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OF 1934
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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      x No
     ¨

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if
any, every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T during
the preceding 12 months (or for such shorter period that the registrant was required to submit and post such files). 
Yes       x No      ¨

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer or
a smaller reporting company.  See the definitions of “large accelerated filer,” “accelerated filer” and “smaller reporting
company" in Rule 12b-2 of the Exchange Act:
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Large accelerated filer     x  Accelerated filer       ¨

Non-accelerated filer         ¨ Smaller reporting company      ¨
(Do not check if a smaller reporting company)

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Securities Exchange
Act).
Yes      ¨ No      x

As of November 1, 2013, the Registrant had one class of Common Stock ($.01 par value), of which 74,649,716 shares
were issued and outstanding. 
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PART 1 - FINANCIAL INFORMATION
Item 1. Financial Statements
AMTRUST FINANCIAL SERVICES, INC. AND SUBSIDIARIES
Condensed Consolidated Balance Sheet (In Thousands, Except Par Value)

September 30,
2013

December 31,
2012

ASSETS (Unaudited) (Audited)
Investments:
Fixed maturities, available-for-sale, at market value (amortized cost $3,041,141;
$1,947,644) $3,053,959 $2,065,226

Equity securities, available-for-sale, at market value (cost $29,498; $20,943) 29,704 20,465
Short-term investments 22,471 10,282
Equity investment in unconsolidated subsidiaries – related party 88,847 96,153
Other investments 24,511 11,144
Total investments 3,219,492 2,203,270
Cash and cash equivalents 485,801 414,370
Restricted cash and cash equivalents 112,137 78,762
Accrued interest and dividends 24,399 18,536
Premiums receivable, net 1,431,301 1,251,262
Reinsurance recoverable (related party $1,008,073; $789,519) 1,857,634 1,318,395
Prepaid reinsurance premium (related party $664,917; $547,128) 957,114 754,844
Prepaid expenses and other assets (recorded at fair value $227,164; $193,927) 663,689 421,163
Federal income tax receivable — 16,609
Deferred policy acquisition costs 457,369 349,126
Property and equipment, net 95,270 75,933
Goodwill 249,154 229,780
Intangible assets 345,738 285,187

$9,899,098 $7,417,237
LIABILITIES AND STOCKHOLDERS’ EQUITY
Liabilities:
Loss and loss expense reserves $3,615,536 $2,426,400
Unearned premiums 2,537,401 1,773,593
Ceded reinsurance premiums payable (related party $272,802; $333,962) 434,332 528,322
Reinsurance payable on paid losses 31,468 13,410
Funds held under reinsurance treaties 30,376 33,946
Note payable on collateral loan – related party 167,975 167,975
Securities sold but not yet purchased, at market — 56,711
Securities sold under agreements to repurchase, at contract value 204,306 234,911
Accrued expenses and other current liabilities (recorded at fair value $11,045;
$11,750) 642,361 406,447

Deferred income taxes 168,664 225,484
Debt 559,662 301,973
Total liabilities 8,392,081 6,169,172
Commitments and contingencies
Redeemable non-controlling interest 600 600
Stockholders’ equity:
Common stock, $.01 par value; 150,000 shares authorized, 98,116 and 91,216 issued
in 2013 and 2012, respectively; 74,550 and 73,911 outstanding in 2013 and 2012,
respectively

980 912
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Preferred stock, $.01 par value; 10,000 shares authorized, 4,600 and 0 issued and
outstanding in 2013 and 2012, respectively 115,000 —

Additional paid-in capital 1,029,274 761,105
Treasury stock at cost; 23,567 and 24,024 shares in 2013 and 2012, respectively (286,980 ) (293,791 )
Accumulated other comprehensive (loss) income (8,000 ) 64,231
Retained earnings 538,165 611,664
Total AmTrust Financial Services, Inc. equity 1,388,439 1,144,121
Non-controlling interest 117,978 103,344
Total stockholders’ equity 1,506,417 1,247,465

$9,899,098 $7,417,237
See accompanying notes to unaudited condensed consolidated financial statements.
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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,

2013 2012 2013 2012
Revenues:
Premium income:
Net written premium $728,796 $483,659 $1,900,899 $1,235,025
Change in unearned premium (114,901 ) (96,212 ) (342,471 ) (199,560 )
Net earned premium 613,895 387,447 1,558,428 1,035,465
Ceding commission – primarily related party 68,219 49,860 199,334 140,684
Service and fee income (related parties – three
months $11,715; $7,171 and nine months $36,636;
$20,195)

89,981 44,561 238,596 118,110

Net investment income 23,290 18,429 64,019 49,291
Net realized gain on investments 1,112 2,213 20,463 3,768
Total revenues 796,497 502,510 2,080,840 1,347,318
Expenses:
Loss and loss adjustment expense 410,579 255,646 1,046,945 667,362
Acquisition costs and other underwriting expenses 207,819 143,736 557,198 397,474
Other 78,980 42,337 212,117 110,296
Total expenses 697,378 441,719 1,816,260 1,175,132
Income before other income (expense), income
taxes and equity in earnings of unconsolidated
subsidiaries

99,119 60,791 264,580 172,186

Other income (expense):
Interest expense (9,120 ) (7,218 ) (24,089 ) (21,303 )
Gain on investment in life settlement contracts net
of profit commission 76 3,251 80 5,302

Foreign currency gain (loss) 368 (951 ) 2,423 (2,985 )
Acquisition gain on purchase — — 55,786 —
Total other income (expense) (8,676 ) (4,918 ) 34,200 (18,986 )
Income before income taxes and equity in earnings
of unconsolidated subsidiaries 90,443 55,873 298,780 153,200

Provision for income taxes 32,681 13,187 87,808 36,106
Income before equity in earnings of unconsolidated
subsidiaries 57,762 42,686 210,972 117,094

Equity in earnings of unconsolidated subsidiary –
related party 1,927 3,207 10,537 8,659

Net income $59,689 $45,893 $221,509 $125,753
Net loss (income) attributable to non-controlling
interest of subsidiaries 597 (2,663 ) 1,474 (3,079 )

Net income attributable to AmTrust Financial
Services, Inc. $60,286 $43,230 $222,983 $122,674

Dividends on preference stock (2,048 ) — (2,048 ) —
Net income attributable to AmTrust common
shareholders $58,238 $43,230 $220,935 $122,674
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Earnings per common share:
Basic earnings per share $0.78 $0.59 $2.98 $1.67
Diluted earnings per share $0.74 $0.56 $2.84 $1.61
Dividends declared per common share $0.14 $0.10 $0.42 $0.29
Net realized gain on investments:
Total other-than-temporary impairment loss $— $— $— $(1,208 )
Portion of loss recognized in other comprehensive
income — — — —

Net impairment losses recognized in earnings — — — (1,208 )
Other net realized gain on investments 1,112 2,213 20,463 4,976
Net realized investment gain $1,112 $2,213 $20,463 $3,768

See accompanying notes to unaudited condensed consolidated financial statements.
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AmTrust Financial Services, Inc.
Condensed Consolidated Statements of Comprehensive Income
(Unaudited)
(In Thousands)

Three Months Ended September
30,

Nine Months Ended September
30,

2013 2012 2013 2012
Net income $59,689 $45,893 $221,509 $125,753
Other comprehensive income, net of tax:
Foreign currency translation adjustments 10,826 7,484 (4,739 ) 4,624
Change in fair value of interest rate swap (74 ) (325 ) 862 (952 )
Unrealized gains (losses) on securities:
Unrealized holding gain (loss) arising during
period 7,290 27,382 (72,193 ) 60,499

Reclassification adjustment for gains (losses)
included in net income 578 442 3,839 (4,234 )

Other comprehensive income (loss), net of tax $18,620 $34,983 $(72,231 ) $59,937
Comprehensive income 78,309 80,876 149,278 185,690
Less: Comprehensive income (loss) attributable to
non-controlling interest (597 ) 2,663 (1,474 ) 3,079

Comprehensive income attributable to AmTrust
Financial Services, Inc. $78,906 $78,213 $150,752 $182,611

See accompanying notes to unaudited condensed consolidated financial statements.
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AmTrust Financial Services, Inc.
Consolidated Statements of Cash Flows
(Unaudited)
(In Thousands)

Nine Months Ended September
30,
2013 2012

Cash flows from operating activities:
Net income $221,509 $125,753
Adjustments to reconcile net income to net cash provided by operating activities:
Depreciation and amortization 47,315 27,848
Net amortization of bond premium or discount 14,002 3,361
Equity earnings on investment in unconsolidated subsidiaries (10,537 ) (8,659 )
Gain on investment in life settlement contracts, net (80 ) (5,302 )
Realized gain on marketable securities (20,463 ) (4,976 )
Non-cash write-down of marketable securities — 1,208
Discount on notes payable 2,226 2,225
Stock based compensation 7,920 4,954
Bad debt expense 17,286 5,697
Foreign currency (gain) loss (2,423 ) 2,985
Acquisition gain (55,786 ) —
Dividend received from equity investment 12,203 —
Changes in assets - (increase) decrease:
Premiums and note receivables (115,370 ) (111,200 )
Reinsurance recoverable (478,253 ) (119,611 )
Deferred policy acquisition costs, net (108,243 ) (68,656 )
Prepaid reinsurance premiums (202,270 ) (100,074 )
Prepaid expenses and other assets (140,039 ) (44,998 )
Changes in liabilities - increase (decrease):
Reinsurance premium payable (97,420 ) (13,236 )
Loss and loss expense reserve 921,763 367,943
Unearned premiums 544,781 316,330
Funds held under reinsurance treaties (3,570 ) (10,931 )
Accrued expenses and other current liabilities 87,468 23,704
Deferred tax liability (37,226 ) 8,559
Net cash provided by operating activities 604,793 402,924
Cash flows from investing activities:
Net (purchases) sales of securities with fixed maturities (695,935 ) (240,535 )
Net sales (purchases) of equity securities 15,491 19,068
Net (purchases) sales of other investments (3,409 ) 1,938
Acquisition of and capitalized premiums for life settlement contracts (40,165 ) (42,225 )
Receipt of life settlement contract proceeds 9,054 10,074
Acquisition of subsidiaries, net of cash obtained (72,867 ) (19,764 )
Increase in restricted cash and cash equivalents (33,375 ) (23,691 )
Purchase of property and equipment (29,311 ) (19,955 )
Net cash used in investing activities (850,517 ) (315,090 )
Cash flows from financing activities:
Preferred share issuance, net 111,130 —
Common share issuance 472 —
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Repurchase agreements, net (30,605 ) 34,380
Senior notes proceeds 250,000 —
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Convertible senior notes proceeds — 25,000
Secured loan agreements payments (1,037 ) (729 )
Promissory notes borrowings (payments), net — 500
Financing fees (2,740 ) (1,670 )
Non-controlling interest capital contribution to consolidated subsidiaries 16,108 16,624
Stock option exercise and other 5,429 4,176
Dividends distributed on common stock (29,337 ) (16,866 )
Dividends distributed on preference stock (2,048 ) —
Net cash provided by financing activities 317,372 61,415
Effect of exchange rate changes on cash (217 ) 1,893
Net increase (decrease) in cash and cash equivalents 71,431 151,142
Cash and cash equivalents, beginning of the period 414,370 406,847
Cash and cash equivalents, end of the period $485,801 $557,989
Supplemental Cash Flow Information
Income tax payments $26,634 $7,893
Interest payments on debt $13,056 $12,555

See accompanying notes to unaudited condensed consolidated financial statements.
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Notes to Unaudited Condensed Consolidated Financial Statements
(Unaudited)
(Dollars In Thousands, Except Per 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, 2012, previously filed with the Securities and Exchange
Commission (“SEC”) on March 1, 2013. The balance sheet at December 31, 2012 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, 2012, included in the Company’s Form
10-K filed with the SEC.

All significant inter-company transactions and accounts have been eliminated in the consolidated financial statements.

To facilitate period-to-period comparisons, certain reclassifications have been made to prior period consolidated
financial statement amounts to conform to current period presentation.

The Company paid a 10% stock dividend during the three months ended September 30, 2013 and 2012. As such, the
weighted average number of shares used for basic and diluted earnings per share have been adjusted in prior periods.

2.Recent Accounting Pronouncements

With the exception of those discussed below, there have been no recent accounting pronouncements or changes in
accounting pronouncements during the nine months ended September 30, 2013, as compared to those described in our
Annual Report on Form 10-K for the fiscal year ended December 31, 2012, that are of significance, or potential
significance, to the Company.

In July 2013, the Financial Accounting Standards Board ("FASB"), issued Accounting Standards Update ("ASU")
2013-11, Income Taxes (Topic 740): Presentation of an Unrecognized Tax Benefit When a Net Operating Loss
Carryforward, a Similar Tax Loss, or a Tax Credit Carryforward Exists, which provides guidance on the presentation
of an unrecognized tax benefit when a net operating loss ("NOL") carry-forward, a similar tax loss, or a tax credit
carry-forward exists. Under the ASU, an entity must present an unrecognized tax benefit, or a portion of an
unrecognized tax benefit, as a reduction to a deferred tax asset for a NOL carry-forward, similar tax loss, or a tax
credit carry-forward. There are two exceptions to this form of presentation as follows:
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•To the extent a NOL carry-forward, a similar tax loss, or a tax credit carry-forward is not available at the reporting
date under the tax law of the applicable jurisdiction to settle any additional income taxes that would result from the
disallowance of a tax position; and
•The entity does not intend to use the deferred tax asset for this purpose.

If either of these conditions exists, an entity should present an unrecognized benefit in the financial statements as a
liability and should net the unrecognizable tax benefit with a deferred tax asset. The amendments in this update are
effective for fiscal years, and interim periods within those years, beginning after December 31, 2013. The adoption of
this guidance is not expected to have an impact on our results of operations, financial condition or liquidity.

8
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In June 2013, the FASB issued Exposure Draft Insurance Contracts Topic 834. The exposure draft would impact all
entities that write insurance contracts. If adopted, the guidance would supersede the requirements in ASC Topic 944,
Financial Services - Insurance which currently apply to insurance entities. The guidance in the exposure draft would
require a property and casualty insurer to measure its insurance contracts under the premium allocation approach,
which would require an entity to record revenue over the coverage period on the basis of the expected timing of
incurred claims. Comments on the exposure draft were due on October 25, 2013. If adopted, entities would be
required to adopt this standard retrospectively. The Company is currently studying this exposure draft and the impact
on the Company's results of operations, financial position or liquidity.

In March 2013, the FASB issued ASU 2013-05, Parent’s Accounting for the Cumulative Translation Adjustment Upon
Derecognition of Certain Subsidiaries or Groups of Assets Within a Foreign Entity or of an Investment in a Foreign
Entity to standardize the release of the cumulative translation adjustment into net income when a parent either sells a
part or all of its investment in a foreign entity or no longer holds a controlling financial interest in a subsidiary. ASU
2013-05 will be applied prospectively and is effective for annual reporting periods beginning after December 15,
2013, and interim periods within those years. The standard is not expected to have a material impact on the Company’s
results of operations, financial position or liquidity.

In February 2013, the FASB issued ASU No. 2013-02, Reporting of Amounts Reclassified out of Accumulated Other
Comprehensive Income ("ASU 2013-02"). ASU 2013-02 supersedes and replaces the presentation requirements for
the reclassifications out of accumulated other comprehensive income. None of the other requirements of previously
issued ASUs related to comprehensive income are affected by ASU 2013-02. The Company adopted ASU 2013-02 on
January 1, 2013 and the implementation of the standard did not have a material impact on the Company's results of
operations, financial position or liquidity.

In January 2013, the FASB issued ASU No. 2013-01, Clarifying the Scope of Disclosure about Offsetting Assets and
Liabilities ("ASU 2013-01"). ASU 2013-01 relates to derivatives, repurchase agreements and reverse repurchase
agreements, and secured borrowings and lending transactions that are either offset or subject to a master netting
arrangement. The amendment provides a user of financial statements with comparable information as it relates to
certain reconciling differences between financial statements prepared in accordance with U.S. GAAP and those
financial statements prepared in accordance with International Financial Reporting Standards ("IFRS"). The Company
adopted ASU 2013-02 on January 1, 2013 and the implementation of the standard did not have a material impact on
the Company's results of operations, financial position or liquidity.

In July 2012, the FASB issued ASU No. 2012-02, Intangibles - Goodwill and Other (Topic 350) Testing Indefinite
Lived Intangible Assets for Impairment ("ASU 2012-02"). ASU 2012-02 updated guidance regarding the impairment
test applicable to indefinite-lived intangible assets that is similar to the impairment guidance applicable to goodwill.
Under the updated guidance, an entity may assess qualitative factors (such as changes in management, strategy,
technology or customers) that may impact the fair value of the indefinite-lived intangible asset and lead to the
determination that it is more likely than not that the fair value of the asset is less than its carrying value. If an entity
determines that it is more likely than not that the fair value of the intangible asset is less than its carrying value, an
impairment test must be performed. The impairment test requires an entity to calculate the estimated fair value of the
indefinite-lived intangible asset. If the carrying value of the indefinite-lived intangible asset exceeds its estimated fair
value, an impairment loss is recognized in an amount equal to the excess. The Company adopted this guidance on
January 1, 2013 and it did not have any effect on the Company's results of operations, financial position or liquidity.

9
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3.Investments

(a) Available-for-Sale Securities

The amortized cost, estimated market value and gross unrealized appreciation and depreciation of available-for-sale
securities as of September 30, 2013 and December 31, 2012, are presented in the table below:

(Amounts in Thousands)
As of September 30, 2013

Original or
amortized cost

Gross
unrealized
gains

Gross
unrealized
losses

 Market value

Preferred stock $3,064 $87 $(100 ) $3,051
Common stock 26,434 2,178 (1,959 ) 26,653
U.S. treasury securities 91,566 1,644 (288 ) 92,922
U.S. government agencies 12,885 159 (3,285 ) 9,759
Municipal bonds 457,901 7,924 (18,966 ) 446,859
Foreign government 53,072 994 (1,004 ) 53,062
Corporate bonds:
Finance 1,018,340 44,691 (18,944 ) 1,044,087
Industrial 634,064 15,273 (23,809 ) 625,528
Utilities 70,541 2,419 (3,096 ) 69,864
Commercial mortgage backed securities 18,383 97 (263 ) 18,217
Residential mortgage backed securities:
Agency backed 663,069 17,008 (7,855 ) 672,222
Non-agency backed 14,259 128 (7 ) 14,380
Asset-backed securities 7,061 5 (7 ) 7,059

$3,070,639 $92,607 $(79,583 ) $3,083,663

Investments in foreign government securities include securities issued by national entities as well as instruments that
are unconditionally guaranteed by such entities. As of September 30, 2013, the Company's foreign government
securities were issued or guaranteed primarily by the European Investment Bank, Israel and the United Kingdom.

(Amounts in Thousands)
As of December 31, 2012

Original or
amortized cost

Gross
unrealized
gains

Gross
unrealized
losses

 Market value

Preferred stock $5,092 $112 $(20 ) $5,184
Common stock 15,851 596 (1,166 ) 15,281
U.S. treasury securities 62,502 3,694 (4 ) 66,192
U.S. government agencies 39,594 707 — 40,301
Municipal bonds 287,361 12,833 (752 ) 299,442
Corporate bonds:
Finance 830,101 68,190 (4,603 ) 893,688
Industrial 387,980 20,914 (1,094 ) 407,800
Utilities 45,320 2,611 (5 ) 47,926
Commercial mortgage backed securities 10,065 135 — 10,200
Residential mortgage backed securities:
Agency backed 276,895 16,373 (654 ) 292,614
Non-agency backed 7,826 — (763 ) 7,063

$1,968,587 $126,165 $(9,061 ) $2,085,691
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A summary of the Company’s available-for-sale fixed securities as of September 30, 2013 and December 31, 2012, by
contractual maturity, is shown below. Expected maturities may differ from contractual maturities because borrowers
may have the right to call or prepay obligations with or without call or prepayment penalties.

September 30, 2013 December 31, 2012

(Amounts in Thousands) Amortized
Cost Fair Value Amortized

Cost  Fair Value

Due in one year or less $80,580 $81,201 $20,786 $21,945
Due after one through five years 442,762 452,916 400,865 414,016
Due after five through ten years 1,467,462 1,474,498 966,158 1,044,510
Due after ten years 347,565 333,466 265,049 274,878
Mortgage and asset backed securities 702,772 711,878 294,786 309,877
Total fixed maturities $3,041,141 $3,053,959 $1,947,644 $2,065,226

Proceeds from the sale of investments in available-for-sale securities during the nine months ended September 30,
2013 and 2012 were approximately $976,396 and $761,757, respectively.

(b) Investment Income

Net investment income for the three and nine months ended September 30, 2013 and 2012 was derived from the
following sources:

Three Months Ended
September 30,

Nine Months Ended September
30,

(Amounts in Thousands) 2013 2012 2013 2012
Fixed maturity securities $21,766 $18,185 $57,354 $47,908
Equity securities 1,086 325 5,375 823
Cash and short term investments 782 120 2,530 1,096

23,634 18,630 65,259 49,827
Less:
Investment expenses and interest expense on
securities sold under agreement to repurchase (344 ) (201 ) (1,240 ) (536 )

$23,290 $18,429 $64,019 $49,291

11
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(c) Other-Than-Temporary Impairment

The table below summarizes the gross unrealized losses of our fixed maturity and equity securities by length of time
the security has continuously been in an unrealized position as of September 30, 2013 and December 31, 2012:

Less Than 12 Months 12 Months or More Total

(Amounts in Thousands)
September 30, 2013

Fair Market
Value

Unrealized
Losses

No. of
Positions
Held

Fair
Market
Value

Unrealized
Losses

No. of
Positions
Held

Fair Market
Value

Unrealized
Losses

Common and preferred
stock $4,628 $(532 ) 107 $8,767 $(1,527 ) 29 $13,395 $(2,059 )

U.S. treasury securities 49,471 (288 ) 19 — — — 49,471 (288 )
U.S. government
agencies 4,376 (3,285 ) 14 — — — 4,376 (3,285 )

Municipal bonds 258,072 (18,327 ) 320 12,939 (639 ) 21 271,011 (18,966 )
Foreign government 32,340 (1,000 ) 8 996 (4 ) 1 33,336 (1,004 )
Corporate bonds:
Finance 438,370 (14,417 ) 303 57,465 (4,527 ) 45 495,835 (18,944 )
Industrial 415,835 (23,586 ) 335 2,455 (223 ) 6 418,290 (23,809 )
Utilities 45,403 (3,096 ) 32 — — — 45,403 (3,096 )
Commercial mortgage
backed securities 8,630 (263 ) 12 — — — 8,630 (263 )

Residential mortgage
backed securities:
Agency backed 222,626 (7,855 ) 130 — — — 222,626 (7,855 )
Non-agency backed 315 (6 ) 7 24 (1 ) 1 339 (7 )
Asset-backed securities 3,821 (7 ) 8 — — — 3,821 (7 )
Total temporarily
impaired securities $1,483,887 $(72,662 ) 1,295 $82,646 $(6,921 ) 103 $1,566,533 $(79,583 )

Less Than 12 Months 12 Months or More Total

(Amounts in Thousands)
December 31, 2012

Fair
Market
Value

Unrealized
Losses

No. of
Positions
Held

Fair
Market
Value

Unrealized
Losses

No. of
Positions
Held

Fair
Market
Value

Unrealized
Losses

Common and preferred
stock $7,643 $(1,138 ) 25 $1,978 $(48 ) 1 $9,621 $(1,186 )

U.S. treasury securities 997 (4 ) 1 — — — 997 (4 )
Municipal bonds 63,577 (752 ) 19 — — — 63,577 (752 )
Corporate bonds:
Finance 52,398 (899 ) 20 95,992 (3,704 ) 13 148,390 (4,603 )
Industrial 82,066 (881 ) 28 9,105 (213 ) 4 91,171 (1,094 )
 Utilities 5,860 (5 ) 3 — — — 5,860 (5 )
Residential mortgage
backed securities:
Agency backed 24,554 (654 ) 2 — — — 24,554 (654 )
Non-agency backed — — — 7,062 (763 ) 2 7,062 (763 )
Total temporarily
impaired securities $237,095 $(4,333 ) 98 $114,137 $(4,728 ) 20 $351,232 $(9,061 )
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There are 1,398 and 118 securities at September 30, 2013 and December 31, 2012, respectively, that account for the
gross unrealized loss, none of which is deemed by the Company to be OTTI. Significant factors influencing the
Company’s determination that unrealized losses were temporary included the magnitude of the unrealized losses in
relation to each security’s cost, the nature of the investment and management’s intent not to sell these securities and it
being not more likely than not that the Company will be required to sell these investments before anticipated recovery
of fair value to the Company’s cost basis.

12
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(d) Derivatives

The Company from time to time invests in a limited number of derivatives and other financial instruments as part of
its investment portfolio to manage interest rate changes or other exposures to a particular financial market. The
Company records changes in valuation on its derivative positions not designated as a hedge as a component of net
realized gains and losses.

The Company records changes in valuation on its hedge positions as a component of other comprehensive income. As
of September 30, 2013 and December 31, 2012, the Company had two interest rate swaps designated as hedges that
were recorded as a liability in the total amount of $3,310 and $4,636, respectively, and were included as a component
of accrued expenses and other liabilities.

The following table presents the notional amounts by remaining maturity of the Company’s interest rate swaps as of
September 30, 2013: 

Remaining Life of Notional Amount (1)

(Amounts in Thousands) One Year Two Through
Five Years

Six Through
Ten Years

After Ten
years Total

Interest rate swaps $— $70,000 $— $— $70,000

(1) Notional amount is not representative of either market risk or credit risk and is not recorded in the consolidated
balance sheet.

