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The followingY' I Y I 3SYSy i Qa RA & éhdedddd r2ad in lcofijBnctibryiliti cdirdcangolidated financial statements and related notes.
Our financial statements are prepared in accordance with Canadian Generally Accepted Accounting Pr{f@iphP"). Note2l of the
consolidated financial statements provides a reconciliation of Canadian and United States GAAP. Additional informatigntoekatigsway
CAYlIYyOALE {SNBAOSE LyOd o6bYAYy3Jasgl &h 2 bddmam krshe ERGARIeytidréobthelUB. Seddritids farld 6
Exchange Commission's ("SEC's") website at www.sec.gov, each of which can also be accessed from our website wwin&imgaiaym.

Date of MD&A
Unless otherwise noted, the information containedthis Management Discussion and Analysis is based on information available to management
as of March 3, 2010.

Caution Regarding Forward Looking Statements

¢KAA al yFr38ySyiQa 5Aa0dzaarzy | yR |yl f & subjet tokigk®dndameitainted. THede Isthidmerits? 2 1
relate to future events or future performance and refléét: y I 3SYSy i Qa OdNNByd SELISOGFGA2YE | yR &
G0StASPSE T GAYIREAY FAESKTAZ RINRBODAIE aARHZAAYAT ¢ N ¢2PARAE | NS dzaSR (2
Suchf 2 NBFNR f221Ay3 aidrisSySyia NBTESOG YIylI3ISySydQa OdemhgBmeit ofah8t A S
Company. A number of factors couldusa actual events, performance or results to differ materiédiyn the events, performance and results
discussed in the forwartboking statements. For information identifyimgportant factors that could cause actual results to differ materially from
those anticipated in the forward lookirgiatements, see the heading Risk Factorsigaht y I 3SYSy i Qa 5Aaldzaairzy | yR

Reporting Currency

a4 GKS YlF22NAaGe 2F GKS /2YLI yeQa 2LISNI (A 2y, effedtindecamper G1K2D05 'thy EdmBaRy {
KFad LINBLINBR Ada FAYFLYyOALt adGrdiSySyida yR AdGa al yl 3 éanibgfulirimation & O dz
12 GKSANI dzZaSNE® ¢KS / 2YLI yeé @danfCdnadinih dofays fof Cadadlddl Yiedd offiseXpefatious Sutll & 1$Idollars
for U.S. operations. To effect this conversion, figures contained in this report have been translated into U.S. dolltire aaimgnt rate method,
pursuant to which the casolidated statements of earnings and cash flows have been translated using the average rate of exchange for the
relevant year, all assets and liabilities have been translated using the relevant year end rate of exchange and shahashpital translad

using the rates of exchange in effect as of the dates of various capital transactions. Foreign exchange differencesrartsiagranslations as
RSAONAROSR 10208 IINB AyOfdzZRSR Ay &aKINBK2f RSNEQ KSyYo0R VS dzy RENI NEKES
AYTF2NNYEGA2Y KFIa 6SSy NBadlGSR (G2 NBTFESO0 GKS /2YLIyeQa NBadz Ga |

All of the dollar amountsinthis I Y 38YSy (i Q& 5 A & édaxprdssed’in U.§. Bollaesydptiwbedeotherwise indicated. References
iz GR2ffINBé 2N abé IINB (2 ! d{d R2fftI N&E FtYyR lye NBFSNByOSa G2 a/
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DISCONTINUED OPERATIONS
During 2008, the Company disposeddzinadian subsidiary York Fire and Casualty Insuface LJ- y&@ 6 d, 2N] CANBL O @

During 2009 the Company disposed of:
e I L I2f{RAY3a YR Alla adzoaARAINEB %SLIKE&NI LyadaNI yOS /2YLIl ye 6da%Ss
e (KS lFadaasSita 27 '@rt2y wial alylF3SYSyid LyOo oa! @Lrf2y£€0T FyR
e 2 fAKANB ! 34adN} yOS /2YLIl ye 68y EHKANGBYadzNYROS (A2 ¥ UIOEA RAGNRY O

5d2NAY3 Hnnd GKS /2YLIl ye fa2 yy2dzyOSR Ala AyidSyd (2 ubBReguenddsedr 2 F
end, the sale of JEVCO was completed.

