31, 2006. A majority of our fixed maturities are classified as available for sale (55%) at September 30, 2007, 
as defined by SFAS No. 115, “Accounting for Certain Investments in Debt and Equity Securities.” As such, the reported value of those 
securities is equal to their fair value. Additionally, our fixed maturities classified as held to maturity (45%) is not impacted by changing interest 
rates. Our fixed maturity securities, gross, as of this date had a fair value of $806.9 million and an amortized cost of $817.4 million. Our equity 
securities are classified as available-for-sale, as defined by SFAS 115. These securities are reported at fair value. The equity securities, gross, 
carried at fair value were $94.0 million with a cost of $106.0 million as of September 30, 2007. Securities sold but not yet purchased, represent 
obligations of the Company to deliver the specified security at the contracted price and thereby, create a liability to purchase the security in the 
market at prevailing rates. Sales of securities under repurchase agreements are accounted for as collateralized borrowing transactions and are 
recorded at their contracted amounts. Our investment portfolio is summarized in the table below by type of investment :  

   

 
As of September 30, 2007, the weighted average duration of our fixed income securities was 5.2 years.  

 
We review our investment portfolio for impairment on a quarterly basis. Impairment of investment securities results in a charge to 

operations when a market decline below cost is deemed to be other-than-temporary. The Company considers investments subject to impairment 
testing when an asset is in an unrealized loss position in excess of 30%. As of September 30, 2007, we reviewed our fixed-maturity and equity 
securities portfolios to evaluate the necessity of testing for other-than temporary declines in fair value.  We determined that two equity security 
investments were Other-Than-Temporarily impaired and accordingly wrote them down resulting in a $3.4 million realized loss during the three 
months ended September 30, 2007.  

   
Additionally, the Company had $18.0 million of gross unrealized losses related to marketable equity securities.  The Company's 

investments in marketable equity securites consist of investments in common stock across a wide range of sectors.  The Company evaluated the 
near-term prospects for recovery of fair value in relation to the severity and duration of the impairment and has determined in each case that the 
probability of recovery is reasonable.  Within the Company's portfolio of common stocks, five equity securities comprised $12.8 million, or 
71%, of the losses.  Three securities in the media sector represent approximately 8 percent of the total fair value and 40 percent of the 
Company's total unrealized losses.  The Company also owns two common stocks in the automotive and construction sector which have fair 
value of approximately 3 percent and 1 percent, respectively, and approximately 17 percent and 14 percent, respectively, of the Company's 
total unrealized losses.  The duration of these impairments ranges from four to twenty months.  Additionally, the Company holds 28 securities 
in a loss position of approximately $5.2 million which are not considered individually significant.  The duration of impairment on these 
marketable securities is primarily less that 12 months. Based on the Company's ability and intent to hold these investments for a sufficient time 
for recovery of fair value, the Company does not consider these investments to be other-than-temporarily impaired at September 30, 2007.  

   

         September 30, 2007         December 31, 2006         

          Carrying    
Value         

Percentage of  
Portfolio         

Carrying    
Value         

Percentage of  
Portfolio        

                         
Cash and cash equivalents        $ 190,732     16.1 %  $  59,916     7.4 % 
Time and short-term deposits          98,041     8.2     196,140     24.2   
U.S. treasury securities          18,919     1.6     22,799     2.8   
U.S. government agencies          322,953     27.1     288,325     35.6   
Municipal bonds      10,602     0.9               
Mortgage and asset backed securities          133,732     11.2     55,427     6.8   
Corporate bonds          322,195     27.0     93,168     11.5   
Common stock          93,352     7.8     94,042     11.6   
Preferred stocks          667     0.1     439     0.1   
Investment portfolio, gross            $ 1,191,193     100.0 %  $  810,256     100.0 % 
Securities sold but not yet purchased          (37,570 )        (38,323 )      
Securities sold under agreements to repurchase          (92,571 )        -      
Investment portfolio, net        $ 1,061,052       $  771,933       
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Item 3. Quantitative and Qualitative Disclosures About Market Risk  

 
Market Risk. is the risk of potential economic loss principally arising from adverse changes in the fair value of financial instruments. 