(e) Restricted Cash and Investments

The Company, in order to conduct business in certain states, is required to maintain letters of credit or assets on
deposit to support state mandated regulatory requirements and certain third party agreements. The Company also
utilizes trust accounts to collateralize business with its reinsurance counterparties. These assets are primarily in the
form of cash and certain high grade securities. The fair values of our restricted assets as of September 30, 2013 and
December 31, 2012 are as follows:

(Amounts in Thousands) 2013 2012
Restricted cash $112,137 $78,762
Restricted investments 385,550 251,082
Total restricted cash and investments $497,687 $329,844

(f) Other

The Company entered into repurchase agreements that are subject to a master netting arrangement, which are
accounted for as collateralized borrowing transactions and are recorded at contract amounts. The Company receives
cash or securities that it invests or holds in short term or fixed income securities. As of September 30, 2013, the
Company had ten repurchase agreements with an outstanding principal amount of $204,306, which approximates fair
value, at interest rates between .16% and .21%. The Company has nine repurchase agreements with one counter-party
totaling $171,336 and one repurchase agreement with a separate counter-party totaling $32,970. Interest expense
associated with these ten repurchase agreements for the nine months ended September 30, 2013 and 2012 was $688
and $676, respectively, of which $0 was accrued as of September 30, 2013. The Company has approximately
$222,344 of collateral pledged in support of these agreements. Interest expense related to repurchase agreements is
recorded as a component of investment income. Additionally, during 2013, the Company closed its reverse repurchase
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agreement and did not incur any gain or loss as a result of this agreement.
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4.Fair Value of Financial Instruments

The following tables present the level within the fair value hierarchy at which the Company’s financial assets and
financial liabilities are measured on a recurring basis as of September 30, 2013 and December 31, 2012:

(Amounts in Thousands)
As of September 30, 2013 Total Level 1 Level 2 Level 3

Assets:
U.S. treasury securities $92,922 $92,922 $— $—
U.S. government agencies 9,759 — 9,759 —
Municipal bonds 446,859 — 446,859 —
Foreign government 53,062 — 53,062 —
Corporate bonds and other bonds:
Finance 1,044,087 — 1,044,087 —
Industrial 625,528 — 625,528 —
Utilities 69,864 — 69,864 —
Commercial mortgage backed securities 18,217 — 18,217 —
Residential mortgage backed securities:
Agency backed 672,222 — 672,222 —
Non-agency backed 14,380 — 14,380 —
Asset-backed securities 7,059 — 7,059 —
Equity securities 29,704 29,704 — —
Short term investments 22,471 22,471 — —
Other investments 24,511 — — 24,511
Life settlement contracts 227,164 — — 227,164

$3,357,809 $145,097 $2,961,037 $251,675
Liabilities:
Securities sold under agreements to repurchase, at
carrying value 204,306 — 204,306 —

Life settlement contract profit commission 11,045 — — 11,045
Derivatives 3,310 — 3,310 —

$218,661 $— $207,616 $11,045

14
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(Amounts in Thousands)
As of December 31, 2012 Total Level 1 Level 2 Level 3

Assets:
U.S. treasury securities $66,192 $66,192 $— $—
U.S. government agencies 40,301 — 40,301 —
Municipal bonds 299,442 — 299,442 —
Corporate bonds and other bonds:
Finance 893,688 — 893,688 —
Industrial 407,800 — 407,800 —
Utilities 47,926 — 47,926 —
Commercial mortgage backed securities 10,200 — 10,200 —
Residential mortgage backed securities:
Agency backed 292,614 — 292,614 —
Non-agency backed 7,063 — 7,063 —
Equity securities 20,465 20,465 — —
Short term investments 10,282 10,282 — —
Other investments 11,144 — — 11,144
Life settlement contracts 193,927 — — 193,927

$2,301,044 $96,939 $1,999,034 $205,071
Liabilities:
Equity securities sold but not yet purchased,
market $11 $11 $— $—

Fixed maturity securities sold but not yet
purchased, market 56,700 56,700 — —

Securities sold under agreements to repurchase, at
carrying value 234,911 — 234,911 —

Life settlement contract profit commission 11,750 — — 11,750
Derivatives 4,636 — 4,636 —

$308,008 $56,711 $239,547 $11,750

The Company classifies its financial assets and liabilities in the fair value hierarchy based on the lowest level input
that is significant to the fair value measurement.  This classification requires judgment in assessing the market and
pricing methodologies for a particular security.  The fair value hierarchy includes the following three levels:

•Level 1 – Valuations are based on unadjusted quoted market prices in active markets for identical financial assets orliabilities.

Examples of instruments utilizing Level 1 inputs include: exchange-traded securities and U.S. Treasury bonds.

•

Level 2 – Valuations of financial assets and liabilities are based on quoted prices for similar assets or liabilities in
active markets, quoted prices for identical assets or liabilities in inactive markets obtained from third party pricing
services or valuations based on models where the significant inputs are observable (e.g., interest rates, yield curves,
prepayment speeds, default rates, loss severities, etc.) or can be corroborated by observable market data.

Examples of instruments utilizing Level 2 inputs include: U.S. government-sponsored agency securities; non-U.S.
government obligations; corporate and municipal bonds; mortgage-backed bonds; asset-backed securities and listed
derivatives that are not actively traded.

•
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Level 3 – Valuations are based on unobservable inputs for assets and liabilities where there is little or no market
activity.  Management’s assumptions are used in internal valuation pricing models to determine the fair value of
financial assets or liabilities, which may include projected cash flows, collateral performance or liquidity
circumstances in the security or similar securities that may have occurred since the prior pricing period.

Examples of instruments utilizing Level 3 inputs include: hedge and credit funds with partial transparency.

15
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For additional discussion regarding techniques used to value the Company’s investment portfolio, refer to Note 2.
“Significant Accounting Policies” in Item 8. “Financial Statements and Supplementary Data” in its 2012 Form 10-K.

The following table provides a summary of changes in fair value of the Company’s Level 3 financial assets and
liabilities for the three and nine months ended September 30, 2013 and 2012:

(Amounts in Thousands)

Balance as
of
June 30,
2013

Net
income

Other
comprehensive
income

Purchases
and
issuances

Sales and
settlements

Net
transfers
into (out
of) Level
3

Balance as of
September 30,
2013

Other investments $24,779 $295 $ — $2,304 $ (2,867 ) $— $ 24,511
Life settlement contracts 208,694 9,575 — 11,906 (3,011 ) — 227,164
Life settlement contract profit
commission (12,513 ) 1,468 — — — — (11,045 )

Total $220,960 $11,338 $ — $14,210 $ (5,878 ) $— $ 240,630

(Amounts in Thousands)
Balance as of
December 31,
2012

Net
income

Other
comprehensive
income

Purchases
and
issuances

Sales and
settlements

Net
transfers
into (out
of)
Level 3

Balance as of
September 30,
2013

Other investments $ 11,144 $973 $ — $17,185 $ (4,791 ) $— $ 24,511
Life settlement contracts 193,927 30,385 — 11,906 (9,054 ) — 227,164
Life settlement contract profit
commission (11,750 ) 705 — — — — (11,045 )

Total $ 193,321 $32,063 $ — $29,091 $ (13,845 ) $— $ 240,630

(Amounts in Thousands)
Balance as
of June
30, 2012

Net
income

Other
comprehensive
income

Purchases
and
issuances

Sales and
settlements

Net
transfers
into (out
of) Level
3

Balance as
of
September
30,
2012

Other investments $15,103 $1,491 $ — $315 $ (2,585 ) $— $14,324
Life settlement contracts 151,092 10,758 — 9,626 — — 171,476
Life settlement contract profit
commission (11,465 ) 1,915 — — — — (9,550 )

Derivatives (4,472 ) — (501 ) — — 4,973 —
Total $150,258 $14,164 $ (501 ) $ 9,941 $ (2,585 ) $4,973 $176,250

(Amounts in Thousands)

Balance as
of
December
31, 2011

Net
income

Other
comprehensive
income

Purchases
and
issuances

Sales and
settlements

Net
transfers
into (out
of) Level
3

Balance as
of
September
30,
2012

Other investments $14,588 $(2,861 ) $ 4,535 $1,062 $ (3,000 ) $— $14,324
Life settlement contracts 131,387 26,174 — 23,989 (10,074 ) — 171,476

(12,022 ) 2,472 — — — — (9,550 )

Edgar Filing: Amtrust Financial Services, Inc. - Form 10-Q

25



Life settlement contract profit
commission
Derivatives (3,508 ) — (1,465 ) — — 4,973 —
Total $130,445 $25,785 $ 3,070 $25,051 $ (13,074 ) $4,973 $176,250

 The Company had no transfers between levels during the three and nine months ended September 30, 2013. The
Company transferred its derivatives from Level 3 to Level 2 during the three and nine months ended September 30,
2012.
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The Company uses the following methods and assumptions in estimating its fair value disclosures for financial
instruments:

—
Equity and Fixed Income Investments: Fair value disclosures for these investments are disclosed above in this
note. The carrying values of cash, short term investments and investment income accrued approximate their fair
values and are classified as Level 1 in the financial hierarchy.

—
Premiums Receivable: The carrying values reported in the accompanying balance sheets for these financial
instruments approximate their fair values due to the short term nature of the asset and are classified as Level 1 in
the financial hierarchy.

—

Other Investments: The Company has approximately one percent of its investment portfolio in limited partnerships
or hedge funds where the fair value estimate is determined by a fund manager based on recent filings, operating
results, balance sheet stability, growth and other business and market sector fundamentals. Due to the significant
unobservable inputs in these valuations, the Company includes the estimate in the amount disclosed in Level 3
hierarchy.

—

Equity Investment in Unconsolidated Subsidiaries - Related Party: The Company has an approximate ownership
percentage of 15.4% in National General Holding Corp., which completed a 144A offering during the three
months ended June 30, 2013. The Company accounts for this investment under the equity method of accounting as
it has the ability to exert significant influence.

—

Subordinated Debentures and Debt: The current fair value of the Company's convertible senior notes and
subordinated debentures was $313,440 and $70,100 as of September 30, 2013, respectively. These financial
liabilities are classified as Level 3 in the financial hierarchy. The fair value of the convertible senior notes was
determined using a binomial lattice model. The fair value of the subordinated debentures was determined using the
Black-Derman-Toy interest rate lattice model. Additionally, on August 15, 2013 the Company issued 6.125%
Notes for $250,000. As of September 30, 2013, the Notes approximate their fair value.

—

Derivatives: The Company classifies interest rate swaps as Level 2 hierarchy.  The Company uses these interest
rate swaps to hedge floating interest rates on its debt, thereby changing the variable rate exposure to a fixed rate
exposure for interest on these obligations.  The estimated fair value of the interest rate swaps, which is obtained
from a third party pricing service, is measured using discounted cash flow analysis that incorporates significant
observable inputs, including the LIBOR forward curve and a measurement of volatility.

— Repurchase Agreements: The carrying value of repurchase agreements in the accompanying balance sheets
represents their fair values and are classified as Level 2 in the financial hierarchy.

The fair value of life settlement contracts as well as life settlement profit commission liability is based on information
available to the Company at the end of the reporting period. The Company considers the following factors in its fair
value estimates: cost at date of purchase, recent purchases and sales of similar investments (if available and
applicable), financial standing of the issuer, changes in economic conditions affecting the issuer, maintenance cost,
premiums, benefits, standard actuarially developed mortality tables and life expectancy reports prepared by nationally
recognized and independent third party medical underwriters. The Company estimates the fair value of a life insurance
policy by applying an investment discount rate based on the cost of funding the Company's life settlement contracts as
compared to returns on investments in asset classes with comparable credit quality, which the Company has
determined to be 7.5%, to the expected cash flow generated by the policies in the Company's life settlement portfolio
(death benefits less premium payments), net of policy specific adjustments and reserves. In order to confirm the
integrity of their calculation of fair value, the Company, quarterly, retains an independent third-party actuary to verify
that the actuarial modeling used by the Company to determine fair value was performed correctly and that the
valuation, as determined through the Company’s actuarial modeling, is consistent with other methodologies. The
Company considers this information in its assessment of the reasonableness of the life expectancy and discount rate
inputs used in the valuation of these investments.
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 The Company adjusts the standard mortality for each insured for the insured's life expectancy based on reviews of the
insured's medical records. The Company establishes policy specific reserves for the following uncertainties:
improvements in mortality, the possibility that the high net worth individuals represented in its portfolio may have
access to better health care, the volatility inherent in determining the life expectancy of insureds with significant
reported health impairments, the possibility that the issuer of the policy or a third party will contest the payment of the
death benefit payable to the Company, and the future expenses related to the administration of the portfolio. The
application of the investment discount rate to the expected cash flow generated by the portfolio, net of the policy
specific reserves, yields the fair value of the portfolio. The effective discount rate reflects the relationship between the
fair value and the expected cash flow gross of these reserves.
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The following summarizes data utilized in estimating the fair value of the portfolio of life insurance policies as of
September 30, 2013 and December 31, 2012 and, as described in Note 5. "Investments in Life Settlements", only
includes data for policies to which the Company assigned value at those dates:

September 30,
2013

December 31,
2012

Average age of insured 79.9 years 78.8 years
Average life expectancy, months (1) 133 139
Average face amount per policy $6,669,000 $6,770,000
Effective discount rate (2) 14.2 % 17.7 %

(1) Standard life expectancy as adjusted for specific circumstances.

(2)

Effective Discount Rate ("EDR") is the Company's estimated internal rate of return on its life settlement contract
portfolio and is determined from the gross expected cash flows and valuation of the portfolio. The valuation of the
portfolio is calculated net of all reserves using a7.5% discount rate. The EDR is implicit of the reserves and the
gross expected cash flows of the portfolio. The Company anticipates that the EDR's range is between 12.5% and
17.5% and reflects the uncertainty that exists surrounding the information available as of the reporting date. As the
accuracy and reliability of information improves (declines), the EDR will decrease (increase). The decrease in the
EDR from December 31, 2012 to September 30, 2013 resulted from routine updating of life expectancies, which
reflect a higher quality of information.

The Company's assumptions are, by their nature, inherently uncertain and the effect of changes in estimates may be
significant. The fair value measurements used in estimating the present value calculation are derived from valuation
techniques generally used in the industry that include inputs for the asset that are not based on observable market data.
The extent to which the fair value could reasonably vary in the near term has been quantified by evaluating the effect
of changes in significant underlying assumptions used to estimate the fair value amount. If the life expectancies were
increased or decreased by 4 months and the discount factors were increased or decreased by 1% while all other
variables were held constant, the carrying value of the investment in life insurance policies would increase or
(decrease) by the unaudited amounts summarized below as of September 30, 2013 and December 31, 2012:

Change in life expectancy

(Amounts in Thousands) Plus 4 Months Minus 4
Months

Investment in life policies:
September 30, 2013 $(29,599 ) $31,332
December 31, 2012 $(27,160 ) $29,285

Change in discount rate (1)
(Amounts in Thousands) Plus 1% Minus 1%
Investment in life policies:
September 30, 2013 $(19,968 ) $22,552
December 31, 2012 $(17,591 ) $19,926

(1)
Discount rate is a present value calculation that considers legal risk, credit risk and liquidity risk and is a component
of EDR.
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5.Investment in Life Settlements

A life settlement contract is a contract between the owner of a life insurance policy and a third-party who obtains the
ownership and beneficiary rights of the underlying life insurance policy. During 2010, the Company formed Tiger
Capital LLC (“Tiger”) with a subsidiary of National General Holdings Corp. ("NGHC") for the purposes of acquiring
life settlement contracts. In 2011, the Company formed AMT Capital Alpha, LLC (“AMT Alpha”) with a subsidiary of
NGHC and AMT Capital Holdings, S.A. (“AMTCH”) with ACP Re, Ltd., an entity controlled by the Michael Karfunkel
2005 Grantor Retained Annuity Trust, for the
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purposes of acquiring additional life settlement contracts. On March 28, 2013, ACP Re, Ltd. sold its interest in
AMTCH to NGHC. The Company has a 50% ownership interest in each of Tiger, AMT Alpha and AMTCH
(collectively, the “LSC Entities”). The LSC Entities may also acquire premium finance loans made in connection with
the borrowers’ purchase of life insurance policies that are secured by the policies, which are in default at the time of
purchase. The LSC Entities acquire the underlying policies through the borrowers’ voluntary surrender of the policy in
satisfaction of the loan or foreclosure. A third party serves as the administrator of the Tiger life settlement contract
portfolio, for which it receives an annual fee. The third party administrator is eligible to receive a percentage of profits
after certain time and performance thresholds have been met. The Company provides certain actuarial and finance
functions related to the LSC Entities. Additionally, in conjunction with the Company’s 15.4% ownership percentage of
NGHC, the Company ultimately receives 57.7% of the profits and losses of the LSC Entities. As such, in accordance
with ASC 810-10, Consolidation, the Company has been deemed the primary beneficiary and, therefore, consolidates
the LSC Entities.

The Company accounts for investments in life settlements in accordance with ASC 325-30, Investments in Insurance
Contracts, which states that an investor shall elect to account for its investments in life settlement contracts by using
either the investment method or the fair value method. The election is made on an instrument-by-instrument basis and
is irrevocable. The Company has elected to account for these policies using the fair value method. The Company
determines fair value based upon its estimate of the discounted cash flow related to policies (net of the reserves for
improvements in mortality, the possibility that the high net worth individuals represented in its portfolio may have
access to better health care, the volatility inherent in determining the life expectancy of insureds with significant
reported health impairments, the possibility that the issuer of the policy or a third party will contest the payment of the
death benefit payable to the Company, and the future expenses related to the administration of the portfolio), which
incorporates current life expectancy assumptions, premium payments, the credit exposure to the insurance company
that issued the life settlement contracts and the rate of return that a buyer would require on the contracts as no
comparable market pricing is available.

Total capital contributions of approximately $29,847 and $28,042 were made to the LSC Entities during the nine
months ended September 30, 2013 and 2012, respectively, for which the Company contributed approximately $14,963
and $14,021 in those same periods. The LSC Entities used the contributed capital to pay premiums and purchase
policies. The Company’s investments in life settlements and premium finance loans were approximately $227,164 and
$193,927 as of September 30, 2013 and December 31, 2012, respectively, and are included in Prepaid expenses and
other assets on the Consolidated Balance Sheet. The Company recorded a gain on investment in life settlement
contracts net of profit commission for the three months ended September 30, 2013 and 2012 of approximately $76 and
$3,251, respectively, and $80 and $5,302 for the nine months ended September 30, 2013 and 2012, respectively,
related to the life settlement contracts.

In addition to the 272 policies disclosed in the table below as of September 30, 2013, Tiger owned 2 premium finance
loans as of the nine months ended September 30, 2013, which were secured by life insurance policies and were carried
at a value of $0. As of September 30, 2013, the face value amounts, of the related 272 life insurance policies and 2
premium finance loans were approximately $1,773,409 and $0, respectively. The premium finance loans are in default
and Tiger is enforcing its rights in the collateral. Upon the voluntary surrender of the underlying life insurance policy
in satisfaction of the loan or foreclosure, Tiger will become the owner of and beneficiary under the underlying life
insurance policy and will have the option to continue to make premium payments on the policy or allow the policy to
lapse. If a policyholder wishes to cure his or her default and repay the loan, Tiger will be repaid the total amount due
under the premium finance loans, including all premium payments made by Tiger to maintain the policy in force since
its acquisition of the loan.
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The following table describes the Company’s investment in life settlements as of September 30, 2013:

(Amounts in Thousands, except number of
Life Settlement Contracts) 
Expected Maturity Term in Years

Number of Life
Settlement
Contracts

Fair Value (1) Face Value

0-1 — $— $—
1-2 — — —
2-3 1 2,685 5,000
3-4 11 50,407 90,500
4-5 3 5,003 15,500
Thereafter 257 169,069 1,662,409
Total 272 $227,164 $1,773,409

(1)

The Company determined the fair value as of September 30, 2013 based on 191 policies out of 272 policies, as the
Company assigned no value to 81 of the policies as of September 30, 2013. The Company estimated the fair value
of a policy using present value calculations. If the estimated fair value is determined to be less than zero, then no
value is assigned to that policy.

Premiums to be paid by the LSC entities for each of the five succeeding fiscal years to keep the life insurance policies
in force as of September 30, 2013, are as follows:

(Amounts in Thousands)

Premiums
Due on Life 
Settlement
Contracts

Premiums Due
on Premium
Finance Loans

Total

2013 $34,260 $77 $34,337
2014 37,335 78 37,413
2015 41,146 77 41,223
2016 54,632 181 54,813
2017 35,301 63 35,364
Thereafter 559,564 1,659 561,223
Total $762,238 $2,135 $764,373

6.Debt

The Company’s borrowings consisted of the following at September 30, 2013 and December 31, 2012:

(Amounts in Thousands) 2013 2012
Revolving credit facility $— $—
Convertible senior notes 163,444 161,218
6.125% Notes due 2023 250,000 —
Subordinated debentures 123,714 123,714
Secured loan agreements 8,004 9,041
Promissory notes 14,500 8,000

$559,662 $301,973
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Aggregate scheduled maturities of the Company’s borrowings at September 30, 2013 are:

(Amounts in Thousands)
2013 $256
2014 1,068
2015 1,116
2016 1,167
2017 1,220
Thereafter 554,835 (1)

(1) Amount reflected in balance sheet for convertible senior notes is net of unamortized original issue discount of
$36,556.

Revolving Credit Agreement

In August 2012, the Company entered into a four-year, $200,000 credit agreement (the “Credit Agreement”), among
JPMorgan Chase Bank, N.A., as Administrative Agent, KeyBank National Association and SunTrust Bank, as
Co-Syndication Agents, Associated Bank, National Association and Lloyds Securities Inc., as Co-Documentation
Agents and the various lending institutions party thereto. The credit facility is a revolving credit facility with a letter
of credit sublimit of $100,000 and an expansion feature not to exceed $100,000. Fees associated with the Credit
Agreement were approximately $989.  The Credit Agreement contains certain restrictive covenants customary for
facilities of this type (subject to negotiated exceptions and baskets), including restrictions on indebtedness, liens,
acquisitions and investments, restricted payments and dispositions. There are also financial covenants that require the
Company to maintain a minimum consolidated net worth, a maximum consolidated leverage ratio, a minimum fixed
charge coverage ratio, a minimum risk-based capital and a minimum statutory surplus. The Company was in
compliance with all covenants as of September 30, 2013.

As of September 30, 2013, the Company had no outstanding borrowings under this Credit Agreement. The Company
had outstanding letters of credit in place under this Credit Agreement at September 30, 2013 for $34,271, which
reduced the availability for letters of credit to $65,729 as of September 30, 2013, and the availability under the facility
to $165,729 as of September 30, 2013.

Borrowings under the Credit Agreement bear interest at (x) the greatest of (a) the Administrative Agent’s prime rate,
(b) the federal funds effective rate plus 0.5 percent or (c) the adjusted LIBO rate for a one month interest period on
such day plus 1 percent, plus (y) a margin that is adjusted on the basis of the Company’s consolidated leverage ratio.
Eurodollar borrowings under the Credit Agreement will bear interest at the adjusted LIBO rate for the interest period
in effect plus a margin that is adjusted on the basis of the Company’s consolidated leverage ratio. The interest rate on
the credit facility as of September 30, 2013 was 1.25%. The Company recorded total interest expense of
approximately $379 and $450 for the three months ended September 30, 2013 and 2012, respectively, and $1,555 and
$1,468 for the nine months ended September 30, 2013 and 2012, respectively, under revolving credit agreements.

 Fees payable by the Company under the Credit Agreement include a letter of credit participation fee (which is the
margin applicable to Eurodollar borrowings and was 1.25% at September 30, 2013), a letter of credit fronting fee with
respect to each letter of credit (.125%) and a commitment fee on the available commitments of the lenders (a range of
.15% to .25% based on the Company’s consolidated leverage ratio and was .20% at September 30, 2013).

Convertible Senior Notes
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In December 2011, the Company issued $175,000 aggregate principal amount of its 5.5% convertible senior notes due
2021 (the “Notes”) to certain initial purchasers in a private placement. In January 2012, the Company issued an
additional $25,000 of the Notes to cover the initial purchasers’ overallotment option. The Notes bear interest at a rate
equal to 5.5% per year, payable semiannually in arrears on June 15th and December 15th of each year.
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The Notes will mature on December 15, 2021 (the “Maturity Date”), unless earlier purchased by the Company or
converted into shares of the Company’s common stock, par value $0.01 per share (the “Common Stock”). Prior to
September 15, 2021, the Notes will be convertible only upon satisfaction of certain conditions, and thereafter, at any
time prior to the close of business on the second scheduled trading day immediately preceding the Maturity Date. The
conversion rate at September 30, 2013 is equal to 38.2129 shares of Common Stock per $1,000 principal amount of
Notes, which corresponds to a conversion price of approximately $26.17 per share of Common Stock. The conversion
rate is subject to adjustment upon the occurrence of certain events as set forth in the indenture governing the notes.
Upon conversion of the Notes, the Company will, at its election, pay or deliver, as the case may be, cash, shares of
Common Stock, or a combination of cash and shares of Common Stock.

Upon the occurrence of a fundamental change (as defined in the indenture governing the notes) involving the
Company, holders of the Notes will have the right to require the Company to repurchase their Notes for cash, in whole
or in part, at 100% of the principal amount of the Notes to be repurchased, plus any accrued and unpaid interest, if
any, to, but excluding, the fundamental change purchase date.

The Company separately allocated the proceeds for the issuance of the Notes to a liability component and an equity
component, which is the embedded conversion option. The equity component was reported as an adjustment to
paid-in-capital, net of tax, and is reflected as an original issue discount (“OID”). The OID of $41,679 and deferred
origination costs relating to the liability component of $4,750 will be amortized into interest expense over the term of
the loan of the Notes. After considering the contractual interest payments and amortization of the original discount,
the Notes effective interest rate was 8.57%. Transaction costs of $1,250 associated with the equity component were
netted in paid-in-capital. Interest expense, including amortization of deferred origination costs, recognized on the
Notes was $3,640 and $3,578 for the three months ended September 30, 2013 and 2012, respectively, and $10,832 and
$10,451 for the nine months ended September 30, 2013 and 2012, respectively.