For further details orthe circumstances of the disposal of Lincoln Genanal JEVCe€fer to the Corporate Overview sectitelow.

Each of the operations above are considered to be discontinued operations and are recorded as such in the statemeniabphisdion under

tKkS AGSY aLyO2YS 6f 2aa0,ndtbRaxes PA 3 Q2 Bl Ay dzFR FWENIAGERAWNEA 2F RAAO2Y
RAa0Ot2aSR Ay (KS O2ym2BEalRl 63RAGASHY &St RK F G NI 14 dioh nél @nalysif, urilekshothervaise y |
disclosed, only continuing operating activities of Kingsway are included.

NONGAAP MEASURES

The Company uses both GAAP and certain-@8AP measures to assess performance. Securities regulators require that congzarien
readers about norGAAP measures that do not have a standardized meaning under GAAP and are unlikely to be comparable to similar measur
used by other companies. Kingsway, like many insurance organizations, analyzes performance based on ugdatiestisuch as combined,
expense and loss ratios. The loss ratio is derived by dividing the amount of net claims incurred by net premiums eamqueriBleeratio is
derived by dividing the sum of commissions and premium taxes and general and adriugstspenses by net premiums earned. The combined
ratio is the sum of the loss ratio and the expense ratio. A combined ratio below 100% demonstrates underwriting profisvahesegined ratio

over 100% demonstrates an underwriting loss. We believe ¢basistently delivering an underwriting profit is a key measure of performance of
the underwriting business of a property and casualty insurance company. The Company includes all corporate overheadtcinatienoaf its
expense ratio and combined ratia policy that may vary from the policies of other insurance companies.

CORPORATE OVERVIEW

LY HAATS YAYy3&asl eQa dzyRSNBINAGAY3I NBadz G6a o0S3ty G2 NE&FthE&dmparsy hdd NI i
grown too quckly and beyond its capability to sustain a competitive and profitable business nibdletame clear the Company had grown too
jdzA 01t ez FyR GKS ANRBGGK gl a o0Se2yR YIyl3aSyYSyidqQa OIFLIoAftAlE (G2 adz

In 2008, Kigsway began consolidating operations in response to changing market conditions and evidence the Company lacked tige flexibili
necessary to stay competitive. Actions taken in 2008 included divesting Yodn#irgegrating American Country Insurance Galny'é o6 a! YSN
[ 2dzyiNBEEOD Ayid2 ! YSNAOFLY {SNBAOS LyadaNIyOS /2YLlkye o6d4a! YSNAOFY { SN

Coupled with the operational challenges, the deterioration in the world economy in the latter part of 2008 crégerfeat storntfor Kingsway.

As a result, towats the end of 2008 and into early 2009, significant changes were made to the Kingsway management team and the Kingsw:
.2FNR 2F 5ANBOG2NA® ¢KSaS OKIFIy3ISad oNRddAK(GI NBYySsSR Sy SKNEdpetatghRl I OC
efficiencies. The Company began evaluating the profitability of every line of business and developing a plan tecex#é aad unprofitable lines.

The process included determining which products and distribution channels would best positionntipau@ofor future profitability, andeeking

to align the overall cost base with planned revenue levels.

Throughout the remainder of 2009, the Company continued to streamline operations and took decisions to:
e place certain unprofitable lines of businessoi run-off;

discontinue all business written through the managing general agent distribution channel;

consolidate the Canadian operations within JEVCO;

create a shared service model to support the U.S. operations;

apply disciplined and consistent procesgo claims management;

implement a process enabling aptimal staffing model;
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e enhance thegovernance structure within thgroup through the centralization of regulatory and legal compliance units, ensuring greater
transparency of issues emanating frahe operating units.