The major components of market risk affecting us are credit risk, interest rate risk, foreign currency risk and equity price risk.  
 

Credit Risk. Credit risk is the potential loss arising principally from adverse changes in the financial condition of the issuers of our 
fixed maturity securities and the financial condition of our third party reinsurers. We address the credit risk related to the issuers of our fixed 
maturity securities by investing primarily in fixed maturity securities that are rated “BBB-” or higher by Standard & Poor’s. We also 
independently monitor the financial condition of all issuers of our fixed maturity securities. To limit our risk exposure, we employ 
diversification policies that limit the credit exposure to any single issuer or business sector. The Company believes it has a conservative 
investment policy and that virtually all of its mortgage-backed securities are government or agency guaranteed.  

   
We are subject to credit risk with respect to our third party reinsurers. Although our third party reinsurers are obligated to reimburse us 

to the extent we cede risk to them, we are ultimately liable to our policyholders on all risks we have ceded. As a result, reinsurance contracts do 
not limit our ultimate obligations to pay claims covered under the insurance policies we issue and we might not collect amounts recoverable 
from our reinsurers. We address this credit risk by selecting reinsurers which have an A.M. Best rating of “A-” (Excellent) or better at the time 
we enter into the agreement and by performing, along with our reinsurance broker, periodic credit reviews of our reinsurers. If one of our 
reinsurers suffers a credit downgrade, we may consider various options to lessen the risk of asset impairment, including commutation, novation 
and letters of credit. See “Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operation—Reinsurance.”  

   
Interest Rate Risk. We had fixed maturity securities (excluding $98.0 million of time and short-term deposits) with a fair value of 

$806.9 million and a carrying value of $808.4 million as of September 30, 2007 that are subject to interest rate risk. Interest rate risk is the risk 
that we may incur losses due to adverse changes in interest rates. Fluctuations in interest rates have a direct impact on the market valuation of 
our fixed maturity securities. We manage our exposure to interest rate risk through a disciplined asset and liability matching and capital 
management process. In the management of this risk, the characteristics of duration, credit and variability of cash flows are critical elements. 
These risks are assessed regularly and balanced within the context of our liability and capital position.  

 
During the second quarter of 2007, the Company has entered into reverse repurchase agreements. The agreements are accounted for as 

collateralized borrowing transactions and are recorded at contract amounts. As of September 30, 2007, there were $92.6 principal amount 
outstanding at interest rates between 5.21% and 5.29%. Interest expense associated with these reserves repurchase agreements through 
September 30, 2007 was $1.5 million of which $0.9 million was accrued as of September 30, 2007. The Company has $95.6 million of 
collateral pledged in support of these agreements.  

 
The table below summarizes the interest rate risk associated with our fixed maturity securities including securities sold but not yet 

purchased and reverse repurchase agreements by illustrating the sensitivity of the fair value and carrying value of our fixed maturity securities 
as of September 30, 2007 to selected hypothetical changes in interest rates, and the associated impact on our stockholders’ equity. Because we 
anticipate that the Company will continue to meet its obligations out of income, we classify our fixed maturity securities, other than redeemable 
preferred stock, mortgage backed and corporate obligations, as held-to-maturity and carry them on our balance sheet at cost or amortized cost, 
as applicable. Any redeemable preferred stock we hold from time to time is classified as available-for-sale and carried on our balance sheet at 
fair value. Temporary changes in the fair value of our fixed maturity securities that are held-to-maturity, such as those resulting from interest 
rate fluctuations, do not impact the carrying value of these securities and, therefore, do not affect our shareholders’ equity. However, temporary 
changes in the fair value of our fixed maturity securities that are held as available-for-sale do impact the carrying value of these securities and 
are reported in our shareholders’ equity as a component of other comprehensive income, net of deferred taxes. The selected scenarios in the 
table below are not predictions of future events, but rather are intended to illustrate the effect such events may have on the fair value and 
carrying value of our fixed maturity securities and on our shareholders’ equity, each as of September 30, 2007.     
 