The following table shows the amounts recorded for the Notes as of September 30, 2013 and December 31, 2012:

(Amounts in Thousands) September 30,
2013

December 31,
2012

Liability component
Outstanding principal $200,000 $200,000
Unamortized OID (36,556 ) (38,782 )
Liability component $163,444 $161,218
Equity component, net of tax $27,092 $27,092

6.125% Notes due 2023

In August 2013, the Company issued $250,000 aggregate principal amount of its 6.125% notes due 2023 (the "Notes")
to certain initial purchasers in a private placement. The Notes bear interest at a rate equal to 6.125% per year, payable
semiannually in arrears on February 15th and August 15th of each year. The Notes will mature on August 15, 2023,
unless earlier purchased by the Company. Fees associated with the Notes were approximately $2,706. The indenture
governing the Notes contains covenants whereby the interest rate will increase by 0.50% per year if the Company's
consolidated leverage ratio exceeds 30% and does not exceed 35% and will increase an additional 1.00% per year (for
an aggregate increase of 1.50% per year) if the consolidated leverage ratio exceeds 35%. The consolidated debt ratio
under this agreement was less than 30% as of September 30, 2013. It is an event of default if the Company has a
consolidated leverage ratio in excess of 35% for a period of 30 days, unless in connection with an acquisition, in
which case the grace period is 18 months. The indenture governing the Notes also contains certain customary
covenants, such as reporting of annual and quarterly financial results, and restrictions on certain mergers and
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consolidations, a limitation on liens, and a limitation on the disposition of stock of certain of the Company's
subsidiaries. The Notes rank equally with existing and future unsecured and unsubordinated indebtedness, including
the Company's convertible senior notes and amounts under the revolving credit agreement. Interest expense, including
amortization of deferred origination costs, recognized on the Notes was approximately $1,948 for the three and nine
months ended September 30, 2013.
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Junior Subordinated Debt

The Company has established four special purpose trusts 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. In accordance with FASB ASC
810-10-25, the Company does not consolidate such special purpose trusts, as the Company is not considered to be the
primary beneficiary. The equity investment, totaling $3,714 as of September 30, 2013 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 debentures contain
covenants that restrict declaration of dividends on the Company’s common stock under certain circumstances,
including default of payment. The Company incurred $2,605 of placement fees in connection with these issuances
which is being amortized over thirty years. The Company recorded $2,027 and $2,049 of interest expense for the three
months ended September 30, 2013 and 2012, respectively, and $6,075 and $6,275 of interest expense for the nine
months ended September 30, 2013 and 2012, related to these trust preferred securities.

The table below summarizes the Company’s trust preferred securities as of September 30, 2013:

(Amounts in Thousands)

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 3.554 (2 )

AmTrust Capital Financing Trust
IV 40,000 1,238 41,238 3/15/2037 3.254 (3 )

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

(1)The interest rate will change to three-month LIBOR plus 3.40% after the tenth anniversary in 2015.
(2)The interest rate is LIBOR plus3.30%.
(3)The interest rate is LIBOR plus 3.00%.

The Company entered into two interest rate swap agreements related to these junior subordinated debentures, which
effectively convert the interest rate on the trust preferred securities from a variable rate to a fixed rate. Each agreement
is for a period of five years and commenced on September 15, 2011 for tranche III and March 15, 2012 for tranche IV.

Secured Loan Agreement

During 2011, the Company, through a wholly-owned subsidiary, entered into a seven-year secured loan agreement
with Bank of America Leasing & Capital, LLC in the aggregate amount of $10,800 to finance the purchase of an
aircraft. The loan bears interest at a fixed rate of 4.45%, requires monthly installment payments of approximately
$117 commencing on March 25, 2011 and ending on February 25, 2018, and a balloon payment of $3,240 at the
maturity date. The Company recorded interest expense of approximately $92 and $107 for the three months ended
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September 30, 2013 and 2012, respectively, and approximately $290 and $328 of interest expense for the nine months
ended September 30, 2013 and 2012, respectively, related to this agreement. The loan is secured by the aircraft.

The agreement contains certain covenants that are similar to the Company’s revolving credit facility. Additionally,
subsequent to February 25, 2012, but prior to payment in full, if the outstanding balance of this loan exceeds 90% of
the fair value of the aircraft, the Company is required to pay the lender the entire amount necessary to reduce the
outstanding principal balance to be equal to or less than 90% of the fair value of the aircraft. During 2013, the
Company paid an additional $270 to reduce the outstanding principal balance as required by these terms. The
agreement allows the Company, under certain conditions, to repay the entire outstanding principal balance of this loan
without penalty.
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Promissory Notes

In September 2012, as part of its participation in the New Market Tax Credit Program discussed in Note 13. "New
Market Tax Credit", the Company entered into two promissory notes totaling $8,000. The loans are for a period of 15
years and have an average interest rate of 1.7% per annum. The Company recorded interest expense of approximately
$75 and $216 for the three and nine months ended September 30, 2013 related to the notes. In addition, the Company
recorded interest expense of approximately $12 for the three and nine months ended September 30, 2012 related to the
notes. Additionally, the Company recorded approximately $1,430 of deferred financing fees.

In May 2013, as part of its acquisition of Mutual Insurers Holding Company ("MIHC") as discussed in Note 12.
"Acquisitions", the Company assumed two promissory notes totaling $6,500 for which the principal is due in 2034
and 2035. The notes require the payment of interest on a quarterly basis and have an interest rate of 3.8%  plus the
three month libor per annum, which was 4.1% as of September 30, 2013. The Company recorded $79 and $102 of
interest expense related to these notes for the three and nine months ended September 30, 2013.

Other Letters of Credit

The Company, through one of its subsidiaries, has a secured letter of credit facility with Comerica Bank. The
Company utilizes this letter of credit facility to comply with the deposit requirements of the State of California and the
U.S. Department of Labor as security for the Company’s obligations to workers’ compensation and Federal Longshore
and Harbor Workers’ Compensation Act policyholders. The credit limit is for $75,000 and was utilized for $48,634 as
of September 30, 2013. The Company is required to pay a letter of credit participation fee for each letter of credit in
the amount of 0.40%.

The Company, through certain subsidiaries, has additional existing stand-by letters of credit with various lenders in
the amount of $28,451 as of September 30, 2013.

7.Acquisition Costs and Other Underwriting Expenses

The following table summarizes the components of acquisition costs and other underwriting expenses for the three
and nine months ended September 30, 2013 and 2012:

Three Months Ended
September 30,

Nine Months Ended September
30,

(Amounts in Thousands) 2013 2012 2013 2012
Policy acquisition expenses $132,582 $108,427 $354,900 $279,476
Salaries and benefits 66,796 32,557 177,907 109,174
Other insurance general and administrative
expenses 8,441 2,752 24,391 8,824

$207,819 $143,736 $557,198 $397,474

8.Earnings Per Share

Effective January 1, 2009, the Company adopted ASC subtopic 260-10, Determining Whether Instruments Granted in
Share-Based Payments Transactions Are Participating Securities. ASC 260-10 provides that unvested share-based
payment awards that contain nonforfeitable rights to dividends or dividend equivalents, whether paid or unpaid, are
participating securities and are to be included in the computation of earnings per share under the two-class method.
The Company’s unvested restricted shares contain rights to receive nonforfeitable dividends and are participating
securities, requiring the two-class method of computing earnings per share.
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The Company paid a 10% stock dividend on September 4, 2013 and September 20, 2012. As such, the weighted
average number of shares used for basic and diluted earnings per share have been adjusted retroactively in the prior
periods.
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The following table is a summary of the elements used in calculating basic and diluted earnings per share for the three
and nine months ended September 30, 2013 and 2012:

Three Months Ended
     September 30,

Nine Months Ended
September 30,

(Amounts in Thousands, except for earnings per
share) 2013 2012 2013 2012

Basic earnings per share:
Net income attributable to AmTrust common
shareholders 58,238 43,230 220,935 122,674

Less: Net income allocated to participating
securities and redeemable non-controlling interest 88 206 297 513

Net income allocated to AmTrust common
shareholders $58,150 $43,024 $220,638 $122,161

Weighted average common shares outstanding –
basic 74,391 73,749 74,152 73,416

Less: Weighted average participating shares
outstanding 116 297 99 255

Weighted average common shares outstanding -
basic 74,275 73,452 74,053 73,161

Net income per AmTrust common share - basic $0.78 $0.59 $2.98 $1.67

Diluted earnings per share:
Net income attributable to AmTrust common
shareholders $58,238 $43,230 $220,935 $122,674

Less: Net income allocated to participating
securities and redeemable non-controlling interest 88 206 297 513

Net income allocated to AmTrust common
shareholders $58,150 $43,024 $220,638 $122,161

Weighted average common shares outstanding –
basic 74,275 73,452 74,053 73,161

Plus: Dilutive effect of stock options, convertible
debt, other 4,522 2,779 3,594 2,515

Weighted average common shares outstanding –
dilutive 78,797 76,231 77,647 75,676

Net income per AmTrust common shares – diluted $0.74 $0.56 $2.84 $1.61

As of September 30, 2013, there were less than 20,000 anti-dilutive securities excluded from diluted earnings per
share.

9.Share Based Compensation

The Company’s 2010 Omnibus Incentive Plan (the “Plan”), which permits the Company to grant to its officers,
employees and non-employee directors incentive compensation directly linked to the price of the Company’s stock,
authorizes up to an aggregate of 7,315,068 shares of Company stock for awards of options to purchase shares of the
Company’s common stock, restricted stock, restricted stock units (“RSU”), performance shares units ("PSU") or
appreciation rights. Shares used may be either newly issued shares or treasury shares or both. The aggregate number
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of shares of common stock for which awards may be issued may not exceed 7,315,068 shares, subject to the authority
of the Company’s board of directors to adjust this amount in the event of a consolidation, reorganization, stock
dividend, stock split, recapitalization or similar transaction affecting the Company’s common stock. As of
September 30, 2013, approximately 5,300,000 shares of Company common stock remained available for grants under
the Plan.
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The Company recognizes compensation expense under FASB ASC 718-10-25 for its share-based payments based on
the fair value of the awards. The Company grants stock options at prices equal to the closing stock price of the
Company’s stock on the dates the options are granted. The options have a term of ten years from the date of grant and
vest primarily in equal annual installments over the four years period following the date of grant for employee options.
The Company uses the simplified method in determining the expected life. Employees have three months after the
employment relationship ends to exercise all vested options. 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. The Company grants restricted shares, RSUs and PSUs with a
grant date value equal to the closing stock price of the Company’s stock on the dates the shares or units are granted and
the restricted shares and RSUs vest over a period of two to four years, while PSUs vest based on terms of the awards.

The Company paid a ten percent stock dividend on September 4, 2013. At the dividend date, all options outstanding
were adjusted by ten percent and their respective exercise prices were reduced by ten percent, which ultimately
resulted in each outstanding share having the same fair value immediately prior to and subsequent to the dividend
date. Therefore, the Company did not record any additional compensation expense as a result of the stock dividend.
The Company also adjusted outstanding RSUs, unvested restricted stock and PSUs, resulting in no additional
compensation expense.

The following information and tables below for stock options, restricted stock and RSUs have been adjusted
retroactively in all periods presented. The following schedule shows all options granted, exercised, and expired under
the Plan for the nine months ended September 30, 2013 and 2012:

2013 2012

Shares

Weighted
Average
Exercise Price Shares

Weighted
Average
Exercise Price

Outstanding at beginning of period 3,675,776 $9.41 4,546,678 $9.06
Granted 78,001 29.78 45,981 23.63
Exercised (573,437 ) 7.29 (473,141 ) 7.50
Cancelled or terminated (6,776 ) 8.28 (95,138 ) 11.87
Outstanding end of period 3,173,564 $10.30 4,024,380 $9.34

The weighted average grant date fair value of options granted during the nine months ended September 30, 2013 and
2012 was approximately $8.10 and $7.73, respectively.

A summary of the Company’s restricted stock and RSU activity for the nine months ended September 30, 2013 and
2012 is shown below:

2013 2012

Shares or
Units

Weighted
Average Grant
Date Fair
Value

Shares
or Units

Weighted
Average Grant
Date Fair
Value

Non-vested at beginning of period 888,197 $20.86 352,453 $15.14
Granted 284,681 30.94 637,363 23.04
Vested (257,694 ) 19.93 (97,547 ) 14.80
Forfeited (581 ) 29.31 (752 ) 20.86
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Non-vested at end of period 914,603 $24.26 891,517 $20.82

The Company has 462,213 PSUs granted as of September 30, 2013. PSUs are conditional grants of a specified
maximum number of common shares. In general, grants are earned, subject to the attainment of pre-specified
performance goals at the end of the pre-determined period. The fair value of these PSUs on the date of the grants was
$12,052.
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Compensation expense for all share-based payments under ASC 718-10-30 was approximately $3,139 and $2,208 for
the three months ended September 30, 2013 and 2012, respectively, and $7,920 and $4,954 for the nine months ended
September 30, 2013 and 2012, respectively.

The intrinsic value of stock options exercised during the nine months ended September 30, 2013 and 2012 was
$14,124 and $6,602, respectively. The intrinsic value of stock options that were outstanding as of September 30, 2013
and 2012 was $91,102 and $65,497, respectively.

Cash received from options exercised was $5,429 and $4,176 during the nine months ended September 30, 2013 and
2012, respectively. The excess tax benefit from award exercises was approximately $3,805 and $1,465, respectively,
for the nine months ended September 30, 2013 and 2012.

10.Income Taxes

The following table is a reconciliation of the Company’s statutory income tax expense to its effective tax rate for the
three and nine months ended September 30, 2013 and 2012:

Three Months Ended September
30,

Nine Months Ended September
30,

(Amounts in Thousands) 2013 2012 2013 2012
Income before equity in earnings of
unconsolidated subsidiaries $90,443 $55,873 $298,780 $153,200

Tax at federal statutory rate of 35% $31,655 $19,556 $104,573 $53,620
Tax effects resulting from:
Net income (loss) of non-includible foreign
subsidiaries 12,336 (7,494 ) (12,833 ) (17,759 )

Other, net (11,310 ) 1,125 (3,932 ) 245
$32,681 $13,187 $87,808 $36,106

Effective tax rate 36.1 % 23.6 % 29.4 % 23.6 %

The Company’s management believes that it will realize the benefits of its deferred tax assets, which is included as a
component of the Company’s net deferred tax liability, and, accordingly, no valuation allowance has been recorded for
the periods presented. The earnings of certain of the Company’s foreign subsidiaries have been indefinitely reinvested
in foreign operations. Therefore, no provision has been made for any U.S. taxes or foreign withholding taxes that may
be applicable upon any repatriation or disposition. The determination of any unrecognized deferred tax liability for
temporary differences related to investments in certain of the Company’s foreign subsidiaries is not practicable. At
September 30, 2013 and December 31, 2012, the financial reporting basis in excess of the tax basis for which no
deferred taxes have been recognized was approximately $338,400 and $296,000, respectively.

The Company’s major taxing jurisdictions include the U.S. (federal and state), the United Kingdom and Ireland. The
years subject to potential audit vary depending on the tax jurisdiction. Generally, the Company’s statute of limitation is
open for tax years ended December 31, 2010 and forward. As permitted by FASB ASC 740-10, the Company has an
accounting policy to prospectively classify accrued interest and penalties related to any unrecognized tax benefits in
its income tax provision. At September 30, 2013, the Company does not have any accrued interest and penalties
related to unrecognized tax benefits in accordance with FASB ASC 740-10.
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11.Related Party Transactions

Maiden

The Company has various reinsurance and service agreements with Maiden Holdings, Ltd. (“Maiden”). Maiden is a
publicly-held Bermuda insurance holding company (Nasdaq: MHLD) formed by Michael Karfunkel, George
Karfunkel and Barry Zyskind, principal shareholders, and, respectively, the chairman of the board of directors, a
director, and the chief executive officer and director of the Company. As of September 30, 2013, our principal
shareholders, Michael Karfunkel, Leah Karfunkel (wife of Michael Karfunkel and sole trustee of the Michael
Karfunkel 2005 Grantor Retained Annuity Trust), George Karfunkel and Barry Zyskind, own or control
approximately 6.2%, 7.6%, 9.4% and 5.1%, respectively, of the issued and outstanding capital stock of Maiden. Mr.
Zyskind serves as the non-executive chairman of the board of Maiden’s board of directors. Maiden Insurance
Company, Ltd (“Maiden Insurance”), a wholly-owned subsidiary of Maiden, is a Bermuda reinsurer. The following
section describes the agreements in place between the Company and its subsidiaries and Maiden and its subsidiaries.

Reinsurance Agreements with Maiden Holdings, Ltd.

In 2007, the Company and Maiden entered into a master agreement, as amended, by which the parties caused the
Company’s Bermuda subsidiary, AmTrust International Insurance, Ltd. (“AII”) and Maiden Insurance to enter into a
quota share reinsurance agreement (the “Maiden Quota Share”), as amended, by which AII retrocedes to Maiden
Insurance an amount equal to 40% of the premium written by the Company’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 the Company’s
U.K. insurance subsidiary, AmTrust Europe Ltd. ("AEL"), net of commissions) and 40% of losses excluding certain
specialty risk programs that the Company commenced writing after the effective date, including the Company’s
European medical liability business discussed below, and risks, other than workers’ compensation risks and certain
business written by the Company’s Irish subsidiary, AmTrust International Underwriters Limited (“AIU”), for which the
AmTrust Ceding Insurers’ net retention exceeds $5,000 (“Covered Business”).

On March 5, 2013, after receipt of approval from each of the Company’s and Maiden’s Audit Committee, the Company
and Maiden executed an amendment to the Maiden Quota Share. The amendment provides that, effective January 1,
2013, AII receives a ceding commission of 31% of ceded written premiums with respect to all Covered Business other
than retail commercial package business, for which the ceding commission remains 34.375%. With regards to the
Specialty Program portion of Covered Business only, excluding workers’ compensation business included in the
Company’s Specialty Program segment from July 1, 2007 through December 31, 2012, the Company will be
responsible for ultimate net loss otherwise recoverable from Maiden Insurance to the extent that the loss ratio to
Maiden Insurance, which shall be determined on an inception to date basis from July 1, 2007 through the date of
calculation, is between 81.5% and 95%.

The Maiden Quota Share was renewed through July 1, 2016 and will automatically renew for successive three-year
terms 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 days’ 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.

Effective April 1, 2011, the Company, through its subsidiaries AEL and AIU, entered into a reinsurance agreement
with Maiden Insurance by which the Company cedes to Maiden Insurance 40% of its European medical liability
business, including business in force at April 1, 2011. The quota share had an initial term of 1 year and was renewed
through March 31, 2014. The agreement can be terminated by either party on four months’ prior written notice. Maiden
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Insurance pays the Company a 5% ceding commission, and the Company will earn a profit commission of 50% of the
amount by which the ceded loss ratio is lower than 65%.

Effective September 1, 2010, the Company, through its subsidiary, Security National Insurance Company (“SNIC”),
entered into a reinsurance agreement with Maiden Reinsurance Company and an unrelated third party. Under the
agreement, which expired on August 31, 2013 and is currently in run-off, SNIC ceded 80% of the gross liabilities
produced under the Southern General Agency program to Maiden Reinsurance Company and 20% of the gross
liabilities produced to the unrelated third party. SNIC received a five percent commission on ceded written premiums.
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Excess of Loss Reinsurance with Maiden Reinsurance Company 

In 2012, the Company, through its insurance company subsidiaries, entered into an excess of loss reinsurance
arrangement with Maiden Reinsurance Company applicable to select automobile liability and general liability policies
written in conjunction with a for-hire commercial automobile insurance program. This reinsurance arrangement
allows the Company's insurance company subsidiaries to offer $2,000 limits, with the first $1,000 of ultimate net loss
from any one policy and any one loss occurrence to be retained by the Company. Maiden Reinsurance Company
would be responsible for the amount of ultimate net loss from any one policy and any one loss occurrence over
$1,000, but not to exceed $2,000. There is no aggregate limit on this reinsurance arrangement. During the three and
nine months ended September 30, 2013, the Company wrote approximately $169 and $672 of gross written premium
related to this arrangement.

The following is the effect on the Company’s results of operations for the three and nine months ended September 30,
2013 and 2012 related to Maiden Reinsurance agreements:

Three Months Ended September
30,

Nine Months Ended September
30,

(Amounts in Thousands) 2013 2012 2013 2012
Results of operations:
Premium written – ceded $(240,564 ) $(189,655 ) $(829,402 ) $(576,936 )
Change in unearned premium – ceded 8,206 10,541 117,362 61,502
Earned premium - ceded $(232,358 ) $(179,114 ) $(712,040 ) $(515,434 )
Ceding commission on premium written $74,594 $51,955 $246,604 $157,224
Ceding commission – deferred (6,375 ) (2,095 ) (47,270 ) (16,540 )
Ceding commission – earned $68,219 $49,860 $199,334 $140,684
Incurred loss and loss adjustment expense – ceded $164,164 $158,646 $494,433 $407,426

Fronting Arrangement with Maiden Specialty Insurance Company

Effective September 1, 2010, the Company, through its subsidiary Technology Insurance Company, Inc.  (“TIC”),
entered into a quota share reinsurance agreement with Maiden Specialty Insurance Company (“Maiden Specialty”) by
which TIC assumes a portion (generally 90%) of premiums and losses with respect to certain surplus lines programs
written by Maiden Specialty on behalf of the Company (the “Surplus Lines Facility”). The Surplus Lines Facility
enables the Company to write business on a surplus lines basis throughout the United States. Currently, the Company
is utilizing the Surplus Lines Facility for two programs for which Maiden Specialty receives a five percent ceding
commission on all premiums ceded by Maiden Specialty to TIC. The Surplus Lines Facility shall remain continuously
in force until terminated. The Company has obtained surplus lines authority for two of its insurance company
subsidiaries, which has significantly decreased the need for the Surplus Lines Facility. As a result of this agreement,
the Company assumed approximately $493 and $300 of written premium during the nine months ended September 30,
2013 and 2012, respectively. The Company recorded earned premium of approximately $159 and $838 and incurred
losses of approximately $57 and $371 for the three and nine months ended September 30, 2013. The Company
recorded earned premium of approximately $2,900 and $6,900 and incurred losses of approximately $1,600 and
$4,400 for the three and nine months ended September 30, 2012.

Note Payable to Maiden – Collateral for Proportionate Share of Reinsurance Obligations

In conjunction with the Maiden Quota Share, as described above, AII entered into a loan agreement with Maiden
Insurance during the fourth quarter of 2007, whereby Maiden Insurance loaned to AII the amount equal to its quota
share of the obligations of the AmTrust Ceding Insurers that AII was then obligated to secure. The loan agreement
provides for interest at a rate of LIBOR plus 90 basis points and is payable on a quarterly basis. Advances under the
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loan are secured by a promissory note and totaled $167,975 as of September 30, 2013. The Company recorded $697
and $304 of interest expense during the three months ended September 30, 2013 and 2012, respectively, and $2,168
and $1,846 of interest expense during the nine months ended September 30, 2013 and 2012, respectively. Effective
December 1, 2008, AII and Maiden Insurance entered into a Reinsurer Trust Assets Collateral agreement whereby
Maiden Insurance is required to provide AII the assets required to secure Maiden’s proportional share of the Company’s
obligations to its U.S. subsidiaries. The amount of this collateral as of September 30, 2013 was approximately
$1,097,890. Maiden retains ownership of the collateral in the trust account.
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Reinsurance Brokerage Agreement

Effective July 1, 2007, the Company, through a subsidiary, entered into a reinsurance brokerage agreement with
Maiden. Pursuant to the brokerage agreement, the Company provides brokerage services relating to the Maiden Quota
Share for a fee equal to 1.25% of reinsured premium. The Company recorded $3,002 and $1,821 of brokerage
commission (recorded as a component of service and fee income) during the three months ended September 30, 2013
and 2012, respectively, and $13,444 and $6,166 of brokerage commission during the nine months ended
September 30, 2013 and 2012, respectively.

Asset Management Agreement

Effective July 1, 2007, the Company, through a subsidiary, entered into an asset management agreement with Maiden,
pursuant to which the Company provides investment management services to Maiden and its affiliates. As of
September 30, 2013, the Company managed approximately $3,000,000 of assets related to this agreement. The
investment management services fee is an annual rate of 0.20% for periods in which average invested assets are
$1,000,000 or less and an annual rate of 0.15% for periods in which the average invested assets exceeds $1,000,000.
As a result of this agreement, the Company earned approximately $1,080 and $952 of investment management fees
(recorded as a component of service and fee income) for the three months ended September 30, 2013 and 2012,
respectively, and $3,182 and $2,612 of investment management fees for the nine months ended September 30, 2013
and 2012, respectively.

Senior Notes

In 2011, the Company, through a subsidiary, participated as a purchaser in a registered public offering by Maiden
Holdings North America, Ltd., a subsidiary of Maiden, for $12,500 of an aggregate $107,500 principal amount of
8.25% Senior Notes due 2041 (the “Notes”) that are fully and unconditionally guaranteed by Maiden. The Notes are
redeemable for cash, in whole or in part, on or after June 15, 2016, at 100% of the principal amount of the Notes to be
redeemed plus accrued and unpaid interest to, but not including, the redemption date. During the three months ended
September 30, 2013, the Company sold these Notes and realized a gain of $500 upon sale.

National General Holding Corp.

The Company has a strategic investment in National General Holding Corp. (“NGHC”). NGHC was formed by The
Michael Karfunkel 2005 Grantor Retained Annuity Trust (the “Trust”) and the Company for the purpose of acquiring
from GMAC Insurance Holdings, Inc. and Motor Insurance Corporation (“MIC”, together with GMAC Insurance
Holdings, Inc., “GMACI”), GMACI’s U.S. consumer property and casualty insurance business (the “GMACI Business”), a
writer of automobile coverages through independent agents in the United States. Its coverages include
standard/preferred auto, RVs, non-standard auto and commercial auto. The acquisition included ten statutory
insurance companies (the “GMACI Insurers”). From the time of the acquisition in 2010 until June 2013, Michael
Karfunkel, individually, and the Trust owned 100% of NGHC’s common stock (subject to the Company’s conversion
rights described below). Michael Karfunkel is the chairman of the board of directors of the Company and the
father-in-law of Barry D. Zyskind, the chief executive officer of the Company. The ultimate beneficiaries of the Trust
include Michael Karfunkel’s children, one of whom is married to Mr. Zyskind. In addition, Michael Karfunkel is the
Chairman of the Board of Directors of NGHC.

Pursuant to the Amended Stock Purchase Agreement, NGHC issued and sold to the Company for an initial purchase
price of approximately $53,000, which was equal to 25% of the capital initially required by NGHC, 53,054 shares of
Series A Preferred Stock, which provided an 8% cumulative dividend, was non-redeemable and was convertible, at
the Company’s option, into 21.25% of the issued and outstanding common stock of NGHC (the “Preferred Stock”). The
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Company had pre-emptive rights with respect to any future issuances of securities by NGHC and the Company’s
conversion rights were subject to customary anti-dilution protections. The Company had the right to appoint two
members of NGHC’s board of directors, which consists of up to six members. Subject to certain limitations, the board
of directors of NGHC could not take any action at a meeting without at least one of the Company’s appointees in
attendance and NGHC could not take certain corporate actions without the approval of a majority of its board of
directors (including the Company’s two appointees).