During the transformation process and detailed review of U.S. operations, it became clear that Universal Casualty Compimjfitaoft
performance issues. In an effort to remedy these issues, the Company removed several semnitves in the U.S. In addition, centralization of
claims management and regulatory compliance led to significant operational changes in both Universal Casualty CompansicamdSienvice.
Unfortunately, although we believe that the significant actitaken have resolved operational and compliance issues, both of these companies
have reported significant underwriting losses in 2009. With this clearer view to the state of the business in these ilégm| reahagement took
further action to discontinuainprofitable lines

In addition to these operational changes, as a result of the review process and the decision to focus on core linesssf Birsgssvay disposed of
HI Holdings and its subsidiary Zephyr, as well as substantially all of the ds&etdom. Also, in order to increase capital within regulated operating
companies and to release excess capital, the Company commuted all intercompany reinsurance treaties. The capital maedranailabse
disposals and commutations was used primanlyepurchase debt and shares as part of a capital initiative which began in May 2009.

In May, 2009 the Company placed all Lincoln General business into volunteoif.ripllowing this action, th€ompany continued to experience
losses from unfavouraBl NB & SNBSS RS @St 2LIvSyid 4 [AyO2fy DSYSNIftd ¢KS NBRAzOGA 2
0KS aANRdzLE O2YO0AYSR s6A0GK GKS S02y2YAO LINBaadaNBa 2y 2rdaettbelpotdnyaldS a
of exposing the Company to negative covenants in its trust indentures (for details on the restrictions of these negajfivie yotied 4SS G KS
FyR /FLAGET wS3az2 andgDiBisiManageihéniiDis2ugsio and Adh)ydi§es ongoing losses contributed to the financial strength
rating downgrades of all operating companies within the group.

On October 19, 2009, ith the objective of protecting the interests of all of our stakeholdefsy y 3a g & ! YSNRA OF cLwhdy 0 a°
owned subsidiary of the Company, disposed of its entire interest in its wholly owned subsidiary, Walshire, the sole svaséhoidoln General.

At that time, all of the stock of Walshire was donated to charities, and with this dispositionliLi@eneralceased being a member of the
Kingsway group of companies.

¢tKS tSyyaetglyArl LyadaNIyOS 5SLI NIYSyYy(d 6Gendgah lOa dloveknbed 20,CoR09 f the DY HEfiRa i K
complaint in the Commonwealth Court of Pennsylvdn 6 a/ 2 YY2y ¢St 4K [/ 2dz2NIié0 | 3FAyad GKS [/ 2Yl
GKFG GKS RA&ALRAAGARZY 61L& dzyfl ¢gFdzZ | yR y2i OIftAR®D ¢ K §e doratiohslofy & &
2 f AKANBQa aNGIHINGSa (GRS NBK S 1GKFdzE YR @t ARO® hy b2@3SYOGSNI MmpE HAngp
complaint in the Commonwealth Court against the DOI seeking a declaration that the statute upon which the DOI prin@gatlig rebt aply to

iKS R2yliAz2yao Ly NBaLRyasS (2 GKS /2YLIkyeQa O2YLX | Ayhagdeduke to5 h L
SHOK 2F GKS OfrAvya Ay GKS 5hLQa O2YLX FAy(z eiKne hdblogdus hduzdiird iy GntafiokdS
a demurrer would be a motion to strike out a pleading for failure to disclose a cause of action. The demurrers were aagypaddbof the
Commonwealth Court on February 9, 2010, which has reserved its dedisieriiming of the decision is at the discretion of the Commonwealth
Court.

If the demurrers are unsuccessful, the complaints would proceed through the courts in due course. If the courts ultimatiyfiad for the
Company, they might revert control dfincoln Generalback to the Company, which would result in LincGBeneraRad FA Yyl yOA I ¢ N.
AyOf dzRSR s6AGK GKS [/ 2 YL} yeé Qif thORoymdhwealR CdurBdeents the/tlansdztioh th bednialickiitl vinatéa ¢
lead to Kingsway being in breach of its public debt covenants should Lincoln General go into liquidation while still part of KKiggswagy's

public debt is material, and a breach in covenants could lead to the liquidation @btheany if principal and intesst payments are called before
maturity.

In late November, A. M. Best Company indicated that, du¢héocontinued deteriorating financial condition of the groapd the impact of
Lincoln General, the financial strength rating downgrades of our operatingpanies were possible.