Hypothetical Change in Interest Rates  

  

Fair Value        

Estimated    
Change in    

Fair Value        
Carrying    
Value        

Estimated    
Change in    
Carrying    
Value        

Hypothetical   
Percentage    
(Increase)    

Decrease in    
Shareholders’ 

   
Equity        

     ($ in thousands)    
200 basis point increase    $ 739,873   $ (67,053 ) $  —  $ (38,781 )   (10.1 )% 
100 basis point increase      770,831     (36,045 )   —    (20,273 )   (5.2 )  
No change      806,926     —    808,402     —    —  



   

100 basis point decrease      830,315     23,389     —    18,550     4.8   
200 basis point decrease      759,608     47,318     —    38,180     10.0   
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Foreign Currency Risk. We write insurance in the United Kingdom and certain other European Union member countries through AIU 

and IGI. While the functional currency of AIU is the Euro and IGI is the British Pound, we write coverages that are settled in local currencies, 
primarily the British Pound. We attempt to maintain sufficient local currency assets on deposit to minimize our exposure to realized currency 
losses. Assuming a 5% increase in the exchange rate of the local currency in which the claims will be paid and that we do not hold that local 
currency, we would recognize a $2.5 million after tax realized currency loss based on our outstanding foreign denominated reserves of $76.2 
million at September 30, 2007.  

 
Equity Price Risk. Equity price risk is the risk that we may incur losses due to adverse changes in the market prices of the equity 

securities we hold in our investment portfolio, which include common stocks, non-redeemable preferred stocks and master limited partnerships. 
We classify our portfolio of equity securities as available-for-sale and carry these securities on our balance sheet at fair value. Accordingly, 
adverse changes in the market prices of our equity securities result in a decrease in the value of our total assets and a decrease in our 
shareholders’ equity. As of September 30, 2007, the equity securities in our investment portfolio had a fair value of $94.0 million, representing 
approximately eight percent of our total invested assets on that date. We are fundamental long buyers and short sellers, with a focus on value 
oriented stocks. The table below illustrates the impact on our equity portfolio and financial position given a hypothetical movement in the 
broader equity markets. The selected scenarios in the table below are not predictions of future events, but rather are intended to illustrate the 
effect such events may have on the carrying value of our equity portfolio and on shareholders’ equity as of September 30, 2007. The 
hypothetical scenarios below assume that the Company’s Beta is 1 when compared to the S&P 500 index.  

   

   
Off Balance Sheet Risk - The Company has off-balance sheet exposure or risk related to securities sold but not yet purchased.  
 

Risks Associated with Forward-Looking Statements Included in this Form 10-Q  
 
This Form 10-Q contains certain forward-looking statements within the meaning of Section 27A of the Securities Act of 1933 and 

Section 21E of the Securities Exchange Act of 1934, which are intended to be covered by the safe harbors created thereby. These statements 
include the plans and objectives of management for future operations, including plans and objectives relating to future growth of the 
Company’s business activities and availability of funds. The forward-looking statements included herein are based on current expectations that 
involve numerous risks and uncertainties. Assumptions relating to the foregoing involve judgments with respect to, among other things, future 
economic, competitive and market conditions, regulatory framework, weather-related events and future business decisions, all of which are 
difficult or impossible to predict accurately and many of which are beyond the control of the Company. Although the Company believes that 
the assumptions underlying the forward-looking statements are reasonable, any of the assumptions could be inaccurate and, therefore, there can 
be no assurance that the forward-looking statements included in this Form 10-Q will prove to be accurate. In light of the significant 
uncertainties inherent in the forward-looking statements included herein, the inclusion of such information should not be regarded as a 
representation by the Company or any other person that the objectives and plans of the Company will be achieved.  
   