On June 5, 2013, the Company converted its 53,054 shares of Series A Preferred Stock of NGHC into 42,958 shares
of NGHC common stock, par value $0.01 per share, which became 12,295,430 shares of common stock after NGHC
effected a 286.22:1 stock split on June 6, 2013. In addition, on June 5, 2013, NGHC declared the Company's
cumulative dividend of approximately $12,203 on the Series A Preferred Stock payable through that date. On June 6,
2013, NGHC issued 21,850,000 shares in a 144A offering, which resulted in the Company owning 15.4% of the
issued and outstanding common stock of NGHC. In accordance with ASC 323-10-15, Investments-Equity Method and
Joint Ventures, the Company continues to account for its investment in
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NGHC under the equity method as it has the ability to exert significant influence on NGHC's operations. The
Company recorded a gain on the sale of its investment of $8,644 as a result of the stock issuance, which is included in
equity in earnings of unconsolidated subsidiary.

In total, the Company recorded $1,927 and $3,207 of income during the three months ended September 30, 2013 and
2012, respectively, and $10,537 and $8,659 of income during the nine months ended September 30, 2013 and 2012,
respectively, related to its equity investment in NGHC.  

Personal Lines Quota Share

In 2010, the Company entered into a quota share reinsurance agreement (“Personal Lines Quota Share”) among Integon
National Insurance Company ("Integon"), lead insurance company on behalf of the GMACI Insurers, as cedents, and
the Company, ACP Re, Ltd., a Bermuda reinsurer that is a wholly-owned indirect subsidiary of the Trust, and Maiden
Insurance Company, Ltd., as reinsurers. The Personal Lines Quota Share provided that the reinsurers, severally, in
accordance with their participation percentages, received 50% of the net premium of the GMACI Insurers and
assumed 50% of the related net losses. The Company had a 20% participation in the Personal Lines Quota Share, by
which it received 10% of the net premiums of the personal lines business and assumed 10% of the related net losses.
The Personal Lines Quota Share, provided that the reinsurers pay a provisional ceding commission equal to 32.0% of
ceded earned premium, net of premiums ceded by the personal lines companies for inuring reinsurance, subject to
adjustment to a maximum of 34.5% if the loss ratio for the reinsured business was 60.0% or less and a minimum of
30.0% if the loss ratio was 64.5% or higher. On August 1, 2013, the Company and its wholly-owned subsidiary,
Technology Insurance Company, Inc. (“TIC”) received notice from Integon, that Integon was terminating, effective
August 1, 2013, TIC's participation in the Personal Lines Quota Share. The results of its operations from the quota
share represent the Company's Personal Lines Reinsurance Segment. The termination is on a run-off basis, meaning
TIC will continue to receive net premiums and assume related net losses with respect to policies in force as of July 31,
2013 through the expiration of such policies. As the Company retained all assumed written premium through July 31,
2013 and the continuing cash flows associated with the business, the Company will not present the Personal Lines
Segment as a discontinued operation in accordance with ASC 205-20 Discontinued Operations. As a result of this
agreement, the Company assumed $7,266 and $30,258 of business from the GMACI Insurers during the three months
ended September 30, 2013 and 2012, respectively, and $66,893 and $89,690 of business from the GMACI Insurers
during the nine months ended September 30, 2013 and 2012, respectively.

Accident and Health Portfolio Transfer and Quota Share

Effective January 1, 2013, the Company, through one of its subsidiaries, entered into a Portfolio Transfer and Quota
Share Agreement (the “A&H Quota Share”) with National Health Insurance Company (“NHIC”), a subsidiary of NGHC,
related to the assumption by NHIC of the Company's book of A&H business. Pursuant to the A&H Quota Share,
NHIC assumed 100% of the Company's loss and unearned premium reserves related to the book of A&H business,
which total approximately $2,544. For the existing book of business, NHIC paid the Company a ceding commission
equal to the Company's acquisition costs and reinsurance costs of $474. In addition, the Company agreed to continue
to issue policies with respect to certain programs assumed by NHIC and certain new A&H programs for such new
policies, for which the Company will cede 100% of the premiums related to such policies subject to a ceding
commission of five percent plus its acquisition costs and reinsurance costs. The Company recorded approximately
$188 and $398 of ceding commission for the three and nine months ended September 30, 2013, related to the A&H
Quota Share.
Master Services Agreement

The Company provides NGHC and its affiliates information technology development services in connection with the
development and licensing of a policy management system at a cost which is currently 1.25% of gross written
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premium of NGHC and its affiliates plus the Company’s costs for development and support services. In addition, the
Company provides NGHC and its affiliates printing and mailing services at a per piece cost for policy and policy
related materials, such as invoices, quotes, notices and endorsements, associated with the policies the Company
processes for NGHC and its affiliates on the policy management system. The Company recorded approximately
$7,103 and $3,923 of fee income for the three months ended September 30, 2013 and 2012, respectively, and $18,475
and $9,962 of fee income for the nine months ended September 30, 2013 and 2012, respectively, related to this
agreement.
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Asset Management Agreement

The Company manages the assets of NGHC and its subsidiaries for an annual fee equal to 0.20% of the average
aggregate value of the assets under management for the preceding quarter if the average aggregate value for the
preceding quarter is $1,000,000 or less and 0.15% of the average aggregate value of the assets under management for
the preceding quarter if the average aggregate value for that quarter is more than $1,000,000. The Company managed
approximately $885,000 of assets as of September 30, 2013 related to this agreement. As a result of this agreement,
the Company earned approximately $440 and $381 of investment management fees for the three months ended
September 30, 2013 and 2012, respectively, and $1,293 and $1,127 of investment management fees for the nine
months ended September 30, 2013 and 2012, respectively.

As a result of the above service agreements with NGHC, the Company recorded fees totaling approximately $7,543
and $4,304 for the three months ended September 30, 2013 and 2012, respectively, and $19,768 and $11,089 for the
nine months ended September 30, 2013 and 2012, respectively. As of September 30, 2013, the outstanding balance
payable by NGHC related to these service fees and reimbursable costs was approximately $12,915.

800 Superior

In August 2011, the Company formed 800 Superior, LLC with a subsidiary of NGHC for the purposes of acquiring an
office building in Cleveland, Ohio. The Company and NGHC each have a fifty percent ownership interest in 800
Superior, LLC. The cost of the building was approximately $7,500. The Company has been appointed managing
member of the LLC. Additionally, in conjunction with the Company’s 15.4% ownership percentage of NGHC, the
Company ultimately receives 57.7% of the profits and losses of the LLC. As such, in accordance with ASC 810-10,
Consolidation, the Company has been deemed the primary beneficiary and, therefore, consolidates this entity.

Additionally in 2012, NGHC entered into an office lease with 800 Superior, LLC for approximately 134,000 square
feet. The lease period is for fifteen years and NGHC paid 800 Superior, LLC $627 and $520 for the three months
ended September 30, 2013 and 2012, respectively, and $1,698 and $865 for the nine months ended September 30,
2012. As discussed in Note 13. "New Market Tax Credit," 800 Superior, LLC, the Company and NGHC participated
in a financing transaction related to capital improvements on the office building. As part of that transaction, NGHC
and the Company entered into an agreement related to the payment and performance guaranties provided by the
Company to the various parties to the financing transaction whereby NGHC has agreed to contribute 50% toward any
payments the Company is required to make pursuant to the guaranties.

Lease Agreements

The Company has an office lease for its office space at 59 Maiden Lane in New York, New York from 59 Maiden
Lane Associates, LLC, an entity that is wholly-owned by Michael Karfunkel and George Karfunkel. The Company
currently leases 39,992 square feet of office space and the lease term is through May 2023. The Company paid
approximately $182 and $192 for the leased office space for the three months ended September 30, 2013 and 2012,
respectively, and $546 and $555 for the nine months ended September 30, 2013 and 2012, respectively.

In November 2012, the Company entered into an agreement for its office space in Chicago, Illinois. The lease is with
135 LaSalle Property, LLC, an entity that is wholly-owned by entities controlled by Michael Karfunkel and George
Karfunkel. The lease term is through November 30, 2022. The aforementioned lease replaced an existing lease with
another entity wholly-owned by the Karfunkels. The Company paid approximately $113 and $67 for these leases for
the three months ended September 30, 2013 and 2012, respectively, and $366 and $201 for the nine months ended
September 30, 2013 and 2012, respectively.
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Asset Management Agreement with ACP Re, Ltd.

The Company provides investment management services to ACP Re, Ltd. at (i) an annual rate of 0.20% of the average
value of ACP Re, Ltd.’s invested assets, excluding investment in AmTrust stock, for the preceding calendar quarter if
the average value of such assets for the quarter was $1,000,000 or less, or (ii) an annual rate of 0.15% of the average
value of ACP Re, Ltd.’s invested assets, excluding investment in AmTrust stock, for the preceding calendar quarter if
the average value of such assets for the quarter was greater than $1,000,000. During the three months ended March 31,
2012, the Company also provided accounting and administrative services to ACP Re, Ltd. for a monthly fee of $10.
The Company managed approximately $131,000 of assets as of September 30, 2013. The Company recorded
approximately $63 and $95 for these services for the three months ended September 30, 2013 and 2012, respectively,
and $173 and $328 for the nine months ended September 30, 2013 and 2012, respectively.
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Use of the Company Aircraft

The Company’s wholly-owned subsidiary, AmTrust Underwriters, Inc. (“AUI”), is a party to an aircraft time share
agreement with each of Maiden and NGHC. The agreements provide for payment to AUI for usage of its
company-owned aircraft and covers actual expenses incurred and permissible under federal aviation regulations,
including travel and lodging expenses of the crew, in-flight catering, flight planning and weather contract services,
ground transportation, fuel, landing and hanger fees, airport taxes, among others. AUI does not charge Maiden or
NGHC for the fixed costs that would be incurred in any event to operate the aircraft (for example, aircraft purchase
costs, insurance and flight crew salaries). During the three and nine months ended September 30, 2013, Maiden paid
AUI $6 and $38, respectively, and NGHC paid AUI $12 and $121, respectively, for the use of AUI’s aircraft under
these agreements. In addition, during the three and nine months ended September 30, 2012, Maiden paid AUI $19 and
$59, respectively, and NGHC paid AUI $53 and $163, respectively, for the use of AUI’s aircraft under these
agreements.

In addition, for personal travel, Mr. Zyskind, the Company’s President and Chief Executive Officer and Michael
Karfunkel, the Chairman of the Board, each entered into an aircraft reimbursement agreement with AUI and, since
entering into such agreement, have fully reimbursed AUI for the incremental cost billed by AUI for their personal use
of AUI’s aircraft. Mr. Zyskind reimbursed the Company $17 and $74 for his personal use of AUI's aircraft during the
three and nine months ended September 30, 2013, respectively, and reimbursed the Company $21 and $110 for his
personal use during the three and nine months ended September 30, 2012, respectively.

12.Acquisitions

Mutual Insurers Holding Company

On May 13, 2013, the Company completed the acquisition of Mutual Insurers Holding Company (“MIHC”) and its
subsidiaries. MIHC's primary operating subsidiary, First Nonprofit Insurance Company ("FNIC"), is the third largest
provider of property and casualty insurance products to nonprofit organizations in the U.S. In 2012, FNIC wrote
approximately $70,000 of premium in 27 states. Immediately prior to the acquisition, MIHC converted from a mutual
form to a stock form of ownership in a transaction “sponsored” by the Company. As required by the plan of conversion
and applicable Delaware law, the Company offered shares of its common stock, at a discount to the market price, to
the members of MIHC who held policies as of December 31, 2012 and the directors, officers and employees of MIHC
and its subsidiaries. The Company received subscriptions for approximately $472, resulting in the issuance by the
Company of 18,052 shares of its common stock at a discounted price of 20.0% from the Company's market trading
price, or approximately $118. Pursuant to the stock purchase agreement, after the expiration of the offering, the
Company purchased all of the authorized shares of capital stock of MIHC at a purchase price equal to the greater of
the gross proceeds received by the Company in the offering, and $8,000. The Company made a payment to MIHC of
$48,500, which included the $472 in proceeds the Company received in the offering, for the stock of FNIC.
Additionally, the Company as part of the transaction, was required to make a contribution to First Nonprofit
Foundation, a tax exempt corporation principally funded by FNIC's predecessor and managed for the benefit of
nonprofit organizations, in the amount of $7,882, which represented $8,000, as discussed above, less the discount of
approximately $118 on the shares issued by the Company in the transaction. The remaining $40,618 of cash
contributed to MIHC was retained by the Company. Additionally, the Company assumed $6,500 of debt in the
transaction. In accordance with FASB ASC 805-10 Business Combinations, the Company recorded an acquisition
price of approximately $14,500.
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A summary of the preliminary assets acquired and liabilities assumed for MIHC are as follows:

(Amounts in Thousands)
Assets

Cash and investments $134,780
Premium receivables 23,085
Other assets 43,714
Deferred tax asset 5,358
Property and equipment 2,684
Intangible assets 6,132

Total assets $215,753

Liabilities
Loss and loss expense reserves $89,267
Unearned premium 27,760
Accrued liabilities 23,630
Deferred tax liability 2,146
Notes payable 6,500

Total liabilities $149,303
Cash paid $48,500
Acquisition gain $17,950

During the three months ended September 30, 2013, the Company adjusted its acquisition gain from $20,187 to
$17,950 on a pre-tax basis. The adjustment related to an increase in other assets of $1,562 and accrued liabilities of
$3,799, which primarily related to an unrecorded contractual obligation of the seller as of the acquisition date.

The intangible assets consisted of state licenses and have an indefinite life. The intangible assets, as well as FNIC's
results of operations, are included as a component of the Small Commercial Business segment.

In accordance with FASB ASC 944-805 Business Combinations, the Company adjusted to fair value FNIC's loss and
LAE reserves by taking the acquired loss reserves recorded and discounting them based on expected reserve payout
pattern using a current risk free rate. This risk free interest rate was then adjusted based on different cash flow
scenarios that use different payout and ultimate reserve assumptions deemed to be reasonably possible based upon the
inherent uncertainties present in determining the amount and timing of payment of such reserves. The difference
between the acquired loss and LAE reserves and the Company's best estimate of the fair value of such reserves at
acquisition date is amortized ratably over the payout period of the acquired loss and LAE reserves and was
approximately $4,531.

As a result of this transaction, the Company recorded approximately $300 and $580 of fee income during the three
and nine months ended September 30, 2013. Additionally, the Company recorded approximately $16,737 and $18,975
of written premium for the three and nine months ended September 30, 2013 related to FNIC. The Company
anticipates completing its acquisition accounting by the end of 2013.

AMTCS Holdings, Inc.

On May 3, 2013, the Company, through its wholly-owned subsidiary AMT Warranty Corp., completed the acquisition
of CPPNA Holdings, Inc. (“CPPNA”) from CPP Group LLC, a company based in the United Kingdom, for
approximately $40,000. CPPNA subsequently changed its name to AMTCS Holdings, Inc. ("AMTCS"). AMTCS
provides administrative services for consumer protection products in the United States, including identity theft
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protection and warranties related to credit card purchases, to customers of AMTCS's financial services partners. In
accordance with FASB ASC 805-10 Business Combinations, the Company recorded a purchase price of
approximately $40,000, which consisted primarily of goodwill and intangible assets of approximately $17,327 and
$34,700, respectively, and a deferred tax liability of $12,145. The intangible asset consists of customer relationships
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and has a life of 12 years. The goodwill and intangibles, as well as AMTCS's results of operations, are included as a
component of the Specialty Risk and Extended Warranty segment.

As a result of this transaction, the Company recorded approximately $17,017 and $28,384 of fee income during the
three and nine months ended September 30, 2013. The Company anticipates completing its acquisition accounting by
the end of the fourth quarter of 2013.

Sequoia Insurance Company

On April 19, 2013, the Company completed the acquisition of all the issued and outstanding shares of common stock
of Sequoia Insurance Company and its subsidiaries, Sequoia Indemnity Company and Personal Express Insurance
Company (“Sequoia”) for approximately $60,000. Sequoia offers low hazard, property/casualty insurance products,
including workers' compensation and commercial package insurance, to small businesses in several western states,
with California representing Sequoia's largest market.

A summary of the preliminary assets acquired and liabilities assumed for Sequoia are as follows:
(Amounts in Thousands)
Assets

Cash and investments $215,473
Premium receivables 32,870
Reinsurance recoverables 43,793
Other assets 4,014
Deferred tax asset 7,780
Property and equipment 1,022
Intangible assets 11,848

Total assets $316,800

Liabilities
Loss and loss expense reserves $165,487
Unearned premium 59,773
Accrued liabilities 15,624
Deferred tax liability 4,147

Total liabilities $245,031
Purchase price 60,000
Acquisition gain $11,769

The intangible assets consists primarily of licenses and trademarks and have an indefinite life. The intangible assets,
as well as Sequoia's results of operations, are included as a component of the Small Commercial Business segment.

In accordance with FASB ASC 944-805 Business Combinations, the Company adjusted to fair value Sequoia's loss
and LAE reserves by taking the acquired loss reserves recorded and discounting them based on expected reserve
payout pattern using a current risk free rate. This risk free interest rate was then adjusted based on different cash flow
scenarios that use different payout and ultimate reserve assumptions deemed to be reasonably possible based upon the
inherent uncertainties present in determining the amount and timing of payment of such reserves. The difference
between the acquired loss and LAE reserves and the Company's best estimate of the fair value of such reserves at
acquisition date is amortized ratably over the payout period of the acquired loss and LAE reserves and was
approximately $7,448.
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As a result of this transaction, the Company recorded approximately $137 of fee income during the three and nine
months ended September 30, 2013. Additionally, the Company recorded approximately $34,246 and $55,703 of
written premium for the three and nine months ended September 30, 2013 . The Company anticipates completing its
acquisition accounting by the end of 2013.
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Car Care

On February 28, 2013, the Company, through its wholly-owned subsidiary IGI Group Limited, acquired all of the
issued and outstanding shares of capital stock of Car Care Plan (Holdings) Limited ("CCPH") from Ally Insurance
Holdings, Inc ("AIH"). CCPH is an administrator, insurer and provider of auto extended warranty, guaranteed asset
protection (GAP), Wholesale Floorplan Insurance and other complementary insurance products. CCPH underwrites its
products and the products of third-party administrators through its subsidiary Motors Insurance Company Limited, a
UK insurer authorized by the Financial Services Authority. CCPH has approximately 350 employees and is
headquartered in Thornbury, West Yorkshire in England with operations in the United Kingdom, Europe, China,
North America and Latin America. The Company paid $72,412 for the purchase of CCPH. In connection with the
closing of the transaction, the parties (or their affiliates) have agreed to enter into certain other agreements, including a
transition services agreement, pursuant to which the Seller will provide certain transitional services to IGI Group
Limited and the Company, and two reinsurance agreements, pursuant to which affiliates of the Seller will reinsure
certain insurance contracts of such affiliates with affiliates of IGI Group Limited. The Company initially recorded
approximately $39,986 of goodwill and intangible assets, which related to dealer relationships, trademarks and
non-compete agreements. During the three months ended June 30, 2013, the Company adjusted certain assumed assets
and liabilities as of the acquisition date. As a result, the Company recognized a retrospective gain on the acquisition of
approximately $26,067. The primary adjustments related to the reduction of an assumed liability for a pension plan of
approximately $34,000 and the write-down of goodwill of approximately $7,739.

As a result of this transaction, the Company recorded approximately $9,858 and $22,453 of fee income during the
three and nine months ended September 30, 2013. Additionally, the Company recorded approximately $29,712 and
$67,332 of written premium for the three and nine months ended September 30, 2013 related to Car Care. The
Company anticipates completing its acquisition accounting by the end of 2013.

A summary of the preliminary assets acquired and liabilities assumed for CCPH are as follows:
(Amounts in Thousands)
Assets

Cash and investments $253,257
Premium receivables 26,001
Reinsurance recoverables 12,186
Other assets 2,979
Property and equipment 589
Intangible assets 34,337

Total assets $329,349

Liabilities
Loss and loss expense reserves $10,626
Unearned premium 131,494
Deferred tax liability 6,215
Accrued liabilities 82,535

Total liabilities $230,870
Purchase price 72,412
Acquisition gain $26,067

During the three months ended September 30, 2013, the Company in accordance with the purchase agreement,
finalized with AIH the assumed loss and loss expense reserves at acquisition date. The adjustment resulted in a
reduction of assumed reserves by approximately $1,992 and required an additional payment to AIH for the same
amount.
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Additionally, certain employees, former employees and retirees of CCPH participate in a defined benefit pension plan.
The plan was frozen and curtailed in 2007. The impact of the plan on the Company's results of operations was
immaterial for the three and nine months ended September 30, 2013.
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First Nonprofit Companies, Inc.

On December 31, 2012, the Company completed the acquisition of First Nonprofit Companies, Inc. ("FNC") for
approximately $55,000. FNC serves approximately 1,500 nonprofit and government entities covering approximately
$5,000,000 of annual payroll. FNC offers unique services as well as insurance programs that are designed to allow
nonprofit and government entities to economically manage their unemployment tax obligations. In accordance with
FASB ASC 805-10 Business Combinations, the Company recorded a purchase price of approximately $55,000, which
consisted primarily of goodwill and intangible assets of $28,210 and $40,500, respectively. The intangible assets
consist of customer relationships and have a life of 18 years. The goodwill and intangibles are included as a
component of the Small Commercial Business segment. As a result of this transaction, the Company recorded
approximately $5,861 and $16,636 of fee income for the three and nine months ended September 30, 2013.

CNH Capital’s Insurance Agencies

In July 2012, the Company completed the acquisition of CNH Capital Insurance Agency Inc. and CNH Capital
Canada Insurance Agency, Ltd., collectively known as “CNH Capital Insurance Agencies,” from CNH Capital, the
financial services business of CNH Global N.V., for approximately $34,000. The acquisition allows the Company to
enhance and expand CNH Capital Insurance Agencies' offering of equipment extended service contracts and other
insurance products to Case IH, Case Construction, New Holland Agriculture and New Holland Construction
equipment dealers in the United States and Canada. Additionally, the Company entered into service and license
agreements with CNH Capital whereby the Company will make future payments based on gross revenues of the CNH
Capital Insurance Agencies. In accordance with FASB ASC 805-10, Business Combinations, the Company recorded a
purchase price of $34,000, which consisted primarily of goodwill and intangible assets of approximately $21,340 and
$19,400, respectively. The intangible assets consist of renewal rights and licenses and have asset lives of between 5
and 10 years. The goodwill and intangibles are included as a component of the Specialty Risk and Extended Warranty
segment. As a result of this transaction, the Company recorded approximately $7,603 and $21,912 of fee income
during the three and nine months ended September 30, 2013. Additionally, the Company recorded approximately
$14,294 and $40,807 of written premium for the three and nine months ended September 30, 2013 related to the CNH
Capital Insurance Agencies.

13.New Market Tax Credit

In September 2012, the Company's subsidiary, 800 Superior, LLC (an entity owned equally by the Company and
NGHC) received $19,400 in net proceeds from a financing transaction the Company and NGHC entered into with Key
Community Development Corporation (“KCDC”) related to a capital improvement project for an office building in
Cleveland, Ohio owned by 800 Superior, LLC. The Company, NGHC and KCDC collectively made capital
contributions (net of allocation fees) and loans to 800 Superior NMTC Investment Fund II LLC and 800 Superior
NMTC Investment Fund I LLC (collectively, the “Investment Funds”) under a qualified New Markets Tax Credit
(“NMTC”) program. The NMTC program was provided for in the Community Renewal Tax Relief Act of 2000 (the
“Act”) and is intended to induce capital investment in qualified lower income communities. The Act permits taxpayers
to claim credits against their federal income taxes for up to 39% of qualified investments in the equity of community
development entities (“CDEs”). CDEs are privately managed investment institutions that are certified to make qualified
low-income community investments (“QLICIs”).

In addition to the capital contributions and loans from the Company, NGHC and KCDC, as part of the transaction, the
Investment Funds received, directly and indirectly, proceeds of approximately $8,000 from two loans originating from
state and local governments of Ohio. These loans are each for a period of 15 years and have an average interest rate of
1.7% per annum.
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The Investment Funds then contributed the loan proceeds and capital contributions of $19,400 to two CDEs, which, in
turn, loaned the funds on similar terms to 800 Superior, LLC. The proceeds of the loans from the CDEs (including
loans representing the capital contribution made by KCDC, net of allocation fees) will be used to fund the capital
improvement project. As collateral for these loans, the Company has granted a security interest in the assets acquired
with the loan proceeds.
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The Company and NGHC are each entitled to receive an equal portion of 49% of the benefits derived from the
NMTCs generated by 800 Superior Investment Fund II LLC, while KCDC is entitled to the remaining 51%. The
NMTC is subject to 100% recapture for a period of 7 years as provided in the Internal Revenue Code. During this
seven-year compliance period, the entities involved are required to be in compliance with various regulations and
contractual provisions that apply to the NMTC arrangement. Non-compliance with applicable requirements could
result in the projected tax benefits not being realized and, therefore, could require the Company to indemnify KCDC
for any loss or recapture of NMTCs related to the financing until such time as the obligation to deliver tax benefits is
relieved. The Company does not anticipate any credit recaptures will be required in connection with this arrangement.
In addition, this transaction includes a put/call provision whereby the Company may be obligated or entitled to
repurchase KCDC's interest in the Investment Funds in September 2019 at the end of the recapture period. The
Company believes that KCDC will exercise its put option and, therefore, attributed an insignificant value to the
put/call.