In order to preserve the inherent value of JEVCO for our stakeholders and increase the financial flexibility of the GGngsamgy announced its

intent to dispose of its majority stake in JEVCO. This disposition will alsoJEM®@O to continue its 20 years of profitability, and its financial
strength to be ra¢d independently of the Kingsway group. Subsequent to year end, the sale of 100% of JEVCO was completed. In early 2010, &
result of the decision to dispose of the Caradinsurance operations, the Compaogganto move a significant portion of the corporate function

to the U.S. to better align the support functions of the group with its continuing operations.

Following these transactions, Kingsway is focused onstafiRIF NR | dzi2Y20Af S AyadaNI yOS Ay (GKS ! yAl
operations are the insuring of automobile risks for drivers who do not meet the criteria for coverage by standard autdnsoldes, and
commercial automobile insurance. Fdnet year ended December 31, 2009, rstandard automobile insurance accounted for 77% of gross
LINBYAdzra gNRGGSYy® hi KSNJ LINBRdzOGA Ay GKS [/ 2YLIlyeQa O2yiikibldrdy 3 2
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personal property coveragd8%) and othetines of businesg%).

Kingsway Financial Services Inc. is the holding company for all of our subsidiaries. At the beginning of 2009, we wiace tbprigh the
following subsidiaries:

In the U.S.: AmerlcanCountryInsuranceCorapanocxlYSNJ\OI)/ /2dzyuNb EVT 'YSNJ\OIy {SNJZ)\OS Ly a
DSy SNJI ¢ Lyadz2NF yOS /2YLl ye (m[;\yozty DSYSNIfé&0 ORAZ LJEaSFaInﬁuﬁancé\y H
I 2YLI ye odaaBSRRINEHd I R &adzNF yOS / 2YLI yeT {2duKSNy I YA uSR CANB Lys
{SNBAOS AY wHwnanmnOT ! yABSNREIE /ladztide /2YLkye %S LIK & NJ tayng.aaNy 1080 /

the holding company for all of our U.S. operating insurance subsidiaries.

In Canada: Kingsway General Insurance Compi#figgsway Genergl (assets and liabilities assumed by JEVCO in 2009) and Jevco Insurance
I 2YLI y@oaW9+/ héld ORAALIZASR 2F AY Hamno®

Wealso have wholly owned reinsurance subsidiaries domiciled in Bermuda and Barbados (all related party reinsurancedreatissmuted in
HNngo FYR (62 é6K2ffe& 26ySR AyadaNI yOS 38y OASa A ylofihk &ssels dofd®m2009)! I
and the Northeast Alliance Insurance Agency, L.L.C.

REVENUES

Premium Income and Competitive Factors

Revenues reported in our consolidated financial statements are derived from insurance premiums earned, investment itomierealized
gains. Total revenue from continuing operations in 2009 was $488.3 million, a decrease of 11% over the $548.1 milliob8frehicBOvas a 1%
increase over 2007.

In order to stay competitive, Kingsway competes on a number of factorsasudistribution strength, pricingndagency relationships, service, and
market reputation. In our core nestandard automobile lines in the United States, our primary offerings are policies at the minimum prescribed
limits in each state, typically notegter than $50,000 per occurrence. As such, we do not generally compete directly with the larger writers of this
product, namely, Progressive, Allstate, State Farm and GEICO. Our primary competitors in this fragmented market are cutipasesristol

West Holdings Inc., a member of Farmers Insurance Group of Companies, Infinity Property and Casualty and Direct GerafahCorpor

At the same time, we compete with numerous smaller insurance companies in regional markets. The fragmented natureownfitaedard
automobile markets in the United States means that many of our competitors are small companies with limited capital resbord¢es/e
traditionally relied upon the support of reinsurers to supplement their capital. Like us, many of our ¢tmrgserve the independent agency
market, as well as sell insurance directly to custoniersome casesOn the other hand, direct underwriters typically operate in standard lines of
personal automobile and property insurance where they have certain etithe advantages over agency underwriters. These advantages include
increased name recognition obtained through extensive media advertising, loyalty of the customer base to the insurerhathtr &n
independent agency and, potentially, reduced policguisition costs and increased customer retention.