Item 4T. Controls and Procedures  

 
The principal executive officer and principal financial officer of the Company have evaluated the Company’s disclosure controls and 

procedures and have concluded that, as of the end of the period covered by this report, such disclosure controls and procedures were effective 
in ensuring that information required to be disclosed by the Company in the reports that it files or submits under the Securities Exchange Act of 
1934 is timely recorded, processed, summarized and reported. The principal executive officer and principal financial officer also concluded that 
such disclosure controls and procedures were effective in ensuring that information required to be disclosed by the Company in the reports that 
it files or submits under such Act is accumulated and communicated to the Company’s management, including its principal executive officer 
and principal financial officer, as appropriate, to allow timely decisions regarding required disclosure. During the most recent fiscal quarter, 
there have been no changes in the Company’s internal controls over financial reporting that have materially affected, or are reasonably likely to 
materially affect, the Company’s internal control over financial reporting.  

Hypothetical Change in S&P 500 Index  

  

        
Fair Value        

Estimated  
Change in  
Fair Value    

Carrying  
Value    

Estimated  
Change in  
Carrying  

Value    

Hypothetical  
Percentage  
Increase 

(Decrease) in  
Shareholders  

Equity        

             ($ in thousands)        
5% increase    $ 98,720   $ 4,701       $ 4,701     1.2 % 
No change      94,019       $ 94,019           
5% decrease      89,318     (4,701 )       (4,701 )   -1.2 % 
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PART II - OTHER INFORMATION  

 
Item 1A. Risk Factors  
 

The following paragraphs supplement the risk factors set forth in our annual report on Form 10-K for the year ended December 31, 
2006.  
 
Our relationship with Maiden Holdings, Ltd. and its subsidiaries may present, and make us vulnerable to, potential conflicts of 
interest, related party transactions, business opportunity issues and legal challenges.  
 
                Maiden Holdings, Ltd, (“Maiden”) is a Bermuda insurance holding company formed by Michael Karfunkel, George Karfunkel and 
Barry D. Zyskind, our principal shareholders, and, respectively, the Chairman of our Board of Directors, a Director and our Chief Executive 
Officer. Messrs. Karfunkel, Karfunkel and Zyskind own 57% of our outstanding shares of common stock and each owns 6.5% of Maiden’s 
outstanding shares of common stock. Mr. Zyskind serves as non-executive Chairman of the Board of Maiden. Max G. Caviet, an executive 
officer of AmTrust, serves as President and Chief Executive Officer of Maiden and will continue to serve as an executive officer of both 
companies during a transitional period which will not extend beyond December 31, 2007. Following the transitional period, Mr. Caviet is 
expected to resign his positions at AmTrust. Conflicts of interest could arise with respect to business opportunities that could be advantageous 
to Maiden or its subsidiaries, on the one hand, and us or our subsidiaries, on the other hand. In addition, potential conflicts of interest may arise 
should the interests of AmTrust and Maiden diverge. A majority of Maiden's directors are not affiliated with AmTrust.  
 
                Mr. Zyskind's service as our President and Chief Executive Officer and non-executive Chairman of the Board of Maiden, and 
Mr. Caviet's service for a transitional period as an executive officer of AmTrust and as Maiden’s President and Chief Executive Officer, could 
also raise a potential challenge under anti-trust laws.  Section 8 of the Clayton Antitrust Act, or the Clayton Act, prohibits a person from 
serving as a director or officer in any two competing corporations under certain circumstances. If AmTrust and Maiden are in the future 
deemed to be competitors within the meaning of the Clayton Act, certain thresholds relating to direct competition between AmTrust and 
Maiden are met, and the Department of Justice and Federal Trade Commission challenge the arrangement, Messrs. Zyskind and Caviet may be 
required to resign their positions with one of the companies, among other things.  
   