The Company has determined that the Investment Funds are variable interest entities (“VIEs”). The ongoing activities of
the Investment Funds - collecting and remitting interest and fees and NMTC compliance - were all considered in the
initial design and are not expected to significantly affect economic performance throughout the life of the Investment
Funds. When determining whether to consolidate the Investment Funds, Company management considered the
contractual arrangements that obligate it to deliver tax benefits and provide various other guarantees to the structure,
KCDC's lack of a material interest in the underling economics of the project, and the fact that the Company is
obligated to absorb losses of the Investment Funds. Also, the Company has a 15.4% ownership in NGHC. The
Company concluded that it was the primary beneficiary and consolidated the Investment Funds, as VIEs, in
accordance with the accounting standard for consolidation. KCDC's contribution, net of syndication fees, is included
as accrued liability in the accompanying condensed consolidated balance sheets. Direct costs incurred in structuring
the financing arrangement are deferred and will be recognized as expense over the term of the loans. Incremental costs
to maintain the structure during the compliance period are recognized as incurred.

14. Stockholder Equity and Accumulated Other Comprehensive Income (Loss)

The following tables summarize accumulated other comprehensive income (loss) for the nine months ended
September 30, 2013 and 2012:

(Amounts in Thousands)
Foreign
Currency
Items

Unrealized
Gains
(Losses) on
Investments

Interest Rate
Swap Hedge

Accumulated
Other
Comprehensive
Income

Balance, December 31, 2011 $(17,091 ) $9,372 $(2,280 ) $(9,999 )
Other comprehensive income (loss) before
reclassifications 4,624 60,499 (952 ) 64,171

Amounts reclassed from accumulated other
comprehensive loss — (4,234 ) — (4,234 )

Net current-period other comprehensive income
(loss) 4,624 56,265 (952 ) 59,937

Balance, September 30, 2012 $(12,467 ) $65,637 $(3,232 ) $49,938

Balance, December 31, 2012 $(10,361 ) $77,605 $(3,013 ) $64,231
Other comprehensive (loss) income before
reclassifications (4,739 ) (72,193 ) 862 (76,070 )

— 3,839 — 3,839
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Amounts reclassed from accumulated other
comprehensive income
Net current-period other comprehensive (loss)
income (4,739 ) (68,354 ) 862 (72,231 )

Balance, September 30, 2013 $(15,100 ) $9,251 $(2,151 ) $(8,000 )

During the nine months ended September 30, 2013 and 2012 amounts reclassed from accumulated other
comprehensive income into net income were included in realized gain on investments.
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The following table summarizes the ownership components of total stockholders' equity for the nine months ended
September 30, 2013 and 2012:

2013 2012

(Amounts in Thousands) AmTrust Non-Controlling
Interest Total AmTrust Non-Controlling

Interest Total

Beginning Balance $1,144,121 $ 103,344 $1,247,465 $890,563 $ 69,098 $959,661
Net income (loss) 222,983 (1,474 ) 221,509 122,674 3,079 125,753
Unrealized holding (loss)
gain (72,193 ) — (72,193 ) 60,499 — 60,499

Reclassification adjustment 3,839 — 3,839 (4,234 ) — (4,234 )
Foreign currency translation (4,739 ) — (4,739 ) 4,624 — 4,624
Unrealized gain (loss) on
interest rate swap 862 — 862 (952 ) — (952 )

Share exercises,
compensation and other 13,349 — 13,349 9,130 — 9,130

Common share dividends (29,337 ) — (29,337 ) (18,200 ) — (18,200 )
Preferred stock issuance, net
of fees 111,130 — 111,130 — — —

Preferred stock dividends (2,048 ) — (2,048 ) — — —
Common share issuance 472 — 472 — — —
Capital contribution — 16,108 16,108 — 16,624 16,624
Equity component of
convertible senior notes, net
of income tax and issue costs

— — — 3,306 — 3,306

Acquisition of
non-controlling
    interest

— — — 6,900 (6,900 ) —

Ending Balance $1,388,439 $ 117,978 $1,506,417 $1,074,310 $ 81,901 $1,156,211

On June 10, 2013, the Company issued 4,600,000 shares of 6.75% Non-Cumulative Preferred Stock. Dividends on the
Series A Preferred Stock when, as and if declared by the Company's Board of Directors or a duly authorized
committee of the Board will accrue and be payable on the liquidation preference amount, on a non-cumulative basis,
quarterly in arrears on the 15th day of March, June, September and December of each year (each, a "dividend payment
date"), at an annual rate of 6.75%. On September 15, 2013, the Company paid dividends on the Series A Preferred
Stock in the amount of $2,048.

Dividends on the Series A Preferred Stock are not cumulative. Accordingly, in the event dividends are not declared on
the Series A Preferred Stock for payment on any dividend payment date, then those dividends will not accumulate and
will not be payable. If the Company has not declared a dividend before the dividend payment date for any dividend
period, the Company will have no obligation to pay dividends for that dividend period, whether or not dividends on
the Series A Preferred Stock are declared for any future dividend payment.

On May 10, 2013, the Company issued 18,052 shares of common stock at a price of $26.17 per share in connection
with the purchase of MIHC as described more fully in Note 12. "Acquisitions".

15. Contingent Liabilities

Litigation
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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.

39

Edgar Filing: Amtrust Financial Services, Inc. - Form 10-Q

69



16. Segments

The Company currently operates four  business segments, Small Commercial Business; Specialty Risk and Extended
Warranty; Specialty Program and Personal Lines Reinsurance. The “Corporate & Other” segment represents the
activities of the holding company as well as a portion of service and 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 deferred acquisition cost, reinsurance recoverable, goodwill, intangible assets and prepaid
reinsurance while the remaining assets are allocated based on gross 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 gross 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. Ceding commission revenue is allocated to each segment based on that segment’s
proportionate share of the Company’s overall acquisition costs. Interest expense is allocated based on gross written
premium by segment. Income taxes are allocated on a pro-rata basis based on the Company’s effective tax rate.
Additionally, management reviews the performance of underwriting income in assessing the performance of and
making decisions regarding the allocation of resources to the segments. Underwriting income excludes, primarily,
service and fee revenue, investment income and other revenues, other expenses, interest expense and income taxes.
Management believes that providing this information in this manner is essential to providing Company’s shareholders
with an understanding of the Company’s business and operating performance.

During the nine months ended September 30, 2013, the Company's Specialty Risk and Extended Warranty segment
derived over ten percent of its total revenue from one broker or customer. During the nine months ended
September 30, 2013, the Company's Specialty Program segment derived over ten percent of its revenue from one
broker.

The following tables summarize the results of operations of the business segments for the three and nine months
ended September 30, 2013 and 2012:

(Amounts in Thousands)
Small
Commercial
Business

Specialty
Risk
and Extended
Warranty

Specialty
Program

Personal
Lines
Reinsurance

Corporate
and Other Total

Three months ended September 30,
2013:
Gross written premium $ 423,328 $ 352,866 $290,677 $ 7,266 $— $1,074,137

Net written premium 239,890 247,383 234,257 7,266 — 728,796
Change in unearned premium (37,694 ) (1,001 ) (95,241 ) 19,035 — (114,901 )
Net earned premium 202,196 246,382 139,016 26,301 — 613,895

Ceding commission - primarily
related party 25,576 22,120 20,523 — — 68,219

Loss and loss adjustment expense (130,971 ) (164,977 ) (96,417 ) (18,214 ) — (410,579 )
Acquisition costs and other
underwriting expenses (75,359 ) (64,630 ) (59,798 ) (8,032 ) — (207,819 )

(206,330 ) (229,607 ) (156,215 ) (26,246 ) — (618,398 )
Underwriting income 21,442 38,895 3,324 55 — 63,716
Service and fee income 22,024 56,130 19 — 11,808 89,981
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Investment income and realized gain 10,673 7,664 6,142 (77 ) — 24,402
Other expenses (31,089 ) (26,227 ) (21,025 ) (639 ) — (78,980 )
Interest expense (3,589 ) (3,037 ) (2,417 ) (77 ) — (9,120 )
Foreign currency gain — 368 — — — 368
Gain on life settlement contracts 29 28 17 2 — 76
Acquisition gain on purchase — — — — — —
Provision for income taxes (7,501 ) (24,608 ) 4,070 262 (4,904 ) (32,681 )
Equity in earnings of unconsolidated
subsidiary  – related party — — — — 1,927 1,927

Non-controlling interest 234 201 156 6 — 597
Net income attributable to AmTrust
Financial Services, Inc. $ 12,223 $ 49,414 $(9,714 ) $ (468 ) $8,831 $60,286
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(Amounts in Thousands)
Small
Commercial
Business

Specialty Risk
and Extended
Warranty

Specialty
Program

Personal
Lines
Reinsurance

Corporate
and Other Total

Three months ended September 30,
2012:
Gross written premium $ 243,603 $ 260,415 $202,280 $ 30,258 $— $736,556

Net written premium 133,492 137,106 182,803 30,258 — 483,659
Change in unearned premium (9,686 ) (21,371 ) (63,560 ) (1,595 ) — (96,212 )
Net earned premium 123,806 115,735 119,243 28,663 — 387,447

Ceding commission - primarily
related party 17,845 13,226 18,789 — — 49,860

Loss and loss adjustment expense (81,727 ) (72,812 ) (82,619 ) (18,488 ) — (255,646 )
Acquisition costs and other
underwriting expenses (48,317 ) (36,126 ) (50,551 ) (8,742 ) — (143,736 )

(130,044 ) (108,938 ) (133,170 ) (27,230 ) — (399,382 )
Underwriting income 11,607 20,023 4,862 1,433 — 37,925
Service and fee income 12,403 23,605 1,294 — 7,259 44,561
Investment income and realized gain
(loss) 6,803 7,519 5,624 696 — 20,642

Other expenses (13,660 ) (14,713 ) (11,771 ) (2,193 ) — (42,337 )
Interest expense (2,288 ) (2,444 ) (2,102 ) (384 ) — (7,218 )
Foreign currency loss — (951 ) — — — (951 )
Gain on life settlement contracts 1,100 1,211 784 156 — 3,251
Provision for income taxes (3,563 ) (7,646 ) 292 66 (2,336 ) (13,187 )
Equity in earnings of unconsolidated
subsidiary – related party — — — — 3,207 3,207

Non-controlling interest (922 ) (1,024 ) (594 ) (123 ) — (2,663 )
Net income attributable to AmTrust
Financial Services, Inc. $ 11,480 $ 25,580 $(1,611 ) $ (349 ) $8,130 $43,230

41

Edgar Filing: Amtrust Financial Services, Inc. - Form 10-Q

72



(Amounts in Thousands)
Small
Commercial
Business

Specialty
Risk
and Extended
Warranty

Specialty
Program

Personal
Lines
Reinsurance

Corporate
and Other Total

Nine months ended September 30,
2013:
Gross written premium $1,189,088 $ 1,129,080 $673,612 $ 66,893 $— $3,058,673

Net written premium 632,183 722,097 479,726 66,893 — 1,900,899
Change in unearned premium (115,087 ) (126,411 ) (118,556 ) 17,583 — (342,471 )
Net earned premium 517,096 595,686 361,170 84,476 — 1,558,428

Ceding commission - primarily
related party 78,064 63,533 57,737 — — 199,334

Loss and loss adjustment expense (339,669 ) (401,998 ) (247,791 ) (57,487 ) — (1,046,945 )
Acquisition costs and other
underwriting expenses (208,120 ) (169,379 ) (153,924 ) (25,775 ) — (557,198 )

(547,789 ) (571,377 ) (401,715 ) (83,262 ) — (1,604,143 )
Underwriting income 47,371 87,842 17,192 1,214 — 153,619
Service and fee income 65,360 136,196 86 — 36,954 238,596
Investment income and realized
gain 34,950 31,118 16,986 1,428 — 84,482

Other expenses (82,462 ) (78,301 ) (46,715 ) (4,639 ) — (212,117 )
Interest expense (9,365 ) (8,892 ) (5,305 ) (527 ) — (24,089 )
Foreign currency gain — 2,423 — — — 2,423
Gain on life settlement contracts 30 30 18 2 — 80
Acquisition gain on purchase 29,719 26,067 — — — 55,786
Provision for income taxes (24,300 ) (55,777 ) 5,035 716 (13,482 ) (87,808 )
Equity in earnings of
unconsolidated subsidiary  – related
party

— — — — 10,537 10,537

Non-controlling interest 573 544 325 32 — 1,474
Net income attributable to AmTrust
Financial Services, Inc. $61,876 $ 141,250 $(12,378 ) $ (1,774 ) $34,009 $222,983
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(Amounts in Thousands)
Small
Commercial
Business

Specialty Risk
and Extended
Warranty

Specialty
Program

Personal
Lines
Reinsurance

Corporate
and Other Total

Nine months ended September 30,
2012:
Gross written premium $ 690,081 $ 767,114 $428,796 $ 89,690 $— $1,975,681

Net written premium 356,652 450,526 338,157 89,690 — 1,235,025
Change in unearned premium (46,950 ) (57,611 ) (88,385 ) (6,614 ) — (199,560 )
Net earned premium 309,702 392,915 249,772 83,076 — 1,035,465

Ceding commission - primarily
related party 50,435 46,594 43,655 — — 140,684

Loss and loss adjustment expense (201,256 ) (241,883 ) (170,639 ) (53,584 ) — (667,362 )
Acquisition costs and other
underwriting expenses (133,412 ) (123,249 ) (115,475 ) (25,338 ) — (397,474 )

(334,668 ) (365,132 ) (286,114 ) (78,922 ) — (1,064,836 )
Underwriting income 25,469 74,377 7,313 4,154 — 111,313
Service and fee income 38,383 57,252 1,313 — 21,162 118,110
Investment income and realized gain 19,055 20,683 11,432 1,889 — 53,059
Other expenses (38,525 ) (42,826 ) (23,938 ) (5,007 ) — (110,296 )
Interest expense (7,441 ) (8,271 ) (4,624 ) (967 ) — (21,303 )
Foreign currency loss — (2,985 ) — — — (2,985 )
Gain on life settlement contracts 1,851 2,059 1,151 241 — 5,302
Provision for income taxes (8,653 ) (22,372 ) 1,640 (69 ) (6,652 ) (36,106 )
Equity in earnings of unconsolidated
subsidiary – related party — — — — 8,659 8,659

Non-controlling interest (1,075 ) (1,196 ) (668 ) (140 ) — (3,079 )
Net income attributable to AmTrust
Financial Services, Inc. $ 29,064 $ 76,721 $(6,381 ) $ 101 $23,169 $122,674

The following tables summarize long lived assets and total assets of the business segments as of September 30, 2013
and December 31, 2012:

(Amounts in Thousands)
Small
Commercial
Business

Specialty Risk
and Extended
Warranty

Specialty
Program

Personal
Lines
Reinsurance

Corporate
and other Total

As of September 30, 2013:
Property and equipment, net $ 37,037 $ 35,168 $20,981 $ 2,084 $— $95,270
Goodwill and intangible assets 236,799 325,950 32,143 — — 594,892
Total assets 4,186,721 3,842,651 1,748,671 121,055 — 9,899,098

As of December 31, 2012:
Property and equipment, net $ 25,789 $ 30,897 $15,984 $ 3,263 $— $75,933
Goodwill and intangible assets 245,330 245,139 24,498 — — 514,967
Total assets 2,778,136 3,127,543 1,330,005 181,553 — 7,417,237
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Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations

The following discussion and analysis of our financial condition and results of operations should be read in
conjunction with our condensed consolidated financial statements and related notes included elsewhere in this Form
10-Q.

Note on Forward-Looking Statements

This Form 10-Q contains certain forward-looking statements that are intended to be covered by the safe harbors
created by The Private Securities Litigation Reform Act of 1995. When we use words such as “anticipate,” “intend,” “plan,”
“believe,” “estimate,” “expect,” or similar expressions, we do so to identify forward-looking statements. Examples of
forward-looking statements include the plans and objectives of management for future operations, including those
relating to future growth of our business activities and availability of funds, and are based on current expectations that
involve assumptions that are difficult or impossible to predict accurately, many of which are beyond our control.
There can be no assurance that actual developments will be those anticipated by us. Actual results may differ
materially from those expressed or implied in these statements as a result of significant risks and uncertainties,
including, but not limited to, non-receipt of expected payments from insureds or reinsurers, changes in interest rates, a
downgrade in the financial strength ratings of our insurance subsidiaries, the effect of the performance of financial
markets on our investment portfolio, our estimates of the fair value of our life settlement contracts, development of
claims and the effect on loss reserves, accuracy in projecting loss reserves, the cost and availability of reinsurance
coverage, the effects of emerging claim and coverage issues, changes in the demand for our products, our degree of
success in integrating acquired businesses, the effect of general economic conditions, state and federal legislation,
regulations and regulatory investigations into industry practices, risks associated with conducting business outside the
United States, developments relating to existing agreements, disruptions to our business relationships with Maiden
Holdings, Ltd., National General Holding Corp., or third party agencies and warranty administrators, difficulties with
technology or breaches in data security, heightened competition, changes in pricing environments, and changes in
asset valuations. Additional information about these risks and uncertainties, as well as others that may cause actual
results to differ materially from those projected, is contained in our filings with the SEC, including our Annual Report
on Form 10-K for the year ended December 31, 2012, and our quarterly reports on Form 10-Q. The projections and
statements in this report speak only as of the date of this report and we undertake no obligation to update or revise any
forward-looking statement, whether as a result of new information, future developments or otherwise, except as may
be required by law.

Overview

We are 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 that
we believe are predictable. We target lines of insurance that we believe generally are underserved by the market. We
have grown by hiring teams of underwriters with expertise in our specialty lines, through acquisitions of companies
and assets that, in each case, provide access to distribution networks and renewal rights to established books of
specialty insurance business. We have operations in four business segments:

•Small Commercial Business.  We provide workers’ compensation, commercial package and other commercial
insurance lines produced by wholesale agents, retail agents and brokers in the United States.

•

Specialty Risk and Extended Warranty. We provide 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 States and Europe, and certain niche property, casualty and
specialty liability risks in the United States and Europe, including general liability, employers’ liability and
professional and medical liability.
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•Specialty Program. We write commercial insurance for narrowly defined classes of insureds, requiring an in-depth
knowledge of the insured’s industry segment, through general and other wholesale agents.

•

Personal Lines Reinsurance. Through July 31, 2013, we reinsured 10% of the net premiums of the GMACI personal
lines business, pursuant to the Personal Lines Quota Share with the GMACI personal lines insurance companies. On
August 1, 2013, we received notice, effective August 1, 2013, that our participation in the Personal Lines Quota Share
was terminated. The termination is on a run-off basis, meaning we will continue to receive net premiums and assume
related net losses with respect to policies in force as of July 31, 2013 through the expiration of such policies. As we
retained all assumed written premium through July 31, 2013 and the continuing cash flows associated with the
business, we will not present the Personal Lines Reinsurance segment as a discontinued operation in accordance with
ASC 205-20 Discontinued Operations.
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We transact business primarily through our twelve insurance subsidiaries domiciled in the United States and four
insurance subsidiaries domiciled in Europe. We are authorized to write business in all 50 states in the United States
and in the European Union. Our principal operating subsidiaries are rated "A" or "A-" (Excellent) by A.M. Best
Company ("A.M. Best").

For the nine months ended September 30, 2013, our results of operations include activity for the following entities that
were acquired subsequent to the nine months ended September 30, 2012:

•First Nonprofit Companies, Inc. ("FNC")
•Car Care Plan (Holdings) Limited ("CCPH" or "Car Care")

•Sequoia Insurance Company, Sequoia Indemnity Company and Personal Express Insurance Company, collectivelyknown as "Sequoia"

•Mutual Insurance Holding Company and First Nonprofit Insurance Company and subsidiaries, collectively known as"FNIC"

•AMTCS Holdings, Inc. and subsidiaries, collectively known as "AMTCS", which was called CPPNA Holdings, Inc.at acquisition

Additionally, in May 2013, one of our subsidiaries entered into a transaction with an international corporation through
the issuance of insurance policies covering the risk related to certain contractual liabilities.  We received
approximately $148 million in cash to service the contractual liabilities.  The polices cover any additional liabilities
related to the payment of the contractual liabilities.  During the three and nine months ended September 30, 2013, we
recognized approximately $10 million and $13 million of earned premium, 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
Commercial Business and Specialty Program segments has not been significant. We believe that this is because we
serve many small businesses in different geographic locations. In addition, we believe seasonality is 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
summary provides further explanation of the key measures that we use to evaluate our results:

Gross Written Premium. Gross written premium represents estimated premiums from each insurance policy that we
write, including as a servicing carrier for assigned risk plans, during a reporting period based on the effective date of
the individual policy. Certain policies that we underwrite 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 Written Premium. Net written premium is gross written premium less that portion of premium that we ceded to
third party reinsurers under reinsurance agreements. The amount ceded under these reinsurance agreements is based
on the contractual formula contained in the individual reinsurance agreements.

Net Earned Premium. Net earned premium is the earned portion of our net written premiums. We earn insurance
premiums 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, which are earned in subsequent periods over the remaining term
of the policy. Our workers’ compensation insurance and commercial package policies typically have a term of one
year. Thus, for a one-year policy written on July 1, 2012 for an employer with a constant payroll during the term of
the policy, we would earn half of the premiums in 2012 and the other half in 2013. We earn our specialty risk and
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extended warranty coverages over the estimated exposure time period. The terms vary depending on the risk and have
an average duration of approximately 24 months, but range in duration from one month to 120 months.

Net Investment Income and Realized Gains and (Losses).   We invest our statutory surplus funds and the funds
supporting our insurance liabilities primarily in cash and cash equivalents, fixed maturity and equity securities. Our
net investment income includes interest and dividends earned on our invested assets. We report net realized gains and
losses on our investments separately from our net investment income. Net realized gains occur when we sell our
investment securities for more than their costs or amortized costs, as applicable. Net realized losses occur when we
sell our investment securities for less than their costs or amortized costs, as applicable, or we write down the
investment securities as a result of other-than-temporary impairment. We classify equity securities and our fixed
maturity securities as available-for-sale. We report net unrealized gains (losses) on those securities classified as
available-for-sale separately within accumulated other comprehensive income on our balance sheet.
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Ceding Commission Revenues. Ceding commission is a commission we receive from ceding gross written premium to
third party reinsurers. We earn commissions on reinsurance premiums ceded in a manner consistent with the
recognition of the direct acquisition costs of the underlying insurance policies, generally on a pro-rata basis over the
terms of the policies reinsured. In connection with the Maiden Quota Share, which is our primary source of ceding
commission, the amount we receive is a blended rate based on the contractual formula contained therein.The rate may
not correlate specifically to the cost structure of our individual segments. As such, we allocate earned ceding
commissions to our segments based on each segment’s proportionate share of total acquisition costs and other
underwriting expenses recognized during the period.

Service and Fee Income.   We currently generate service and fee income from the following sources:

• Product warranty registration and service — Our Specialty Risk and Extended Warranty business generates fee
revenue for product warranty registration and claims handling services provided to unaffiliated third parties.

•Servicing carrier — We act as a servicing carrier for workers’ compensation assigned risk plans in nine states. In
addition, we also offer claims adjusting and loss control services for fees to unaffiliated third parties.

•

Management services — We provide services to insurance consumers, traditional insurers and insurance producers by
offering flexible and cost effective alternatives to traditional insurance tools in the form of various risk retention
groups and captive management companies, as well as management of workers’ compensation and commercial
property programs. We also offer programs and alternative funding options for non-profit and public sector
organizations for the management of their state unemployment insurance obligations.

•

Installment, reinstatement and policy fees — We recognize fee income associated with the issuance of workers’
compensation policies for installment fees, in jurisdictions where it is permitted and approved, and reinstatement fees,
which are fees charged to reinstate a policy after it has been canceled for non-payment, in jurisdictions where it is
permitted and approved. Additionally, we recognize policy fees associated with general liability policies placed by
our subsidiary, Builders & Tradesmen's Insurance Services, Inc.

•Broker services — We provide brokerage services to Maiden in connection with our reinsurance agreement for which
we receive a fee.

•Asset management services — We currently manage the investment portfolios of Maiden, National General Holdings
Corp ("NGHC") and ACP Re, Ltd. for which we receive a management fee.

•Information technology services — We provide information technology and printing and mailing services to NGHC and
its affiliates for a fee.

Loss and Loss Adjustment Expenses Incurred.   Loss and loss adjustment expenses (“LAE”) incurred represent our
largest expense item and, for any given reporting period, include estimates of future claim payments, changes in those
estimates from prior reporting periods and costs associated with investigating, defending and servicing claims. These
expenses fluctuate based on the amount and types of risks we insure. We record loss and loss adjustment expenses
related to estimates of future claim payments based on case-by-case valuations and statistical analysis. We seek to
establish all reserves at the most likely ultimate exposure based on our historical claims experience. It is typical for
our more serious bodily injury claims to take several years to settle and we revise our estimates as we receive
additional information about the condition of injured employees and claimants and the costs of their medical
treatment. Our ability to estimate loss and loss adjustment expenses accurately at the time of pricing our insurance
policies is a critical factor in our profitability.

 Acquisition Costs and Other Underwriting Expenses.   Acquisition costs and other underwriting expenses consist of
policy acquisition expenses, salaries and benefits and general and administrative expenses. These items are described
below:

•Policy acquisition expenses comprise commissions directly attributable to those agents, wholesalers or brokers that
produce premiums written on our behalf. In most instances, we pay commissions based on collected premium, which
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reduces our credit risk exposure associated with producers in case a policyholder does not pay a premium. We pay
state and local taxes, licenses and fees, assessments and contributions to various state guaranty funds based on our
premiums or losses in each state. Surcharges that we may be required to charge and collect from insureds in certain
jurisdictions are recorded as accrued liabilities, rather than expense.

•

Salaries and benefits expenses are those salaries and benefits expenses for employees that are directly involved in the
origination, issuance and maintenance of policies, claims adjustment and accounting for insurance transactions. We
classify salaries and benefits associated with employees that are involved in fee generating activities as other
expenses.
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•

General and administrative expenses are comprised of other costs associated with our insurance activities, such as
federal excise tax, postage, telephones and internet access charges, as well as legal and auditing fees and board and
bureau charges. They also include the amortization of intangible assets and reduction of deferred tax liabilities related
to Luxembourg captive entities.