From time to time, the niche nestandard market attracts competition from new entrants. In many cases, these entrants are looking for growth,
however, because of inexperience, price their insurance welte rates that we believe provide an acceptable premium for the related risk. We
firmly believe that it is not in our best interest to compete solely on price, and as a result, occasionally we expdosaa# enarket share during
periods of intense N OS O2 YLISGAGA2Y 2NJ daz2¥Fidé YIENJSG O2yRAGAZ2Y&a® LY wHnnd |y
its price adequacy in the territories in which it operat@ise Company has taken stepstminate business wher@rice adequacys unlikely to be
achieved within an acceptable period of time.

Ultimately, we believe that our ability to compete successfully in our industry is based on our ability to:

o identify markets that are most likely to produce an underwriting profit;

operate wth a disciplined underwriting approach;

offer diversified products and geographic platforms;

practice prudent claims management;

reserve appropriately for unpaid claims;

strive for cost containment and the economics of shared support functions where dktap@ropriate; and
provide services and competitive commissions to our independent agents and brokers.
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Finally, changes to legislative or industry developments can lead to increased competition in our markets or reducetyto @bitie risks
approprigely. New competition from these developments can cause the prices for insurance to fall, adversely affecting our underwritin
profitability.

Our underwriting philosophy stresses receiving an adequate premium and spread of risks for the business wRaitehan attempt to select
individual risks, we seek to set premium rates at levels that should generate profitable underwriting. We regularly mienitanpadequacy both

by territory and class of business and make adjustments as required. Typi@athp, not reduce our pricing when competitors offer to underwrite
certain classes of business at premium rates that we believe are below acceptable levels. Instead, we focus on maintgirgnguoo per risk
rather than write a large number of risks ptemiums that we believe would be inadequate and thus unprofitable. As a result, our premium
volumes may be impacted.

As a normal part of operations, we regularly consider and implement initiatives to address adverse profitability trendsisioess.These
initiatives vary by jurisdiction, but may include tightening of underwriting requirements, price increases, terminatiaegbenfiorming programs,
reduction in agent commissions, policy nmmewals (where permitted) and other administrative chasige most U.S. jurisdictions premium rates
must be approved by the applicable regulatory authority. Once approved, an insurance company is prohibited from altesingithamiat
regulatory approval for changes. In the United States, we market and digtritur products through a network of independent agents. We
YEAYUGFEAY Yy a2y YIEN]LSG¢ | LIINRIFOK gKAOK SylofSa GKS&S desSwitha (2
broad, flexible and scalable distribution network. Welieee that this approach is unique compared with the approach of many of the non
standard automobile insurance companies.

Our strategy focuses on developing and maintaining strong relationships with our independent agents. We continually stovielé@xcellent
service in the markets in which we operate, communicating through a variety of channels as we look for opportunitiesate ieffieiency and
reduce operating costs with our agents. Our agents generally have the authority to bind policies baehalf, providing specified insurance
coverages within our prescribed underwriting guidelines. These guidelines prescribe the kinds and amounts of coverage libawriten and

the premium rates that may be charged for specified categories of riskdst cases, we do not delegate authority to settle or adjust claims,
establish underwriting guidelines, develop rates or enter into other transactions or commitments through our independest agen

Table 1 and Table 2 below set forth our gross premigm$A G 6 Sy o6& tAyS 2F odairySaa yR oé& 3523
continuing operations for the periods indicated.

Our automobile insurance products provide coverage in three major areas: liability, accident benefits and physical déhdige insurance
provides coverage where our insured is responsible for an automobile accident, for the payment for injuries and propegty tathizd parties.
Accident benefit policies or personal injury protection policies provide coverages®olincome, medical and rehabilitation expenses for insured
persons who are injured in an automobile accident, regardless of fault. Physical damage coverages provide for the payameaged to an
insured automobile arising from a collision with anatlabject or from other risks such as fire or theft. Automobile physical damage and liability
coverages generally provide more predictable results than automobile accident benefit or personal injury insurance.