We are dependent on Maiden for commission and fee income.  
 

         We are dependent on Maiden for commission and fee income through the quota share reinsurance agreement by which Maiden’s 
subsidiary, Maiden Insurance Company, Ltd. (“Maiden Insurance”), reinsures AmTrust’s insurance subsidiaries; the asset management 
agreement between Maiden and Maiden Insurance and our subsidiary, AII Insurance Management Ltd., by which we manage Maiden’s and 
Maiden Insurance’s invested assets; and the reinsurance brokerage agreement, by which our subsidiary, AII Reinsurance Broker Limited 
provides Maiden Insurance certain reinsurance brokerage services. Effective July 1, 2007, Maiden Insurance assumes, through the quota 
reinsurance, approximately 40% of our net business premiums.  The term of our quota share reinsurance agreement with Maiden Insurance is 
for a period of three years, subject to certain early termination rights. We receive a ceding commission of 31% of ceded written premiums, 
which after the first year would be subject to adjustment (up to a maximum of 32% and a minimum of 30%) based on the loss ratio of the 
ceded business. Pursuant to the asset management agreement, we receive a quarterly fee equal to 0.0875% of the average value of Maiden’s 
and Maiden Insurance’s invested assets. The asset management agreement has a one year term and will renew automatically for successive one 
year terms unless notice of intent not to renew is provided. Pursuant to the reinsurance brokerage agreement, we receive a brokerage 
commission equal to 1.25% of the premium ceded to Maiden Insurance under the quota share reinsurance agreement.  

 
There is no assurance that these arrangements will remain in place beyond their current terms and we may not be able to readily 

replace these arrangements if they terminate. If we were unable to continue or replace our current reinsurance arrangements on equally 
favorable terms, our underwriting capacity and commission and fee income could decline, we could experience a downgrade in our A.M. Best 
rating, and our results of operations may be adversely affected.  
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Item 6.   Exhibits  
   

   

Exhibit  
Number    Description  

            
31.1  

  
Certification of the Chief Executive Officer, pursuant to Rule 13a-14(a) or 15d-14(a), for the quarter ended September 30, 
2007.  

            
31.2  

  
Certification of the Chief Financial Officer, pursuant to Rule 13a-14(a) or 15d-14(a), for the quarter ended September 30, 
2007.  

            
32.1    Certification of the Chief Executive Officer, pursuant to 18 U.S.C. Section 1350, for the quarter ended September 30, 2007.  

            
32.2    Certification of the Chief Financial Officer, pursuant to 18 U.S.C. Section 1350, for the quarter ended September 30, 2007.  
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SIGNATURES  

 
Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its 

behalf by the undersigned hereunto duly authorized.  
   

   

 

   AmTrust Financial Services, Inc.    
(Registrant)  

                  
     /s/ Barry D. Zyskind  

     Barry D. Zyskind    
President and Chief Executive Officer  

             
Date:   November 14, 2007    /s/ Ronald E. Pipoly, Jr.  

     Ronald E. Pipoly, Jr.    
Chief Financial Officer  
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  EXHIBIT 31.1 

  
CERTIFICATION  

 
I, Barry Zyskind, certify that:  
   
1. I have reviewed this quarterly report on Form 10-Q of AmTrust Financial Services, Inc.;  
   
2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to 
make the statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period 
covered by this report;  
   
3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material 
respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;  
   
4. The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as defined 
in Exchange Act Rules 13a-15(e) and 15d-15(e)) for the registrant and have:  
   

(a) designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our 
supervision, to ensure that material information relating to the registrant, including any consolidated subsidiaries, is made known to us by 
others within those entities, particularly during the period in which this report is being prepared;  
   

(b) evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about 
the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and  
   

(c) disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s 
most recent fiscal quarter that has materially affected, or is reasonably likely to materially affect, the registrant’s internal control over financial 
reporting;  

   
5. The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial reporting, 
to the registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the equivalent functions):  
   

(a) all significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are 
reasonably likely to adversely affect the registrant’s ability to record, process, summarize and report financial information; and  
   

(b) any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s 
internal control over financial reporting.  