Gain (loss) on Investment in Life Settlement Contracts.  The gain (loss) on investment in life settlement contracts
includes the gain on acquisition of life settlement contracts, the gain realized upon a mortality event and the change in
fair value of the investments in life settlements as evaluated at the end of each reporting period. We determine fair
value based upon our estimate of the discounted cash flow related to policies (net of reserves for improvements in
mortality, the possibility that the high net worth individuals represented in our portfolio may have access to better
health care, the volatility inherent in determining the life expectancy of insureds with significant reported health
impairments, the possibility that the issuer of the policy or a third party will contest the payment of the death benefit
payable to us and the future expenses related to the administration of the portfolio), which incorporates current life
expectancy assumptions, premium payments, credit exposure to the insurance companies that issued the life insurance
policies and the rate of return that a buyer would require on the policies as no comparable market pricing is available.
The gain (loss) realized upon a mortality event is the difference between the death benefit received and the recorded
fair value of that particular policy. We allocate gain (loss) on investment in life settlement contracts to our segments
based on gross written premium by segment.

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 acquisition costs and other
underwriting expenses less ceding commission revenue to net premiums earned. As we allocate certain acquisition
costs and other underwriting expenses based on premium volume to our segments, net loss ratio on a segment basis
may be impacted period over period by a shift in each segment's proportionate share of net written premium.

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.

Net Premiums Earned less Expenses Included in Combined Ratio (Underwriting Income).   Underwriting income is a
measure of an insurance company’s overall operating profitability before items such as investment income, interest
expense and income taxes.

Return on Equity. We calculate return on equity by dividing net income 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 annualized average equity was 18.8% and 16.7% for the three months ended September 30, 2013 and 2012,
respectively, and 24.4% and 16.6% for the nine months ended September 30, 2013 and 2012, respectively. In addition,
we target a net combined ratio of 95% 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 89.6% and 90.2% for the three months ended September 30, 2013 and 2012, respectively, and 90.2% and 89.2%
for the nine months ended September 30, 2013 and 2012, respectively.

Critical Accounting Policies
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Our discussion and analysis of our results of operations, financial condition and liquidity are based upon our
consolidated financial statements, which have been prepared in accordance with U.S. generally accepted accounting
principles. The preparation of these financial statements requires us 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. We have 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, 2012.
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Results of Operations

Consolidated Results of Operations for the Three and Nine Months Ended September 30, 2013 and 2012 (Unaudited)
Three Months Ended September
30,

Nine Months Ended September
30,

(Amounts in Thousands) 2013 2012 2013 2012
Gross written premium $1,074,137 $736,556 $3,058,673 $1,975,681

Net written premium $728,796 $483,659 $1,900,899 $1,235,025
Change in unearned premium (114,901 ) (96,212 ) (342,471 ) (199,560 )
Net earned premiums 613,895 387,447 1,558,428 1,035,465
Ceding commission – primarily related party 68,219 49,860 199,334 140,684
Service and fee income (related parties – three
months $11,715; $7,171 and nine months
$36,636; $20,195)

89,981 44,561 238,596 118,110

Net investment income 23,290 18,429 64,019 49,291
Net realized gain (loss) on investments 1,112 2,213 20,463 3,768
Total revenues 796,497 502,510 2,080,840 1,347,318
Loss and loss adjustment expense 410,579 255,646 1,046,945 667,362
Acquisition costs and other underwriting
expenses 207,819 143,736 557,198 397,474

Other 78,980 42,337 212,117 110,296
Total expenses 697,378 441,719 1,816,260 1,175,132
Income before other income (expense), income
taxes and equity in earnings of unconsolidated
subsidiaries

99,119 60,791 264,580 172,186

Other income (expense):
Interest expense (9,120 ) (7,218 ) (24,089 ) (21,303 )
Net gain on investment in life settlement
contracts net of profit commission 76 3,251 80 5,302

Foreign currency gain (loss) 368 (951 ) 2,423 (2,985 )
Acquisition gain on purchase — — 55,786 —
Total other income (expense) (8,676 ) (4,918 ) 34,200 (18,986 )
Income before income taxes and equity in
earnings (loss) of unconsolidated subsidiaries 90,443 55,873 298,780 153,200

Provision for income taxes 32,681 13,187 87,808 36,106
Income before equity in earnings of
unconsolidated subsidiaries 57,762 42,686 210,972 117,094

Equity in earnings of unconsolidated
subsidiaries – related party 1,927 3,207 10,537 8,659

Net income 59,689 45,893 221,509 125,753
Non-controlling interest 597 (2,663 ) 1,474 (3,079 )
Net income attributable to AmTrust Financial
Services, Inc. 60,286 43,230 222,983 122,674

Dividends on preference stock (2,048 ) — (2,048 ) —
Net income attributable to AmTrust common
shareholders $58,238 $43,230 $220,935 $122,674

Net realized gain (loss) on investments:
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Total other-than-temporary impairment loss $— $— $— $(1,208 )
Portion of loss recognized in other
comprehensive income — — — —

Net impairment losses recognized in earnings — — — (1,208 )
Other net realized gain on investments 1,112 2,213 20,463 4,976
Net realized investment gain (loss) $1,112 $2,213 $20,463 $3,768

Key measures:
Net loss ratio 66.9 % 66.0 % 67.2 % 64.5 %
Net expense ratio 22.7 % 24.2 % 23.0 % 24.8 %
Net combined ratio 89.6 % 90.2 % 90.2 % 89.2 %
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Consolidated Results of Operations for the Three Months Ended September 30, 2013 and 2012

Gross Written Premium. Gross written premium increased $337.5 million, or 45.8%, to $1,074.1 million from $736.6
million  for the three months ended September 30, 2013  and 2012, respectively. The increase of $337.5 million was
primarily attributable to growth in our three primary segments. The increase in Small Commercial Business resulted
primarily from increases in the number of policies issued as well as the average policy size and the impact of the
Sequoia and FNIC acquisitions. The largest increases came from the states of California, Florida, New Jersey, New
York and Pennsylvania. The increase in Specialty Risk and Extended Warranty resulted from the acquisition of Car
Care in 2013, as well as organic growth both in Europe and domestically. The increase in Specialty Program resulted
primarily from growth in existing commercial package programs.

Net Written Premium. Net written premium increased $245.1 million, or 50.7%, to $728.8 million from $483.7
million  for the three months ended September 30, 2013 and 2012, respectively. The increase (decrease) by segment
was: Small Commercial Business - $106.4 million, Specialty Risk and Extended Warranty - $110.3 million , Specialty
Program – $51.5 million and Personal Lines - $(23.1) million. Net written premium increased for the three months
ended September 30, 2013 compared to the same period in 2012 due to the increase in gross written premium in 2013
compared to 2012 and the increase in retention of premiums written on programs in our Small Commercial Business
segment and Specialty Risk and Extended Warranty segment that are not covered by the Maiden Quota Share. Our
overall retention rates were 67.8% and 65.7% for the three months ended September 30, 2013 and 2012, respectively.

Net Earned Premium. Net earned premium increased $226.5 million, or 58.4%, to $613.9 million from $387.4 million
for the three months ended September 30, 2013 and 2012, respectively. The increase (decrease) by segment was:
Small Commercial Business — $78.4 million, Specialty Risk and Extended Warranty — $130.6 million, Specialty
Program — $19.8 million, and Personal Lines — $(2.3) million. The increase in net earned premium corresponded to the
increase in net written premium. The increase in net earned premium was the result of the increase from 2012 to 2013
in gross written premium on a twelve-month rolling basis, the issuance of non-recurring insurance policies covering
the risk related to certain contractual liabilities during the three months ended June 30, 2013 resulting in recognized
earned premium during the three months ended September 30, 2013, and the increase in our retention of premiums
quarter over quarter.

Ceding Commission. Ceding commission represents commission earned primarily through the Maiden Quota Share,
whereby we receive a ceding commission of 31% of premiums ceded for all business except retail commercial
package business, and 34.375% for retail commercial package business.  The ceding commission earned during the
three months ended September 30, 2013 and 2012 was $68.2 million and $49.9 million, respectively. Ceding
commission increased period over period as a result of increased premium writings and was consistent period over
period as a percentage of earned premium.

Service and Fee Income. Service and fee income increased $45.4 million, or 101.9%, to $90.0 million from $44.6
million for the three months ended September 30, 2013 and 2012, respectively. The increase primarily related to
additional fee income from acquisitions. We produced additional fee income of approximately $36 million during the
three months ended September 30, 2013 from the acquisitions of AMTCS and Car Care in 2013 and FNC and the
CNH Capital Insurance Agencies ("CNH") in the second half of 2012. We also increased our warranty administration
fees by $4.0 million in 2013 compared to 2012. Additionally, we had higher technology fee income from NGHC of
approximately $3.2 million and higher reinsurance brokerage fees from Maiden of approximately $1.1 million.

Net Investment Income. Net investment income increased $4.9 million, or 26.4%, to $23.3 million from $18.4 million
for the three months ended September 30, 2013 and 2012, respectively. The increase resulted primarily from having a
higher average portfolio of fixed security investment securities during the three months ended September 30, 2013 as
a result of the Sequoia and FNIC acquisitions compared to the three months ended September 30, 2012, partially
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offset by lower overall yields.

Net Realized Gains (Losses) on Investments. We had a net realized gain on investments of $1.1 million and $2.2
million  for the three months ended September 30, 2013 and 2012, respectively. The decrease in the realized gains for
the three months ended September 30, 2013 resulted primarily from fewer sales of equity securities in our investment
portfolio during the three months ended September 30, 2013.
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 Loss and Loss Adjustment Expenses.  Loss and loss adjustment expenses increased $155 million, or 60.6%, to $410.6
million  from $255.6 million for the three months ended September 30, 2013 and 2012, respectively.  Our loss ratio
for the three months ended September 30, 2013 and 2012 was 66.9% and 66.0%, respectively.  The increase in the
loss ratio in 2013 primarily relates to higher ultimate loss selections in our Specialty Risk and Extended Warranty
segment's European casualty business in the three months ended September 30, 2013 compared to the three months
ended September 30, 2012. Additionally, the increase in the loss ratio was the result of having a higher percentage of
earned premium in 2013 from workers' compensation policies in the state of California, for which we assign a higher
ultimate loss selection than for workers' compensation policies written in other states.

Acquisition Costs and Other Underwriting Expenses.   Acquisition costs and other underwriting expenses increased
$64.1 million, or 44.6%, to $207.8 million from $143.7 million for the three months ended September 30, 2013 and
2012, respectively. The expense ratio for the same periods decreased to 22.7% from 24.2%. The decrease in the
expense ratio related primarily to the Specialty Risk and Extended Warranty segment and resulted from a decline in
the writing of legal expense policies, which have a higher commission structure, coupled with premium expansion in
businesses that have lower direct acquisition costs.

Income Before Other Income (Expense), Income Taxes and Equity Earnings of Unconsolidated Subsidiaries. Income
before other income (expense), income taxes and equity earnings of unconsolidated subsidiaries increased $38.3
million, or 63.0%, to $99.1 million from $60.8 million for the three months ended September 30, 2013 and 2012,
respectively. The $38.3 million increase resulted primarily from an increase in earned premium combined with a
consistent combined ratio period over period.

Interest Expense. Interest expense for the three months ended September 30, 2013 was $9.1 million, compared to $7.2
million for the same period in 2012. The increase was primarily related to interest expense on the $250 million notes
issued in August 2013.

 Net Gain (Loss) on Investment in Life Settlement Contracts. We recognized a gain on investment in life settlement
contracts of $0.1 million for the three months ended September 30, 2013 compared to a gain of $3.3 million for the
three months ended September 30, 2012. The decrease in the gain from life settlement contracts resulted from a lower
net increase in fair value of the life settlement contracts.

 Provision for Income Tax. Income tax expense for the three months ended September 30, 2013 was $32.7 million,
which resulted in an effective tax rate of 36.1% compared to $13.2 million for the three months ended September 30,
2012, which resulted in an effective tax rate of 23.6%. The effective rate increased during the three months ended
September 30, 2013 primarily from the recognition of non-recurring gains related to a third quarter internal
reorganization of our European operations.

 Equity in Earnings of Unconsolidated Subsidiary - Related Party. Equity in earnings of unconsolidated subsidiary -
related party decreased by $1.3 million for the three months ended September 30, 2013 to $1.9 million compared to
$3.2 million for the three months ended September 30, 2012. The decrease in equity in earnings for the three months
ended September 30, 2013 compared to the three months ended September 30, 2012 resulted primarily from the
decrease in our ownership percentage of NGHC from 21.25% to 15.4% as a result of NGHC's sale of shares in a 144A
offering in June 2013.

Consolidated Results of Operations for the Nine Months Ended September 30, 2013 and 2012

Gross Written Premium. Gross written premium increased $1,083.0 million, or 54.8%, to $3,058.7 million from
$1,975.7 million  for the nine months ended September 30, 2013  and 2012, respectively. The increase of $1,083.0
million was primarily attributable to growth in our three primary segments. The increase in Small Commercial
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Business resulted primarily from increases in the number of policies issued as well as the average policy size and the
impact of the Sequoia and FNIC acquisitions. The largest increases came from the states of California, Florida, New
Jersey, New York and Pennsylvania. Additionally in our Small Commercial Business segment, we had an increase in
our assigned risk premium. The increase in Specialty Risk and Extended Warranty resulted from non-recurring
insurance policies written in the second quarter of 2013, the acquisition of Car Care in 2013, as well as organic growth
in both Europe and domestically. The increase in Specialty Program resulted primarily from growth in existing in
workers' compensation programs and commercial package programs.
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Net Written Premium. Net written premium increased $665.9 million, or 53.9%, to $1,900.9 million from $1,235.0
million for the nine months ended September 30, 2013 and 2012, respectively. The increase (decrease) by segment
was: Small Commercial Business - $275.5 million, Specialty Risk and Extended Warranty - $271.6 million, Specialty
Program – $141.6 million and Personal Lines - $(22.8) million. Net written premium increased for the nine months
ended September 30, 2013 compared to the same period in 2012 due to the increase in gross written premium in 2013
compared to 2012, and was partially offset by the lower retention of premiums written on programs in our Small
Commercial Business segment and Specialty Risk and Extended Warranty segment that are not covered by the
Maiden Quota Share. Our overall retention rates were 62.1% and 62.5% for the nine months ended September 30,
2013 and 2012, respectively.

 Net Earned Premium. Net earned premium increased $522.9 million, or 50.5%, to $1,558.4 million from $1,035.5
million for the nine months ended September 30, 2013 and 2012, respectively. The increase by segment was: Small
Commercial Business — $207.4 million, Specialty Risk and Extended Warranty — $202.8 million, Specialty
Program — $111.4 million, and Personal Lines — $1.3 million. The increase in net earned premium corresponded to the
increase in net written premium.

Ceding Commission. Ceding commission represents commission earned primarily through the Maiden Quota Share,
whereby we receive a ceding commission of 31% of premiums ceded for all business except retail commercial
package business, and 34.375% for retail commercial package business.  The ceding commission earned during the
nine months ended September 30, 2013 and 2012 was $199.3 million and $140.7 million, respectively. Ceding
commission increased period over period as a result of increased premium writings and was consistent period over
period as a percentage of earned premium.

Service and Fee Income. Service and fee income increased $120.5 million, or 102.0%, to $238.6 million from $118.1
million for the nine months ended September 30, 2013 and 2012, respectively. The increase primarily related to
additional fee income from acquisitions, as well as organic growth. We produced additional fee income of
approximately $85 million during the nine months ended September 30, 2013 related to the acquisitions of Car Care
and AMTCS in 2013, and FNC and CNH in the second half of 2012. We also increased our warranty administration
fees by $14.1 million in 2013 compared to 2012. Additionally, we had higher technology fee income from NGHC of
approximately $8.5 million and higher reinsurance brokerage fees from Maiden of approximately $7.3 million.

Net Investment Income. Net investment income increased $14.7 million, or 29.9%, to $64.0 million from $49.3
million for the nine months ended September 30, 2013 and 2012, respectively. The increase resulted primarily from
having a higher average portfolio of fixed security investment securities during the nine months ended September 30,
2013, as a result of the acquisitions of Car Care, Sequoia and FNIC, compared to the nine months ended
September 30, 2012, partially offset by lower overall yields.

Net Realized Gains (Losses) on Investments. We had a net realized gain on investments of $20.5 million for the nine
months ended September 30, 2013, compared to a net realized gain on investments of $3.8 million for the nine months
ended September 30, 2013. The increase in 2013 resulted from sales of securities with sizable unrealized gain
positions during the first three months of 2013.

 Loss and Loss Adjustment Expenses. Loss and loss adjustment expenses increased $379.5 million, or 56.9%, to
$1,046.9 million from $667.4 million for the nine months ended September 30, 2013 and 2012, respectively.  Our loss
ratio for the nine months ended September 30, 2013 and 2012 was 67.2% and 64.5%, respectively. The increase in the
loss ratio in 2013 primarily impacted our Specialty Risk and Extended Warranty segment and our Small Commercial
Business segment. The increases resulted from higher ultimate loss selections in our European casualty business and
changes in the proportionate share of business written by segment. Additionally, in 2013, our workers' compensation
business in the state of California, for which we assign a higher ultimate loss selection than for workers' compensation

Edgar Filing: Amtrust Financial Services, Inc. - Form 10-Q

90



policies written in other states, increased to 8.3% of total earned premium compared to 5.8% of total earned premium
in 2012.

Acquisition Costs and Other Underwriting Expenses.   Acquisition costs and other underwriting expenses increased
$159.7 million, or 40.2%, to $557.2 million from $397.5 million for the nine months ended September 30, 2013 and
2012, respectively.  The expense ratio for the same periods decreased to 23.0% from 24.8%, respectively, and was
distributed across our three primary segments. The decrease in the expense ratio resulted both from a change in our
business mix and economies of scale. During the nine months ended September 30, 2013, a higher percentage of the
gross written premium was attributable to workers' compensation business in both the Small Commercial Business
and Specialty Program segments, which have lower policy acquisition expenses. Additionally, salary expense
increased at a slower rate than earned premium due to leveraging of our existing employee base.
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Income Before Other Income (Expense), Income Taxes and Equity Earnings of Unconsolidated Subsidiaries. Income
before other income (expense), income taxes and equity earnings of unconsolidated subsidiaries increased $92.4
million, or 53.7%, to $264.6 million from $172.2 million  for the nine months ended September 30, 2013 and 2012,
respectively. The change in income from 2013 to 2012 resulted primarily from increases in underwriting income of
$42 million, income from our investment portfolio of $31.4 million and income derived from service and fee income
of approximately $18.7 million.

Interest Expense. Interest expense for the nine months ended September 30, 2013 was $24.1 million, compared to
$21.3 million for the same period in 2012. The increase was primarily related to interest expense on the $250 million
notes issued in August 2013.

 Net Gain (Loss) on Investment in Life Settlement Contracts. We recognized a gain on investment in life settlement
contracts of $0.08 million for the nine months ended September 30, 2013 compared to a gain of $5.3 million for the
nine months ended 2012. The decrease in the gain from life settlement contracts resulted from a lower net increase in
fair value of the life settlement contracts.

Acquisition Gain on Purchase. We recognized an acquisition gain on purchase for the nine months ended
September 30, 2013 of $55.8 million compared to recognizing no gain on acquisition for the nine months ended
September 30, 2012. The gain on acquisition related to the purchase of Car Care, FNIC and Sequoia during the nine
months ended September 30, 2013.

 Provision for Income Tax. Income tax expense for the nine months ended September 30, 2013 was $87.8 million,
which resulted in an effective tax rate of 29.4% compared to $36.1 million for the nine months ended September 30,
2012, which resulted in an effective tax rate of 23.6%. The effective rate increased during the nine months ended
September 30, 2013 primarily from the gain recognized on the acquisition of FNIC and Sequoia during the three
months ended June 30, 2013 and the recognition of non-recurring gains related to a third quarter internal
reorganization of our European operations.

 Equity in Earnings of Unconsolidated Subsidiary - Related Party. Equity in earnings of unconsolidated subsidiary -
related party increased by $1.8 million for the nine months ended September 30, 2013 to $10.5 million compared to
$8.7 million for the nine months ended September 30, 2012. The increase in equity in earnings for the nine months
ended September 30, 2013 compared to the nine months ended September 30, 2012 resulted primarily from a realized
gain of approximately $10.5 million from a decrease in our ownership percentage of NGHC from 21.25% to 15.4% as
a result of NGHC's sale of shares in a 144A offering in June 2013, partially offset by a decline in earnings from our
proportionate share of equity income from NGHC's results of operations.
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Small Commercial Business Segment Results of Operations for the Three and Nine Months Ended September 30,
2013  and 2012 (Unaudited)

Three Months Ended September
30,

Nine Months Ended September
30,

(Amounts in Thousands) 2013 2012 2013 2012
Gross written premium $423,328 $243,603 $1,189,088 $690,081

Net written premium 239,890 133,492 632,183 356,652
Change in unearned premium (37,694 ) (9,686 ) (115,087 ) (46,950 )
Net earned premiums 202,196 123,806 517,096 309,702

Ceding commission – primarily related party 25,576 17,845 78,064 50,435

Loss and loss adjustment expense (130,971 ) (81,727 ) (339,669 ) (201,256 )
Acquisition costs and other underwriting
expenses (75,359 ) (48,317 ) (208,120 ) (133,412 )

(206,330 ) (130,044 ) (547,789 ) (334,668 )
Underwriting income $21,442 $11,607 $47,371 $25,469

Key measures:
Net loss ratio 64.8 % 66.0 % 65.7 % 65.0 %
Net expense ratio 24.6 % 24.6 % 25.2 % 26.8 %
Net combined ratio 89.4 % 90.6 % 90.8 % 91.8 %

Reconciliation of net expense ratio:
Acquisition costs and other underwriting
expenses $75,359 $48,317 $208,120 $133,412

Less: ceding commission revenue – primarily
related party 25,576 17,845 78,064 50,435

49,783 30,472 130,056 82,977
Net earned premium $202,196 $123,806 $517,096 $309,702
Net expense ratio 24.6 % 24.6 % 25.2 % 26.8 %

Small Commercial Business Segment Results of Operations for the Three Months Ended September 30, 2013 and
2012

Gross Written Premium.  Gross written premium increased $179.7 million, or 73.8%, to $423.3 million from $243.6
million for the three months ended September 30, 2013 and 2012, respectively. The increase related primarily from
the number of policies issued as well as the average policy size and the impact of the Sequoia and FNIC acquisitions.
The majority of the increase, which was $102 million, related to workers' compensation policies. This increase came
primarily from the states of California, Florida, New Jersey, New York and Pennsylvania.

Net Written Premium.  Net written premium increased $106.4 million, or 79.7%, to $239.9 million from $133.5
million for the three months ended September 30, 2013 and 2012, respectively. The increase in net premium resulted
from an increase in gross written premium for the three months ended September 30, 2013 compared to the three
months ended September 30, 2012, as well as an increase in the retention of gross written premium period over
period. Our retention rates for the segment were 56.7% and 54.8% for the three months ended September 30, 2013 and
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2012, respectively.

Net Earned Premium.  Net earned premium increased $78.4 million, or 63.3%, to $202.2 million from $123.8 million
for the three months ended September 30, 2013 and 2012, respectively. As premiums written are earned ratably over
an annual period, the increase in net premium earned resulted from higher net written premium for the twelve months
ended September 30, 2013 compared to the twelve months ended September 30, 2012.
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Ceding Commission.  The ceding commission earned during the three months ended September 30, 2013 and 2012
was $25.6 million and $17.8 million, respectively. The ceding commission increased period over period as a result of
an increase in net earned premium, as the segment received its allocation of ceding commission for its proportionate
share of our overall policy acquisition expense.

Loss and Loss Adjustment Expenses.   Loss and loss adjustment expenses increased $49.3 million, or 60.3%, to
$131.0 million  from $81.7 million  for the three months ended September 30, 2013 and 2012, respectively. Our loss
ratio for the segment for the three months ended September 30, 2013 decreased to 64.8% from 66.0% for the three
months ended September 30, 2012. The decrease in the loss ratio in the three months ended September 30, 2013
resulted primarily from a reduction in claim frequency, stable claim severity and improved premium rates.

Acquisition Costs and Other Underwriting Expenses.  Acquisition costs and other underwriting expenses increased
$27.1 million, or 56.1%, to $75.4 million from $48.3 million for the three months ended September 30, 2013 and
2012, respectively. The expense ratio was 24.6% for the three months ended September 30, 2013 and 2012. The
expense ratio remained flat as the business mix was consistent period over period.

Net Earned Premiums less Expense Included in Combined Ratio (Underwriting Income).  Net premiums earned less
expenses included in combined ratio increased $9.8 million, or 84.4%, to $21.4 million from $11.6 million for the
three months ended September 30, 2013 and 2012, respectively. The increase resulted primarily from an increase in
the level of earned premium during the three months ended September 30, 2013 compared to the three months ended
September 30, 2012, as well as a decrease in the loss ratio period over period.

Small Commercial Business Segment Results of Operations for the Nine Months Ended September 30, 2013 and 2012

Gross Written Premium.  Gross written premium increased $499.0 million, or 72.3%, to $1,189.1 million from $690.1
million for the nine months ended September 30, 2013 and 2012, respectively. The increase related primarily from the
number of policies issued as well as the average policy size and the impact of the Sequoia and FNIC acquisitions. The
majority of the increase, which was $315 million, related to workers' compensation policies. This increase came
primarily from the states of California, Florida, New Jersey, New York and Pennsylvania. Additionally, we had an
increase in our assigned risk premium of $40.5 million.

Net Written Premium.  Net written premium increased $275.5 million, or 77.2%, to $632.2 million from $356.7
million for the nine months ended September 30, 2013 and 2012, respectively. The increase in net premium resulted
from an increase in gross written premium for the nine months ended September 30, 2013 compared to the nine
months ended September 30, 2012, as well as an increase in the retention of gross written premium period over
period. Our retention rates for the segment were 53.2% and 51.7% for the nine months ended September 30, 2013 and
2012, respectively. This was partially offset by an increase in our assigned risk business in 2013, for which we cede
100 percent of our gross written business.

Net Earned Premium.  Net earned premium increased $207.4 million, or 67.0%, to $517.1 million from $309.7 million
for the nine months ended September 30, 2013 and 2012, respectively. As premiums written are earned ratably over
an annual period, the increase in net premium earned resulted from higher net written premium for the twelve months
ended September 30, 2013  compared to the twelve months ended September 30, 2012.