Non-Standard Automobile

Nonstandard automoble insurance is principally provided to individuals who do not qualify for standard automobile insurance coverage because
of their payment history, driving record, place of residence, age, vehicle type or other factors. Such drivers typiesgntdpder than normal

risks and pay higher insurance rates for comparable coverage.

Nonstandard automobile insurance is generally accompanied by increased loss exposure, higher claims experience and adegberoici
consumer and service provider fraud.dddition, policy renewal rates tend to be low for netandard automobile policies as policyholders often
lapse their policies because of non-payment of premiums and subsequently reapply as new policyholders. This creajesgnenuirement to
replae nonrenewing policyholders with new policyholders and to react promptly to issue cancellation notices fpapoment of premiums to
mitigate potential bad debt writeffs. These factors, however, are mitigated to some extent by higher premium ratetgriiency of higkrisk
individuals to own low value automobiles, and generally lower limits of insurance coverage as insureds tend to purchage abtee minimum
prescribed limits.

The insuring of noistandard drivers is often transitory. When thalriving records improve, insureds may qualify to obtain insurance in the
standard market at lower premium rates. We often cancel policies forpayment of premium and, following a period of lapse in coverage,
insureds frequently return to purchase a newlicy at a later date. As a result, our nstandard automobile insurance policies experience a
retention rate that is lower than that experienced for standard market risks. Most of our insureds pay their premiums anhdy imstalment
basis and we typally limit our risk of nospayment of premiums by requiring a deposit for future insurance premiums and the prepayment of
subsequent instalments.

In the United States, automobile insurers are generally required to participate in various involuntanalesatket pools and assigned risk plans
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that provide automobile insurance coverage to individuals or other entities that are unable to purchase such coveragelantaey market.
Participation in these pools in most jurisdictions is in proportiondluntary writings of selected lines of business in that jurisdiction.

In January 2007, we completed the acquisition of the assigned risk business of The Robert Plan Corporation and estabtishest aalled
Northeast Alliance Insurance Agency L.LAG @ NI KSF aGé 0 O0F2NX¥YSNI & (y2é6y & wt/ LyadzaNI yOS
non-standard automobile risks are assigned to standard automobile insurance companies, Northeast offers to assume theseislssifjoadthe
standardinsurer for a preagreed buyout fee. During 2009, the company underwriting these risks changed from Lincoln General to an unrelated
third party.

In early 2007 we acquired Mendota, which is a dedicated-standard insurance provider licensed in 43 staad currently writes business in 19
states through a network of approximately 6,000 independent agency locations.

In the United States, we write nestandard automobile insurance in various states, predominantly Florida, lllinois and California.Unitie

States, norstandard automobile insurance policies generally have lower limits of insurance commensurate with the minimum coverage
requirement under the statute of the state in which we write the business. These limits of liability are typicatiyeatér than $50,000 per
occurrence.

In the year ended December 31, 2009, gross premiums written fromsteomdard automobile insurance decreased 26% to $291.0 million.- Non
standard automobile insurance accounted for 77% and 75% of our gross premiuttes ior the years ended December 31, 2009 and 2008,
respectively. The significant decrease in gross premiums written is due to the various steps taken to discontinue uepiedigaldliscontinuation

of the managing general agent distribution chanmelmarily at Universal Casualty Company, and theafirof Southern United. Also contributing
to the reduction in norstandard automobile premium volumes is the continuing poor economic conditions in much of the U.S. Ttantand
automobile insurancenarket tends to contract during periods of high unemployment as is currently being experienced in the U.S.

TABLE 1Gross premiums written by line of business
For the year ended December 31 (in millions of dollars, except for percentages)

2009 200¢
Non-Standard Automobile $ 291.0 772%  $ 391.¢ 74.7%
Property (including liability) 8.6 2.3 8.8 1.7
Other - - 0.3 0.1
Total Personal $ 299.6 795% $ 400.¢ 765 %
Commercial Automobile 69.2 184%  $ 119.1 22.7%
Property (including liability) 0.6 0.1 4.1 0.8
Other 7.4 2.0 0.1 -
Total Commercial $ 77.2 205% $ 123.3 23.5%
Total Gross Premiums Written $ 376.8 1000% $ 524.2 100.0%
TABLE 2Gross premiums written by state and province
For the year ended December 31 (in millions of dollars, except for percentages)