   

   

 

Dated: November 14, 2007  By:    /s/ Barry Zyskind  
     Barry Zyskind  

     
President and Chief Executive Officer  
(Principal Executive Officer)  



 
EXHIBIT 31.2 

  
CERTIFICATION  

 
I, Ronald Pipoly certify that:  
   
1. I have reviewed this quarterly report on Form 10-Q of AmTrust Financial Services, Inc.;  
   
2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to 
make the statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period 
covered by this report;  
   
3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material 
respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;  
   
4. The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as defined 
in Exchange Act Rules 13a-15(e) and 15d-15(e)) for the registrant and have:  
   

(a) designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our 
supervision, to ensure that material information relating to the registrant, including any consolidated subsidiaries, is made known to us by 
others within those entities, particularly during the period in which this report is being prepared;  
   

(b) evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about 
the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and  
   

(c) disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s 
most recent fiscal quarter that has materially affected, or is reasonably likely to materially affect, the registrant’s internal control over financial 
reporting;  

    
5. The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial reporting, 
to the registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the equivalent functions):  
   

(a) all significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are 
reasonably likely to adversely affect the registrant’s ability to record, process, summarize and report financial information; and  
   

(b) any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s 
internal control over financial reporting.  

   

  

  
 

Dated: November 14, 2007  By:    /s/ Ronald Pipoly  
     Ronald Pipoly  

     
Chief Financial Officer  
(Principal Financial and Accounting Officer)  



   
  EXHIBIT 32.1 

   
CERTIFICATION PURSUANT TO  

18 U.S.C. SECTION 1350,  
AS ADOPTED PURSUANT TO  

SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002  
   
In connection with the Quarterly Report of AmTrust Financial Services, Inc. (the “Company”) on Form 10-Q for the period ending September 
30, 2007 as filed with the Securities and Exchange Commission on the date hereof (the “Report”), I, Barry Zyskind, President and Chief 
Executive Officer (Principal Executive Officer) of the Company, certify, pursuant to 18 U.S.C. Section 1350, as adopted pursuant to 
Section 906 of the Sarbanes-Oxley Act of 2002, that:  
   

   

   

   
November 14, 2007  
   

   
 

  (a) the Report fully complies with the requirements of section 13(a) and 15(d) of the Securities Exchange Act of 1934; and  

  (b) the information contained in the Report fairly presents, in all material respects, the financial condition and results of operations 
of the Company.  

 By:    /s/  Barry Zyskind  
     Barry Zyskind  

   
President and Chief Executive Officer  
(Principal Executive Officer)  



   
EXHIBIT 32.2 

   
CERTIFICATION PURSUANT TO  

18 U.S.C. SECTION 1350,  
AS ADOPTED PURSUANT TO  

SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002  
   
In connection with the Quarterly Report of AmTrust Financial Services, Inc. (the “Company”) on Form 10-Q for the period ending September 
30, 2007 as filed with the Securities and Exchange Commission on the date hereof (the “Report”), I, Ronald Pipoly, Chief Financial Officer 
(Principal Financial and Accounting Officer) of the Company, certify, pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 
of the Sarbanes-Oxley Act of 2002, that:  
   

   

   

   
November 14, 2007  
   

  (a) the Report fully complies with the requirements of section 13(a) and 15(d) of the Securities Exchange Act of 1934; and  

  (b) the information contained in the Report fairly presents, in all material respects, the financial condition and results of operations 
of the Company.  

 By:    /s/  Ronald Pipoly  
     Ronald Pipoly  

   
Chief Financial Officer  
(Principal Financial and Accounting Officer)  