Ceding Commission.  The ceding commission earned during the nine months ended September 30, 2013 and 2012
was $78.1 million and $50.4 million, respectively. The ceding commission increased period over period as a result of
an increase in net earned premium, as the segment received its allocation of ceding commission for its proportionate
share of our overall policy acquisition expense.
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Loss and Loss Adjustment Expenses.  Loss and loss adjustment expenses increased $138.4 million, or 68.8%, to
$339.7 million  from $201.3 million for the nine months ended September 30, 2013 and 2012, respectively. Our loss
ratio for the segment for the nine months ended September 30, 2013 increased to 65.7% from 65.0% for the nine
months ended September 30, 2012. The increase in the loss ratio in the nine months ended September 30, 2013
resulted primarily from having a higher percentage of earned premium in 2013 from workers' compensation policies
in the state of California, for which we assign a higher ultimate loss selection than for workers' compensation policies
written in other states.
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Acquisition Costs and Other Underwriting Expenses.  Acquisition costs and other underwriting expenses increased
$74.7 million, or 56.0%, to $208.1 million from $133.4 million for the nine months ended September 30, 2013 and
2012, respectively. The expense ratio decreased to 25.2% for the nine months ended September 30, 2013 from 26.8%
for the nine months ended September 30, 2012. The decrease in the expense ratio resulted both from a change in our
business mix and economies of scale. During the nine months ended September 30, 2013, a higher percentage of the
gross written premium increase was attributable to workers' compensation business, which has lower policy
acquisition expenses. Additionally, salary expense increased at a slower rate than earned premium due to the
leveraging of our existing employee base.

Net Earned Premiums less Expense Included in Combined Ratio (Underwriting Income).  Net premiums earned less
expenses included in combined ratio increased $21.9 million, or 86.0%, to $47.4 million from $25.5 million for the
nine months ended September 30, 2013 and 2012, respectively. The increase resulted primarily from an increase in the
level of earned premium during the nine months ended September 30, 2013 compared to the nine months ended
September 30, 2012, partially offset by higher loss and loss adjustment expenses in the first nine months of 2013
compared to the first nine months of 2012.

Specialty Risk and Extended Warranty Segment Results of Operations for the Three and Nine Months Ended
September 30, 2013 and 2012 (Unaudited)

Three Months Ended September
30,

Nine Months Ended September
30,

(Amounts in Thousands) 2013 2012 2013 2012
Gross written premium $352,866 $260,415 $1,129,080 $767,114

Net written premium 247,383 137,106 722,097 450,526
Change in unearned premium (1,001 ) (21,371 ) (126,411 ) (57,611 )
Net earned premiums 246,382 115,735 595,686 392,915

Ceding commission – primarily related party 22,120 13,226 63,533 46,594

Loss and loss adjustment expense (164,977 ) (72,812 ) (401,998 ) (241,883 )
Acquisition costs and other underwriting
expenses (64,630 ) (36,126 ) (169,379 ) (123,249 )

(229,607 ) (108,938 ) (571,377 ) (365,132 )
Underwriting income $38,895 $20,023 $87,842 $74,377

Key measures:
Net loss ratio 67.0 % 62.9 % 67.5 % 61.6 %
Net expense ratio 17.3 % 19.8 % 17.8 % 19.5 %
Net combined ratio 84.2 % 82.7 % 85.3 % 81.1 %

Reconciliation of net expense ratio:
Acquisition costs and other underwriting
expenses $64,630 $36,126 $169,379 $123,249

Less: ceding commission revenue – primarily
related party 22,120 13,226 63,533 46,594

42,510 22,900 105,846 76,655
Net earned premium $246,382 $115,735 $595,686 $392,915
Net expense ratio 17.3 % 19.8 % 17.8 % 19.5 %
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Specialty Risk and Extended Warranty Segment Results of Operations for the Three Months Ended September 30,
2013 and 2012

Gross Written Premium. Gross written premium increased $92.5 million, or 35.5%, to $352.9 million from $260.4
million for the three months ended September 30, 2013 and 2012, respectively. The segment experienced growth both
in Europe and the United States. The growth outside the United States was driven primarily by the acquisition of Car
Care, which had premium writings of approximately $30 million, and a new program written by an European
subsidiary of approximately $19 million. The growth in the United States of approximately $22 million resulted from
the underwriting of new vehicle service programs.

Net Written Premium. Net written premium increased $110.3 million, or 80.4%, to $247.4 million from $137.1
million for the three months ended September 30, 2013 and 2012, respectively. The increase in net written premium
resulted from an increase of gross written premium for the three months ended September 30, 2013 compared to the
three months ended September 30, 2012, as well as a higher retention of gross written premium during 2013 compared
to 2012. Our overall retention rate for the segment was 70.1% and 52.6% for the three months ended September 30,
2013 and 2012, respectively, as certain new programs written during the three months ended September 30, 2013 were
not covered by for the Maiden Quota Share.

Net Earned Premium. Net earned premium increased $130.6 million, or 112.9%, to $246.4 million from $115.8
million for the three months ended September 30, 2013 and 2012, respectively.  As net written premium is earned
ratably over the term of a policy, which on average is 24 months, net earned premium did not increase proportionately
to the increases in gross written premium and net written premium during the three months ended September 30,
2013. The increase in net earned premium was the result of the increase from 2012 to 2013 in gross written premium
on a twelve-month rolling basis, the issuance of non-recurring insurance policies covering the risk related to certain
contractual liabilities during the three months ended June 30, 2013 resulting in recognized earned premium during the
three months ended September 30, 2013, and the increase in our retention of premiums quarter over quarter.

Ceding Commission.  The ceding commission earned during the three months ended September 30, 2013 and 2012
was $22.1 million and $13.2 million, respectively.  The increase related to the allocation to this segment of its
proportionate share of our overall policy acquisition expense.

Loss and Loss Adjustment Expenses. Loss and loss adjustment expenses increased $92.2 million, or 126.6%, to
$165.0 million from $72.8 million for the three months ended September 30, 2013 and 2012, respectively. Our loss
ratio for the segment for the three months ended September 30, 2013 increased to 67.0% from 62.9% for the three
months ended September 30, 2012. The increase in the loss ratio for the three months ended September 30, 2013
resulted primarily from higher ultimate loss selections in our European casualty business in the three months ended
September 30, 2013 compared to the three months ended September 30, 2012.

Acquisition Costs and Other Underwriting Expenses. Acquisition costs and other underwriting expenses increased
$28.5 million, or 78.9%, to $64.6 million from $36.1 million for the three months ended September 30, 2013 and
2012, respectively. The expense ratio decreased to 17.3% for the three months ended September 30, 2013 from 19.8%
for the three months ended September 30, 2012. The decrease in the expense ratio resulted from from a decline in
policy acquisition costs as a percentage of earned premium.

Net Earned Premiums less Expenses Included in Combined Ratio (Underwriting Income).  Net earned premiums less
expenses included in combined ratio increased $18.9 million, or 94.3%, to $38.9 million from $20.0 million for the
three months ended September 30, 2013 and 2012, respectively. The increase was attributable primarily to an increase
in the segment’s net earned premium during the three months ended September 30, 2013 compared to the three months
ended September 30, 2012, partially offset by an increase in the segment's combined ratio.

Edgar Filing: Amtrust Financial Services, Inc. - Form 10-Q

99



Specialty Risk and Extended Warranty Segment Results of Operations for the Nine Months Ended September 30,
2013 and 2012

Gross Written Premium. Gross written premium increased $362.0 million, or 47.2%, to $1,129.1 million from $767.1
million for the nine months ended September 30, 2013 and 2012, respectively. The segment experienced growth both
in Europe and the United States. The growth outside the United States was driven primarily by a non-recurring
insurance policy totaling approximately $78 million of written premium and the acquisition of Car Care, which had
premium writings of approximately $67 million, and a new program written by a European subsidiary of
approximately $47 million. The growth in the United States resulted from the underwriting of new programs,
including programs related to our acquisition of CNH in July 2012.
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 Net Written Premium. Net written premium increased $271.6 million, or 60.3%, to $722.1 million from $450.5
million for the nine months ended September 30, 2013 and 2012, respectively. The increase in net written premium
resulted from an increase of gross written premium for the nine months ended September 30, 2013 compared to the
nine months ended September 30, 2012, as well as higher retention of gross written premium during 2013 compared
to 2012. Our overall retention rate for the segment was 64.0% and 58.7% for the nine months ended September 30,
2013 and 2012, respectively, as certain new programs written during the three months ended September 30, 2013 were
not covered by for the Maiden Quota Share.
. 
Net Earned Premium. Net earned premium increased $202.8 million, or 51.6%, to $595.7 million from $392.9 million
 for the nine months ended September 30, 2013 and 2012, respectively.  As net written premium is earned ratably over
the term of a policy, which on average is 24 months, net earned premium did not increase proportionately to the
increases in gross written premium and net written premium during the nine months ended September 30, 2013.

Ceding Commission.  The ceding commission earned during the nine months ended September 30, 2013 and 2012
was $63.5 million and $46.6 million, respectively.  The increase related to the allocation to this segment of its
proportionate share of our overall policy acquisition expense.

 Loss and Loss Adjustment Expenses. Loss and loss adjustment expenses increased $160.1 million, or 66.2%, to
$402.0 million  from $241.9 million for the nine months ended September 30, 2013 and 2012, respectively. Our loss
ratio for the segment for the nine months ended September 30, 2013 increased to 67.5%  from 61.6%  for the nine
months ended September 30, 2012.  The increase in the loss ratio for the nine months ended September 30, 2013
resulted primarily from higher ultimate loss selections in our European casualty business in the nine months ended
September 30, 2013 compared to the nine months ended September 30, 2012.

Acquisition Costs and Other Underwriting Expenses.  Acquisition costs and other underwriting expenses decreased
$46.2 million, or 37.5%, to $169.4 million from $123.2 million for the nine months ended September 30, 2013 and
2012, respectively. The expense ratio decreased to 17.8% for the nine months ended September 30, 2013 from 19.5%
for the nine months ended September 30, 2012. The decrease resulted from a decline in the writing of legal expense
policies, which have a higher commission structure, coupled with premium expansion in businesses that have lower
direct acquisition costs.

Net Earned Premiums less Expenses Included in Combined Ratio (Underwriting Income).  Net earned premiums less
expenses included in combined ratio increased $13.4 million, or 18.0%, to $87.8 million from $74.4 million for the
nine months ended September 30, 2013 and 2012, respectively. The increase was attributable primarily to an increase
in the segment’s earned premium during the nine months ended September 30, 2013 compared to the nine months
ended September 30, 2012, partially offset by an increase in the segment's loss ratio.
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Specialty Program Segment Results of Operations for Three and Nine Months Ended  September 30, 2013 and 2012
(Unaudited)

Three Months Ended September
30,

Nine Months Ended September
30,

(Amounts in Thousands) 2013 2012 2013 2012
Gross written premium $290,677 $202,280 $673,612 $428,796

Net written premium 234,257 182,803 479,726 338,157
Change in unearned premium (95,241 ) (63,560 ) (118,556 ) (88,385 )
Net earned premium 139,016 119,243 361,170 249,772

Ceding commission – primarily related party 20,523 18,789 57,737 43,655

Loss and loss adjustment expense (96,417 ) (82,619 ) (247,791 ) (170,639 )
Acquisition costs and other underwriting
expenses (59,798 ) (50,551 ) (153,924 ) (115,475 )

(156,215 ) (133,170 ) (401,715 ) (286,114 )
Underwriting income $3,324 $4,862 $17,192 $7,313

Key measures:
Net loss ratio 69.4 % 69.3 % 68.6 % 68.3 %
Net expense ratio 28.3 % 26.6 % 26.6 % 28.8 %
Net combined ratio 97.6 % 95.9 % 95.2 % 97.1 %

Reconciliation of net expense ratio:
Acquisition costs and other underwriting
expenses $59,798 $50,551 $153,924 $115,475

Less: ceding commission revenue – primarily
related party 20,523 18,789 57,737 43,655

39,275 31,762 96,187 71,820
Net earned premium $139,016 $119,243 $361,170 $249,772
Net expense ratio 28.3 % 26.6 % 26.6 % 28.8 %

Specialty Program Segment Results of Operations for Three Months Ended September 30, 2013 and 2012

Gross Written Premium.  Gross written premium increased $88.4 million, or 43.7%, to $290.7 million from $202.3
million for the three months ended September 30, 2013 and 2012, respectively. The segment benefited from growth in
new programs and existing programs, including both workers' compensation programs and commercial package
policy programs. The new programs accounted for 34.5% of the total increase in gross written premium during the
third quarter of 2013.

Net Written Premium.  Net written premium increased $51.5 million million, or 28.1%, to $234.3 million  from
$182.8 million for the three months ended September 30, 2013 and 2012, respectively. The increase in net written
premium resulted from an increase in gross written premium for the three months ended September 30, 2013
compared to for the three months ended September 30, 2012, partially offset by a lower retention of gross written
premium during 2013 compared to 2012. Our overall retention rate for the segment was 80.6% and 90.4% for the
three months ended September 30, 2013 and 2012, respectively.
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Net Earned Premium. Net earned premium increased $19.8 million, or 16.6%, to $139.0 million from $119.2 million
for the three months ended September 30, 2013 and 2012, respectively. As premiums written are earned ratably over
an annual period, the increase in net premium earned resulted from higher net written premium for 2013 compared to
2012.

Ceding Commission.   The ceding commission earned during the three months ended September 30, 2013 and 2012
was $20.5 million and $18.8 million, respectively. The ceding commission increased period over period as result of
the segment receiving its allocation of ceding commission for its proportionate share of our overall policy acquisition
expense.
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Loss and Loss Adjustment Expenses. Loss and loss adjustment expenses increased $13.8 million, or 16.7%, to $96.4
million  for the three months ended September 30, 2013, compared to $82.6 million for the three months ended
September 30, 2012. Our loss ratio for the segment for the three months ended September 30, 2013  increased to
69.4% from 69.3% for the three months ended September 30, 2012. The loss ratio remained consistent for the three
months ended September 30, 2013 as current accident year selected ultimate losses remained consistent with selected
ultimate losses from prior years.

Acquisition Costs and Other Underwriting Expenses. Acquisition costs and other underwriting expenses increased
$9.2 million, or 18.3%, to $59.8 million from $50.6 million for the three months ended September 30, 2013 and 2012,
respectively. The expense ratio increased to 28.3% for the three months ended September 30, 2013 from 26.6%  for
the three months ended September 30, 2012. The increase in the expense ratio resulted primarily from this segment's
premium growth relative to our other segments, which resulted in a higher allocation to this segment of unallocated
corporate expenses.

Net Earned Premiums less Expense Included in Combined Ratio (Underwriting Income).   Net earned premiums less
expenses included in combined ratio decreased $1.6 million, or 32.6%, to $3.3 million from $4.9 million for the three
months ended September 30, 2013 and 2012, respectively. The decrease of $1.6 million resulted primarily from an
increase in the expense ratio in the three months ended September 30, 2013 compared to the three months ended
September 30, 2012, partially offset by an increase in the earned premium in the same period.

Specialty Program Segment Results of Operations for Nine Months Ended September 30, 2013 and 2012

Gross Written Premium.  Gross premium increased $244.8 million, or 57.1%, to $673.6 million from $428.8 million
for the nine months ended September 30, 2013 and 2012, respectively. The segment benefited from growth in new
programs and existing programs, including both workers' compensation programs and commercial package policy
programs. The new programs accounted for 36.7% of the total increase in gross written premium in the first nine
months of 2013.

Net Written Premium.  Net written premium increased $141.6 million, or 41.9%, to $479.7 million from $338.1
million for the nine  months ended September 30, 2013  and 2012, respectively. The increase in net written premium
resulted from an increase in gross written premium for the nine months ended September 30, 2013 compared to for the
nine months ended September 30, 2012, partially offset by a lower retention of gross written premium during 2013
compared to 2012. Our overall retention rate for the segment was 71.2% and 78.9% for the nine months ended
September 30, 2013 and 2012, respectively.

Net Earned Premium.  Net earned premium increased $111.4 million, or 44.6%, to $361.2 million from $249.8 million
for the nine months ended September 30, 2013 and 2012, respectively. As premiums written are earned ratably over
an annual period, the increase in net premium earned resulted from higher net written premium for 2013 compared to
2012.

Ceding Commission.   The ceding commission earned during the nine months ended September 30, 2013 and 2012
was $57.7 million and $43.7 million, respectively. The ceding commission increased period over period as result of an
increase in net earned premium, as the segment received its allocation of ceding commission for its proportionate
share of our overall policy acquisition expense.

Loss and Loss Adjustment Expenses. Loss and loss adjustment expenses increased $77.2 million, or 45.2%, to $247.8
million  for the nine months ended September 30, 2013, compared to $170.6 million for the nine months ended
September 30, 2012. Our loss ratio for the segment for the nine months ended September 30, 2013 increased to 68.6%
from 68.3% for the nine months ended September 30, 2012. The loss ratio remained consistent for the three months
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ended September 30, 2013 as current accident year selected ultimate losses remained consistent with selected ultimate
losses from prior years.

59

Edgar Filing: Amtrust Financial Services, Inc. - Form 10-Q

105



Acquisition Costs and Other Underwriting Expenses. Acquisition costs and other underwriting expenses increased
$38.4 million, or 33.3%, to $153.9 million  from $115.5 million  for the nine  months ended September 30, 2013 and
2012, respectively. The expense ratio decreased to 26.6% for the nine months ended September 30, 2013 from 28.8%
 for the nine months ended September 30, 2012. The decrease in the expense ratio resulted both from a change in
business mix and economies of scale. During the nine months ended September 30, 2013, a higher percentage of gross
written premium was attributable to workers' compensation business, which has lower policy acquisition expenses
than other types of business written in this segment.

Net Earned Premiums less Expenses Included in Combined Ratio (Underwriting Income).   Net earned premiums less
expenses included in combined ratio increased $9.9 million, or 135.4%, to $17.2 million from $7.3 million for the
nine months ended September 30, 2013 and 2012, respectively. The increase of $9.9 million resulted primarily from
an increase in earned premium and by a decrease in the expense ratio in 2013 compared to 2012.

Personal Lines Reinsurance Segment Results of Operations for the Three and Nine Months Ended September 30, 2013
and 2012 (Unaudited)

On August 1, 2013, we received notice from Integon National Insurance Company (“Integon”), a wholly-owned
subsidiary of NGHC, that Integon was terminating, effective August 1, 2013, our participation in the Personal Lines
Quota Share. The results of our operations from the quota share represent our Personal Lines Reinsurance segment.
The termination is on a run-off basis, meaning we will continue to receive net premiums and assume related net losses
with respect to policies in force as of July 31, 2013 through the expiration of such policies. As we will retain all
assumed written premium through July 31, 2013 and the continuing cash flows associated with the business, we will
not present the Personal Lines Reinsurance segment as a discontinued operation in accordance with ASC 205-20
Discontinued Operations.

Three Months Ended September
30,

Nine Months Ended September
30,

(Amounts in Thousands) 2013 2012 2013 2012
Gross written premium $7,266 $30,258 $66,893 $89,690

Net written premium 7,266 30,258 66,893 89,690
Change in unearned premium 19,035 (1,595 ) 17,583 (6,614 )
Net earned premium 26,301 28,663 84,476 83,076
Loss and loss adjustment expense (18,214 ) (18,488 ) (57,487 ) (53,584 )
Acquisition costs and other underwriting
expenses (8,032 ) (8,742 ) (25,775 ) (25,338 )

(26,246 ) (27,230 ) (83,262 ) (78,922 )
Underwriting income $55 $1,433 $1,214 $4,154

Key measures:
Net loss ratio 69.3 % 64.5 % 68.1 % 64.5 %
Net expense ratio 30.5 % 30.5 % 30.5 % 30.5 %
Net combined ratio 99.8 % 95.0 % 98.6 % 95.0 %

Personal Lines Reinsurance Segment Results of Operations for the Three Months Ended September 30, 2013 and
2012

We assumed $7.3 million and $30.3 million of premium from the insurance companies of GMAC Insurance Holdings,
Inc. (the "GMACI Insurers") for the three months ended September 30, 2013 and 2012, respectively. The decrease

Edgar Filing: Amtrust Financial Services, Inc. - Form 10-Q

106



resulted from the run-off of the Personal Lines Quota Share agreement that was terminated in August 2013. Net
earned premium decreased 8.2% in the third quarter of 2013 compared to the third quarter of 2012 due to the
termination of the quota share arrangement. Loss and loss adjustment expense decreased only 1.5% for the three
months ended September 30, 2013 compared to the same period in 2012, which resulted in a higher loss ratio. The
increase in loss ratio resulted due to experiencing higher ultimate losses in 2013 compared to 2012. The net expense
ratio in the third quarter of 2013 was flat compared to the third quarter of 2012.
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Personal Lines Reinsurance Segment Results of Operations for the Nine Months Ended September 30, 2013 and 2012

We assumed $66.9 million and $89.7 million of premium from the GMACI Insurers for the nine months ended
September 30, 2013 and 2012, respectively. The decrease resulted from the run-off of the Personal Lines Quota Share
that was terminated in August 2013. Net earned premium increased 1.7% in the nine months ended September 30,
2013 compared to the same period in 2012 due to the earning cycle of assumed written premium in 2012. Loss and
loss adjustment expense increased 7.3% for the nine months ended September 30, 2013 compared to the same period
in 2012 due to experiencing higher ultimate losses in 2013 compared to 2012. The net expense ratio in the nine
months ended September 30, 2013 was flat compared to the same period in 2012.

Liquidity and Capital Resources

Our principal sources of operating funds are premiums, service and fee income, 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 approximately $720 million and $541 million in the nine months
ended September 30, 2013 and 2012, respectively. We expect that projected cash flow from operations will provide us
sufficient liquidity for at least twelve months to pay claims and operating expenses, interest and principal on our debt
facilities and other holding company expenses. We anticipate net income from operations will create sufficient
additional surplus at our insurance subsidiaries, which will fund our growth. However, if our growth attributable to
potential acquisitions, internally generated growth or a combination of these, exceeds our projections, we may have to
raise additional capital sooner to support our growth and manage our debt profile. As a result, we may from time to
time raise capital from the issuance of equity, debt, equity-related debt or other capital securities, or seek to redeem,
repurchase or exchange for other securities, prior to maturity, some or all of our outstanding debt in the open market,
as circumstances allow. If we cannot obtain adequate capital or refinance all or a portion of our debt on favorable
terms or at all, we may be unable to support future growth or operating requirements and, as a result, our business,
financial condition and results of operation could be adversely affected.

The following table is summary of our statement of cash flows:

Nine Months Ended September
30,

(Amounts in Thousands) 2013 2012
Cash and cash equivalents provided by (used in):
Operating activities $604,793 $402,924
Investing activities (850,517 ) (315,090 )
Financing activities 317,372 61,415

Net cash provided by operating activities for the nine months ended September 30, 2013 increased compared to cash
provided by operating activities in the nine months ended September 30, 2012. The increase in cash provided from
operations resulted primarily from an increase in gross written premium written in 2013 compared to 2012.

Net cash used in investing activities was approximately $851 million during the nine months ended September 30,
2013 and consisted primarily of approximately $680 million for the net purchase of fixed maturity and equity
securities, approximately $33 million for restricted cash, approximately $73 million for acquisitions, approximately
$29 million for capital expenditures and approximately $40 million for the acquisition of and premium payments for
life settlement contracts. Net cash used in investing activities was $315 million for the nine months ended September
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30, 2012 and consisted of approximately $219 million for the net purchase of fixed maturity and equity securities,
approximately $42 million for the acquisition of and premium payments for life settlement contracts, an increase in
restricted cash of $24 million, approximately $20 million for acquisitions and capital expenditures of approximately
$20 million.

Net cash provided by financing activities was approximately $317 million for the nine months ended September 30,
2013 compared to net cash provided by financing activities of approximately $61 million during the nine months
ended September 30, 2012. In 2013, we received net proceeds of approximately $247 million and $111 million from
the issuance of notes and preferred shares, respectively. Additionally, we received approximately $16 million from
non-controlling interest capital contributions, partially offset by approximately $31 million for dividends and
approximately $31 million to settle repurchase agreements. During the nine months ended September 30, 2012, cash
provided by financing activities primarily included debt proceeds of approximately $38 million, non-controlling
interest capital contributions to one of our subsidiaries of approximately $17 million and borrowings f
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rom securities sold under agreements to repurchase of $34 million, partially offset by cash dividend payments of
approximately $17 million and note payments of approximately $13 million.

Other Material Changes in Financial Position

(Amounts in thousands) September 30, 2013 December 31, 2012
Assets:
Fixed maturities, available for sale $3,053,959 $2,065,226
Prepaid reinsurance premium 957,114 754,844
Liabilities:
Loss and loss expense reserve $3,615,536 $2,426,400
Unearned premium 2,537,401 1,773,593
Accrued expenses and other current liabilities 642,361 406,447

The increase in fixed maturities, available for sale and accrued expenses and other current liabilities from December
31, 2012 to September 30, 2013 related to certain assets and liabilities assumed from the acquisition of Car Care,
Sequoia and FNIC. The increase in prepaid reinsurance premium between periods related to increased premium
cessions during the first nine months of 2013 due to our overall gross written premium growth in 2013. The increase
in loss and loss expense reserve and unearned premium related to an increase in gross written premium during the nine
months ended September 30, 2013 compared to 2012, as well as the assumption of these liabilities associated with the
acquisitions of Car Care, Sequoia and MIHC.

Preferred Stock

On June 10, 2013, we issued 4,600,000 shares of 6.75% Non-Cumulative Preferred Stock. Dividends on the Series A
Preferred Stock when, as and if declared by our Board of Directors or a duly authorized committee of the Board will
accrue and be payable on the liquidation preference amount, on a non-cumulative basis, quarterly in arrears on the
15th day of March, June, September and December of each year (each, a "dividend payment date"), commencing on
September 15, 2013, at an annual rate of 6.75%.

Dividends on the Series A Preferred Stock are not cumulative. Accordingly, in the event dividends are not declared on
the Series A Preferred Stock for payment on any dividend payment date, then those dividends will not accumulate and
will not be payable. If we have not declared a dividend before the dividend payment date for any dividend period, we
will have no obligation to pay dividends for that dividend period, whether or not dividends on the Series A Preferred
Stock are declared for any future dividend payment.