200¢ 200¢
Florida $ 95.9 255% $ 1141 21.8 %
lllinois 86.1 22.9 108.2 20.6
California 36.6 9.7 50.4 9.6
Virginia 19.3 5.1 23.c 4.4
Texas 16.4 4.4 31.t 6.0
Colorado 15.3 4.1 13.1 2.5
Missouri 12.0 3.2 12.¢ 2.4
New York 12.0 3.2 13.€ 2.6
Other 83.2 21.9 157.2 30.1
Total Goss Premiums Written $ 376.8 1000% $ 524. 100.0 %
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Commercial Automobile

Commercial automobile policies provide coverage for low limit, light weight, individual unit or small fleet commercigsvehithe year mded
December 31, 2009, gross premiums written from commercial automobile decreased by 42% to $69.2 million compared to $ibhdri 2008.
¢tKAada RSONBI &S NBLINBaSyda (GKS /2YLIyeQa Y20S g+ e FTNRY KAIKSNIfAY

Property (including kbility)

In2009,KS LISNR2YFf LINRPLISNI & LINBYAdzy NBfFGSa G2 | of & { SOdzNR jrég@r is &J- NI
O22LISNI GADBS dzy RSNIiF {Ay3d 2F (KS AyadaNI yOS AyRdEGNEKA R HIKIS2 6C8 RISINNL
and casualty insurance companies to write and service the Standard Flood Insurance Policy in their own names. Undearthe b dSecurity
receives an expense allowance for policies written and claims procedsiézl the Federal Government retains responsibility for underwriting all
losses.

In the year ended December 31, 2009, gross premiums written from personal and commercial property lines of business dgc288sed $9.2
million compared to $12.9 millioim 2008.

INVESTMENT SECURITIES AND INVESTMENT INCOME

Overview and Strategy

We manage our securities portfolio to support the liabilities of our insurance operations, to preserve capital and toegenarstiment returns.

We invest predominantly inacporate and government bonds with relatively short durations. The securities are managed byattydnvestment
management firms and the Investment and Capital Committee of the Board of Directors monitors their performance and thiémcemyith

botKk G(KSANI AYRAGARIZ £ YIYyRIFIGS FyR GKS /2YLIlyeQa Ayo@SadyYsydiaphdof A OA
our securities portfolio.

Our investment guidelines stress the preservation of capital, market liquidity to suppgrhent of outiabilities and the diversification of risk.
With respect to fixed income securities, we generally purchase securities with the expectation of holding them to thetrematur

In accordance with the preservation of capital as a key compbogthe investment policy, the Company undertook the strategy in early 2009 of
liquidating substantially all of the common share equity portfolio with the objectives of reducing the volatility of thedalaeet and protecting
i KS [/ 2 YL y eeprbcedds ftath thé disgosatwere reinvested in high quality fixed income securities.

Portfolio Composition

At December 31, 2009, we held cash and securities (including financed premiums) with a fair value of $586.2 milliorcehsbatr 3¢, 2009, we

held a securities portfolio comprised primarily of fixed income securities with a relatively small allocation to prefenigd segurities. As
described above, the Company elected in early 2009 to eliminate its exposure to common shares. Insuranke sNB&BIE &3 Q 4 SOdzNA G A
with applicable regulations that prescribe the type, quality and concentration of securities. These regulations in the juaiddictions in which

our insurance subsidiaries are domiciled permit investments in governnséatg, municipal and corporate bonds, and preferred and common
equities, within specified limits and subject to certain qualifications. Our U.S. operations typically invest in U.8edoMlginated securities to
mitigate their exposure to currency rati€tuations.