Revolving Credit Agreement

We have a $200 million credit agreement (the “Credit Agreement”), among JPMorgan Chase Bank, N.A., as
Administrative Agent, KeyBank National Association and SunTrust Bank, as Co-Syndication Agents, Associated
Bank, National Association and Lloyds Securities Inc., as Co-Documentation Agents and the various lending
institutions party thereto. The credit facility, which matures in 2016, is a revolving credit facility with a letter of credit
sublimit of $100 million and an expansion feature not to exceed $100 million. Fees associated with the Credit
Agreement were approximately $1.0 million. The Credit Agreement contains certain restrictive covenants customary
for facilities of this type (subject to negotiated exceptions and baskets), including restrictions on indebtedness, liens,
acquisitions and investments, restricted payments and dispositions. There are also financial covenants that require us
to maintain a minimum consolidated net worth, a maximum consolidated leverage ratio, a minimum fixed charge
coverage ratio, a minimum risk-based capital and a minimum statutory surplus. We are in compliance with all
covenant as of September 30, 2013.
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As of September 30, 2013, we had no outstanding borrowings under this Credit Agreement. We had outstanding
letters of credit in place under this Credit Agreement at September 30, 2013 for $34.3 million, which reduced the
availability for letters of credit to $65.7 million as of September 30, 2013, and the availability under the facility to
$165.7 million as of September 30, 2013.

Borrowings under the Credit Agreement will bear interest at (x) the greatest of (a) the Administrative Agent’s prime
rate, (b) the federal funds effective rate plus 0.5 percent or (c) the adjusted LIBO rate for a one month interest period
on such day plus 1 percent, plus (y) a margin that is adjusted on the basis of our consolidated leverage ratio.
Eurodollar borrowings under the Credit Agreement will bear interest at the adjusted LIBO rate for the interest period
in effect plus a margin that is adjusted on the basis
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of our consolidated leverage ratio. The interest rate on our credit facility as of September 30, 2013 was 1.25%. We
recorded total interest expense of approximately $1.6 million and $1.5 million for the nine months ended
September 30, 2013 and 2012, respectively, under our current and former Credit Agreement.

Fees payable by us under the Credit Agreement include a letter of credit participation fee (which is the margin
applicable to Eurodollar borrowings and was 1.25% at September 30, 2013), a letter of credit fronting fee with respect
to each letter of credit of 0.125% and a commitment fee on the available commitments of the lenders (a range of
0.15% to 0.25% based on our consolidated leverage ratio and was 0.20% at September 30, 2013).

Convertible Senior Notes

In December 2011, we issued $175 million  aggregate principal amount of our 5.5%  convertible senior notes due
2021 (the “Notes”) to certain initial purchasers in a private placement. In January 2012, we issued an additional $25
million of the Notes to cover the initial purchasers’ overallotment option. The Notes bear interest at a rate equal to
5.5%  per year, payable semiannually in arrears on June 15 and December 15 of each year, beginning June 15, 2012.

The Notes will mature on December 15, 2021 (the “Maturity Date”), unless earlier purchased by us or converted into
shares of our common stock, par value $0.01 per share (the “Common Stock”). Prior to September 15, 2021, the Notes
will be convertible only upon satisfaction of certain conditions, and thereafter, at any time prior to the close of
business on the second scheduled trading day immediately preceding the Maturity Date. The conversion rate at
September 30, 2013 is equal to 38.2129 shares of Common Stock per $1,000  principal amount of Notes, which
corresponds to a conversion price of approximately $26.17 per share of Common Stock. The conversion rate will be
subject to adjustment upon the occurrence of certain events as set forth in the indenture governing the notes. Upon
conversion of the Notes, we will, at its election, pay or deliver, as the case may be, cash, shares of Common Stock, or
a combination of cash and shares of Common Stock.

Upon the occurrence of a fundamental change (as defined in the indenture governing the notes), holders of the Notes
will have the right to require us to repurchase their Notes for cash, in whole or in part, at 100% of the principal
amount of the Notes to be repurchased, plus any accrued and unpaid interest, if any, to, but excluding, the
fundamental change purchase date.

We separately allocated the proceeds for the issuance of the Notes to a liability component and an equity component,
which is the embedded conversion option. The equity component was reported as an adjustment to paid-in-capital, net
of tax, and is reflected as an original issue discount (“OID”). The OID of $41.7 million and deferred origination costs
relating to the liability component of $4.8 million will be amortized into interest expense over the term of the loan of
the Notes. After considering the contractual interest payments and amortization of the original discount, the Notes
effective interest rate was 8.57%. Transaction costs of $1.3 million  associated with the equity component were netted
in paid-in-capital. Interest expense, including amortization of deferred origination costs, recognized on the Notes was
$10.8 million and $10.5 million for the nine months ended September 30, 2013 and 2012, respectively.

6.125% Notes due 2023

In August 2013, we issued $250 million aggregate principal amount of our 6.125% notes due 2023 (the "Notes") to
certain initial purchasers in a private placement. The Notes bear interest at a rate equal to 6.125% per year, payable
semiannually in arrears on February 15th and August 15th of each year. The Notes will mature on August 15, 2023,
unless earlier purchased by us. Fees associated with the Notes were approximately $2.7 million. The indenture
governing the Notes contains covenants whereby the interest rate will increase by 0.50% per year if our consolidated
leverage ratio exceeds 30% and does not exceed 35% and will increase an additional 1.00% per year (for an aggregate
increase of 1.50% per year) if the consolidated leverage ratio exceeds 35%. As of September 30 , 2013, the
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consolidated leverage ratio was less than 30%. It is an event of default if we have a consolidated leverage ratio in
excess of 35% for a period of 30 days, unless in connection with an acquisition, in which case the grace period is 18
months. The indenture governing the Notes also contains certain customary covenants, such as reporting of annual and
quarterly financial results, and restrictions on certain mergers and consolidations, a limitation on liens, and a limitation
on the disposition of stock of certain of our subsidiaries. The Notes rank equally with existing and future unsecured
and unsubordinated indebtedness, including our convertible senior notes and amounts under the revolving credit
agreement. Interest expense, including amortization of deferred origination costs, recognized on the Notes was
approximately $1.9 million for the nine months ended September 30, 2013.
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Secured Loan Agreement

During 2011, we entered into a seven-year secured loan agreement with Bank of America Leasing & Capital, LLC in
the aggregate amount of $10.8 million to finance the purchase of an aircraft. The loan bears interest at a fixed rate of
4.45%, requires monthly installment payments of approximately $0.1 million commencing on March 25, 2011 and
ending on February 25, 2018, and a balloon payment of $3.2 million at the maturity date. We recorded interest
expense of approximately $0.3 million for both the nine months ended September 30, 2013 and 2012 related to this
agreement. The loan is secured by an aircraft that our subsidiaries acquired in February 2011.

 The agreement contains certain covenants that are similar to our revolving credit facility. Additionally, subsequent to
February 25, 2012, but prior to payment in full, if the outstanding balance of this loan exceeds 90%  of the fair value
of the aircraft, we are required to pay the lender the entire amount necessary to reduce the outstanding principal
balance to be equal to or less than 90%  of the fair value of the aircraft.  During the nine months ended September 30,
2013, we paid $0.3 million to reduce the outstanding principal balance to meet these terms. The agreement allows us,
under certain conditions, to repay the entire outstanding principal balance of this loan without penalty.

Securities Sold (Purchased) Under Agreements to Repurchase (Sell), at Contract Value

We enter into repurchase agreements and reverse repurchase agreements. The agreements are accounted for as
collateralized borrowing transactions and are recorded at contract amounts. In the case of repurchase agreements, we
receive cash or securities, which we invest or hold in short term or fixed income securities. As of September 30, 2013,
there were $204.3 million principal amount outstanding at interest rates between 0.16% and 0.21%. The Company has
eleven repurchase agreements with one counter-party totaling $171.3 million and one repurchase agreement with a
separate counter-party totaling $33 million. Interest expense associated with these twelve repurchase agreements for
the nine months ended September 30, 2013 was $0.7 million, of which $0.0 million  was accrued as of September 30,
2013. We have approximately $222.3 million of collateral pledged in support of these agreements. Additionally,
during the three  months ended September 30, 2013, we closed its reverse repurchase agreement and did not incur any
gain or loss as a result of this agreement.

Note Payable — Collateral for Proportionate Share of Reinsurance Obligation

In conjunction with the Reinsurance Agreement between AII and Maiden Insurance (see Note 11. “Related Party
Transactions”), AII entered into a loan agreement with Maiden Insurance during the fourth quarter of 2007, whereby
Maiden Insurance loaned to AII the amount equal to its quota share of the obligations of the AmTrust Ceding Insurers
that AII was then obligated to secure.  The loan agreement provides for interest at a rate of LIBOR plus 90 basis
points and is payable on a quarterly basis. Each advance under the loan is secured by a promissory note. Advances
totaled $168 million as of September 30, 2013 and December 31, 2012.  Effective December 31, 2008,  AII and
Maiden Insurance entered into a Reinsurer Trust Assets Collateral agreement whereby Maiden Insurance is required to
provide AII the assets required to secure Maiden’s proportionate share of our obligations to our U.S. subsidiaries.  The
amount of this collateral as of September 30, 2013 was approximately $1,098 million.  Maiden retains ownership of
the collateral in the trust account.

Other Letter of Credit Facilities

We, through one of our subsidiaries, have a secured letter of credit facility with Comerica Bank during the 2011. We
utilize the letter of credit facility to comply with the deposit requirements of the State of California and the U.S.
Department of Labor as security for our obligations to workers’ compensation and federal Longshore and Harbor
Workers’ Compensation Act policyholders. The credit limit is for $75 million and was utilized for $48.6 million as of
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September 30, 2013. We are required to pay a letter of credit participation fee for each letter of credit in the amount of
0.40%.

We, through certain subsidiaries, have additional existing stand-by letters of credit with various lenders in the amount
of $28.5 million as of September 30, 2013.
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Reinsurance

 Our insurance subsidiaries utilize reinsurance agreements to transfer portions of the underlying risk of the business
we write to various affiliated and third-party reinsurance companies. Reinsurance does not discharge or diminish our
obligation to pay claims covered by the insurance policies we issue; however, it does permit us to recover certain
incurred losses from our reinsurers and our reinsurance recoveries reduce the maximum loss that we may incur as a
result of a covered loss event. We believe it is important to ensure that our reinsurance partners are financially strong
and they generally carry at least an A.M. Best rating of ‘‘A-’’ (Excellent) at the time we enter into our reinsurance
agreements. We also enter reinsurance relationships with third-party captives formed by agents and other business
partners as a mechanism for sharing risk and profit. The total amount, cost and limits relating to the reinsurance
coverage we purchase may vary from year to year based upon a variety of factors, including the availability of quality
reinsurance at an acceptable price and the level of risk that we choose to retain for our own account. We have not
experienced any significant changes to our reinsurance programs since December 31, 2012. For a more detailed
description of our reinsurance arrangements, including our reinsurance arrangements with Maiden Insurance
Company Ltd. (‘‘Maiden Insurance’’), see ‘‘Reinsurance’’ in ‘‘Item 7. Management’s Discussion and Analysis of Financial
Condition and Results of Operations’’ in our Annual Report on Form 10-K for the year ended December 31, 2012.

Investment Portfolio

Our investment portfolio, including cash and cash equivalents but excluding life settlement contracts, other
investments and equity investments, increased $1,115 million, or 43.1%, to $3.7 billion for the nine months ended
September 30, 2013 from $2.6 billion as of December 31, 2012. Our investment portfolio is classified as
available-for-sale, as defined by ASC 320, Investments — Debt and Equity Securities. The increase in our investment
portfolio during the three months ended September 30, 2013 related, primarily, to the acquisitions of Car Care,
Sequoia and FNIC. Our fixed maturity securities, gross, had a fair value of $3.1 billion and an amortized cost of $3.0
billion as of September 30, 2013. Our equity securities are reported at fair value and totaled $29.7 million with a cost
of $29.5 million as of September 30, 2013. Securities sold but not yet purchased represent our obligations to deliver
the specified security at the contracted price and thereby create a liability to purchase the security in the market at
prevailing rates. We account for sales of securities under repurchase agreements as collateralized borrowing
transactions and we record these sales at their contracted amounts.

Our investment portfolio exclusive of life settlement contracts and other investments is summarized in the table below
by type of investment:

September 30, 2013 December 31, 2012

(Amounts in Thousands) Carrying Value Percentage of
Portfolio Carrying Value Percentage of

Portfolio
Cash, cash equivalents and restricted cash $597,938 16.1 % $493,132 19.0 %
Time and short-term deposits 22,471 0.6 10,282 0.4
U.S. treasury securities 92,922 2.5 66,192 2.6
U.S. government agencies 9,759 0.3 40,301 1.6
Municipals 446,859 12.1 299,442 11.6
Foreign government 53,062 1.4 — —
Commercial mortgage back securities 18,217 0.5 10,200 0.4
Residential mortgage backed securities:
Agency backed 672,222 18.1 292,614 11.3
Non-agency backed 14,380 0.4 7,063 0.2
Asset-backed securities 7,059 0.2 — —
Corporate bonds 1,739,479 47.0 1,349,414 52.1
Preferred stocks 3,051 0.1 5,184 0.2
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Common stocks 26,653 0.7 15,281 0.6
$3,704,072 100.0 % $2,589,105 100.0 %
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The table below summarizes the credit quality of our fixed maturity securities as of September 30, 2013 and
December 31, 2012, as rated by Standard and Poor’s.

September 30,
2013

December 31,
2012

U.S. Treasury 3.0 % 1.9 %
AAA 9.9 13.8
AA 37.2 31.2
A 22.9 24.4
BBB, BBB+, BBB- 24.8 27.1
BB, BB+, BB- 1.7 1.6
B, B+, B- 0.4 —
Other 0.1 —
Total 100.0 % 100.0 %

The table below summarizes the average duration by type of fixed maturity as well as detailing the average yield as of
September 30, 2013 and December 31, 2012:

September 30, 2013 December 31, 2012

Average Yield
%

Average
Duration
in Years

Average Yield
%

Average
Duration
in Years

U.S. treasury securities 2.26 5.7 2.18 2.4
U.S. government agencies 3.36 2.1 4.14 3.1
Foreign government 6.40 15.5 3.37 5.6
Corporate bonds 2.88 4.9 3.95 5.1
Municipals 3.68 6.9 4.30 6.2
Mortgage and asset backed 3.58 5.1 3.41 2.2

As of September 30, 2013, the weighted average duration of our fixed income securities was 5.8 years and had a yield
of 3.32%.

Quarterly, our Investment Committee (“Committee”) evaluates each security that has an unrealized loss as of the end of
the subject reporting period for OTTI. We generally consider an investment to be impaired when it has been in a
significant unrealized loss position (in excess of 35% of cost if the issuer has a market capitalization of under $1
billion and in excess of 25% of cost if the issuer has a market capitalization of $1 billion or more) for over 24 months.
In addition, the Committee uses a set of quantitative and qualitative criteria to review our investment portfolio to
evaluate the necessity of recording impairment losses for other-than-temporary declines in the fair value of our
investments. The criteria the Committee primarily considers include:

•the current fair value compared to amortized cost;
•the length of time the security’s fair value has been below its amortized cost;

•specific credit issues related to the issuer such as changes in credit rating, reduction or elimination of dividends ornon-payment of scheduled interest payments;

•whether management intends to sell the security and, if not, whether it is not more than likely than not that theCompany will be required to sell the security before recovery of its amortized cost basis;

•the financial condition and near-term prospects of the issuer of the security, including any specific events that mayaffect its operations or earnings;

•the occurrence of a discrete credit event resulting in the issuer defaulting on material outstanding obligations or theissuer seeking protection under bankruptcy laws; and
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•
other items, including company management, media exposure, sponsors, marketing and advertising agreements, debt
restructurings, regulatory changes, acquisitions and dispositions, pending litigation, distribution agreements and
general industry trends.

Impairment of investment securities results in a charge to operations when a market decline below cost is deemed to
be other-than-temporary. We write down investments immediately that we consider to be impaired based on the above
criteria collectively.
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Based on guidance in FASB ASC 320-10-65, in the event of the decline in fair value of a debt security, a holder of
that security that does not intend to sell the debt security and for whom it is not more than likely than not that such
holder will be required to sell the debt security before recovery of its amortized cost basis, is required to separate the
decline in fair value into (a) the amount representing the credit loss and (b) the amount related to other factors. The
amount of total decline in fair value related to the credit loss shall be recognized in earnings as an OTTI with the
amount related to other factors recognized in accumulated other comprehensive loss net loss, net of tax. OTTI credit
losses result in a permanent reduction of the cost basis of the underlying investment. The determination of OTTI is a
subjective process, and different judgments and assumptions could affect the timing of the loss realization.

The impairment charges of our fixed and equity securities for the nine months ended September 30, 2013 and 2012
are presented in the table below:

(Amounts in Thousands) 2013 2012
Equity securities $— $1,208
Fixed maturity securities — —

$— $1,208

During the nine months ended September 30, 2013, we had no impairment charge of our fixed and equity securities.
In addition, during the nine months ended September 30, 2013, we had $79.6 million of gross unrealized losses, of
which $2.1 million related to marketable equity securities and $77.5 million related to fixed maturity securities.

Corporate bonds represent 57% of the fair value of our fixed maturities and 59% of the total unrealized losses of our
fixed maturities. We own 938 corporate bonds in the industrial, bank and financial and other sectors, which have a fair
value of approximately 34%, 21% and 2%, respectively, and 24%, 31% and 4% of total unrealized losses,
respectively, of our fixed maturities. We believe that the unrealized losses in these securities are the result, primarily,
of general economic conditions and not the condition of the issuers, which we believe are solvent and have the ability
to meet their obligations. Therefore, we expect that the market price for these securities should recover within a
reasonable time. Additionally, we do not intend to sell the investments and it is not more likely than not that we will
be required to sell the investments before recovery of their amortized cost basis.

Our investment in marketable equity securities consist of investments in preferred and common stock across a wide
range of sectors. We evaluated the near-term prospects for recovery of fair value in relation to the severity and
duration of the impairment and have determined in each case that the probability of recovery is reasonable and we
have the ability and intent to hold these investments until a recovery of fair value. We believe the gross unrealized
losses of $2.1 million as of September 30, 2013 are not material to our financial position.
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Item 3. Quantitative and Qualitative Disclosures About Market Risk

Liquidity Risk.   Liquidity risk represents our potential inability to meet all payment obligations when they become
due. We maintain sufficient cash and marketable securities to fund claim payments and operations. We purchase
reinsurance coverage to mitigate the liquidity risk of an unexpected rise in claims severity or frequency from
catastrophic events or a single large loss. The availability, amount and cost of reinsurance depend on market
conditions and may vary significantly.

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. Additionally, we have
counter-party credit risk with our repurchase agreement counter-parties and interest rate SWAP counter-parties.

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.

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
that 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 that 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 brokers, 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 Operations —Reinsurance.”

Counter-party credit risk with our repurchase agreement counter-parties is mitigated by obtaining collateral. We
obtain collateral in the amount of 110% of the value of the securities we have sold with agreement to repurchase.
Additionally, repurchase agreements are only transacted with pre-approved counter-parties.

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 interest rate risk and equity price
risk.

Interest Rate Risk. We had fixed maturity securities (excluding $22.5 million of time and short-term deposits) with a
fair value of $3.05 billion and carrying value of $3.04 billion as of September 30, 2013 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.

The table below summarizes the interest rate risk associated with our fixed maturity securities by illustrating the
sensitivity of the fair value and carrying value of our fixed maturity securities as of September 30, 2013 to selected
hypothetical changes in interest rates, and the associated impact on our stockholders’ equity. We anticipate that we will
continue to meet our obligations out of income. We classify our fixed securities and equity securities as
available-for-sale. Temporary changes in the fair value of our fixed maturity securities impact the carrying value of
these securities and are reported in our stockholders’ equity as a component of other comprehensive income, net of
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deferred taxes.
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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
stockholders’ equity, each as of September 30, 2013.

Hypothetical Change in Interest Rates Fair Value
Estimated
Change in
Fair Value

Hypothetical
Percentage
(Increase)Decrease in
Shareholders’ Equity

(Amounts in Thousands)
200 basis point increase $2,735,991 $(317,968 ) (14.9 )%
100 basis point increase 2,889,544 (164,415 ) (7.7 )%
No change 3,053,959 — —
100 basis point decrease 3,225,850 171,891 8.0  %
200 basis point decrease 3,406,044 352,085 (16.5 )%

Changes in interest rates would affect the fair market value of our fixed rate debt instruments but would not have an
impact on our earnings or cash flow. We currently have $727.6 million of debt instruments of which $559.7 million
are fixed rate debt instruments. A fluctuation of 100 basis points in interest on our variable rate debt instruments,
which are tied to LIBOR, would affect our earnings and cash flows by $1.7 million before income tax, on an annual
basis, but would not affect the fair market value of the variable rate debt.

Foreign Currency Risk. We write insurance in the United Kingdom and certain other European Union member
countries through AIU, AEL and Motors Insurance Company, Ltd. ("MIC"). While the functional currencies of AIU,
AEL and MIC are the Euro and the British Pound, we write coverages that are settled in local currencies, including,
primarily, the Euro and 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 $28.8 million after tax
realized currency loss based on our outstanding foreign denominated reserves of $885.8 million at September 30,
2013.

 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, 2013, the equity securities in our investment portfolio had a fair value of $29.7 million, representing
approximately less than 1% of our total invested assets on that date.

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, 2013.

Hypothetical Change in Interest Rates Fair Value
Estimated
Change in
Fair Value

Hypothetical
Percentage
(Increase)
Decrease in
Shareholders’
Equity

(Amounts in Thousands)
5% increase $31,189 $1,485 0.1  %
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No change 29,704 —
5 % decrease 28,219 (1,485 ) (0.1 )%

Off Balance Sheet Risk. We do not have off balance sheet risk.
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Item 4. Controls and Procedures

Our management, with the participation and under the supervision of our principal executive officer and principal
financial officer, has evaluated the effectiveness of our disclosure controls and procedures (as defined in Rules
13a-15(e) and 15d-15(e) of the Securities Exchange Act of 1934, as amended (the "Exchange Act")) and has
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 us in the reports we file of submit under the
Exchange Act is timely recorded, processed, summarized and reported within the time periods specified in the SEC’s
rules and forms, and accumulated and communicated to our management, including our 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 our internal controls over financial reporting (as defined in
Exchange Act Rule 13a-15(f) and 15d-15(f)) that have materially affected, or are reasonably likely to materially
affect, our internal control over financial reporting.
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PART II - OTHER INFORMATION

Item 1.  Legal Proceedings

 We are not involved presently in any material litigation nor, to our knowledge, is any material litigation threatened
against us or our properties.

Item 1A.  Risk Factors

There are no material changes to the risk factors previously reported in our Annual Report on Form 10-K for the year
ended December 31, 2012.  For more information regarding such risk factors, refer to Item 1A of our Annual Report
on Form 10-K for the year ended December 31, 2012.

Item 2. Unregistered Sales of Equity Securities and Use of Proceeds

During the three months ended September 30, 2013, we purchased 1,323 shares of our common stock from employees
in connection with the vesting of restricted stock issued to certain employees in connection with our 2010 Omnibus
Incentive Plan (the “Plan”). The shares were withheld at the direction of the employees as permitted under the Plan in
order to pay the minimum amount of tax liability owed by the employee from the vesting of those shares. In addition,
in November 2007, our board of directors authorized us to repurchase up to 3,000,000 shares of common stock in one
or more transactions at prevailing prices in the open market or in privately negotiated transactions. We did not
repurchase any shares pursuant to this authority during the three months ended September 30, 2013.

The following table summarizes the Company’s stock repurchases for the three-month period ended September 30,
2013:

Period

Total
Number of
Shares
Purchased (1)

Average Price
Paid per 
Share

Total Number of
Shares
Purchased
as Part of
Publically
Announced Plan
or Program

Maximum
number (or
approximate
dollar
value) of 
Shares that
May Yet be
Purchased
Under Plan or
Program

July 1 - 31, 2013 — $— — 2,223,713
August 1 - 31, 2013 — — — 2,223,713
September 1 - 30, 2013 1,323 38.35 — 2,223,713
Total 1,323 $38.35 — 2,223,713

(1) Includes 1,323 shares that were withheld to satisfy tax withholding amounts due from employees upon the vesting
of previously issued restricted shares.

Item 3. Defaults Upon Senior Securities

None.

Item 4.  Mine Safety Disclosures
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None.

Item 5. Other Information

None.
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Item 6.  Exhibits

Exhibit
Number Description

4.1 Form of 6.125% Notes due 2023 (incorporated by reference to Exhibit 4.2 to the Company's Current
Report on Form 8-K (No. 001-33143) filed August 15, 2013).

4.2
Second Supplemental Indenture, dated as of August 15, 2013, by and between the Company and The
Bank of New York Mellon Trust Company, N.A., as trustee (incorporated by reference to Exhibit 4.1 to
the Company's Current Report on Form 8-K (No. 001-33143) filed August 15, 2013).

31.1 Certification of the Chief Executive Officer, pursuant to Rule 13a-14(a) or 15d-14(a), for the quarter
ended September 30, 2013.

31.2 Certification of the Chief Financial Officer, pursuant to Rule 13a-14(a) or 15d-14(a), for the quarter
ended September 30, 2013.

32.1 Certification of the Chief Executive Officer, pursuant to 18 U.S.C. Section 1350, for the quarter ended
September 30, 2013.

32.2 Certification of the Chief Financial Officer, pursuant to 18 U.S.C. Section 1350, for the quarter ended
September 30, 2013.

101.1

The following materials from the Company’s Quarterly Report on Form 10-Q for the quarter ended
September 30, 2013, formatted in XBRL (Extensible Business Reporting Language): (i) the Condensed
Consolidated Balance Sheets at September 30, 2013 and December 31, 2012; (ii) the Condensed
Consolidated Statements of Income for the three and nine months ended September 30, 2013 and 2012;
(iii) the Condensed Consolidated Statements of Comprehensive Income for the three and nine months
ended September 30, 2013 and 2012; (iv) the Consolidated Statements of Cash Flows for the nine months
ended September 30, 2013 and 2012; and (v) the Notes to Unaudited Condensed Consolidated Financial
Statements.
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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)

Date: November 8, 2013 /s/ Barry D. Zyskind
Barry D. Zyskind
President and Chief Executive Officer

/s/ Ronald E. Pipoly, Jr.
Ronald E. Pipoly, Jr.
Chief Financial Officer
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