Table 3 below summarizes the fair value of the securities portfolio, including cash and cash equivalents and financedspantingndates
indicated.
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TABLE 3Fair value of securities portfolio
As at December 31 (in millions of dollars)

200¢ 200¢
Type of security
Term deposits $ 238 % 185.2
Government bonds 269.0 743.3
Corporate debt securities 211.2 1,170.4
Subtotal $ 5040 $ 2,098.9
Common shares $ - $ 268.0
Preferred shares 8.2 3.6
Financed premiums 15.3 61.6
Cash and cash equivalents 58.7 105.7
Total $ 586.2 $ 2,537.8
Less: Discontinued operations (1,819.7
Total from continuing operations $ 5862 $ 718.1
TABLE 4Investment results before the effect of income taxes
For the year ended December 31 (in millions of dollars)

200¢ 200¢
Average securities at cost $ 6283 $ 770.2
Investment income after expenses $ 27 % 35.3
Percent earned on average investments (annualized) 0.4 % 4.6 %

Net realized gains (losses) $ 103 $ (11.2
Total investment income $ 130 $ 24.1
Total realized yield 21 % 31 %

Investment results biere the effect of income taxes are reflected in Table 4 above.

Investment income from continuing operations, excluding net realized gains, decrea8eghlip .7 million in 2009 compared to $3million in
2008. The decrease is primarily due to thkdwing three factors:
e anet foreign exchangtss of approximately X .0million due to the impact of the strengthening Canadian dollar on:
o U.S. dollar assets in the Canadian head office; and
0 net Canadian dollar liabilities in the U.S. operations;
e araduction in interest income from lower yields as a result of a significant drop in short term interest rates and from tfiencamd
risk profile of the portfolio having been reduced; and
e areduction in the size of the securities portfolio as aresuUN& RdzOS R @2 f dzySa 2F odzaiySaa Ay GKS
acceleration of claim payments and debt and equity buybacks and other corporate initiatives.

The impact to the income statement from the strengthening Canadian dollar in 2009 igedutlbove. In addition to this impact, the stronger
Canadian dollar increased the book value of our Canadian operations in U.S. dollar terms. This increase in book vatiedisnreither
O2YLINBKSyaardsS Ay02YS Ay K Satdmenlaidyhér®than Gifgeys dhe impaé to thé iRcorffelstfteme@.A | £ & G

The Company incurred net realized gains in 2009 ofZkh@llion compared to net realized losses df1$2 million in 2008.The net gain in 2009 is

due to gains realized from the liquidagio 2 F FAESR Ay O02YS a4S0dzNRAGASA Ay GKS /2YLIlyeqQa C
NBfFGSR LI NIié NBAYyadzaNI yOS O2VYYdzil A2y (GNIyal OiAz2yas bileddyipbrfofioe 2 F
and impmirments for other than temporarily impaired securiti€khe net loss in 2008 is primarily due to the challenging fixed income and equity
markets which began in late 2007 and includes the wadibevn of all of the unrealized losses on the common share gqottfolio as a result of

GKS /2YLI yeQa RSOAaA2Yy (2 RAGSalG 2F GKA& LRNITF2tA2 Ay SIENI& wnnog

For a more detailed analysis of investment incoamne net realized gainsee note 5 to the Consolidated Financial Statements.
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Liquidity and Cash Flow Risk

TABE 5 Fair value by contractual maturity date
As at December 31 (in millions of dollars)

2009 2008
Due in less than one year $ 68.1 133% $ 405.6 19.3 %
Due in one through five years 293.9 57.4 986.3 47.0
Due after five through ten years 94.7 18.5 524.5 25.0
Due after ten years 55.4 10.8 182.5 8.7
Total $ 512.1 100.0% $ 2,098.¢ 100.0 %

Table5 above summarizethe fair value by contractual maturities of the fixed income securities portfolio, including redeemable preferred shares
and excluding cash and cash equivalents, at the dates indicBted2008 analysis includes both continuing and discontinued operations

' 5SOSYOSNI omZ uHnnpE TmM: 2F GKS FAESR Ay02YS &S OdzNR ddofparate bandsOt dzR
had contractual maturities of five years or less. Actual maturities may differ from contractual maturiiesdegecertain issuers have the right to

call or prepay obligations with or without call or prepayment penalties. The Company holds cash and high graterstassets which, along

with fixed income security maturities, management believes are suffié@rthe payment of claims on a timely basis. In the event that additional
cash is required to meet obligations to our policyholders, we believe that the high quality, liquid securities portfoldepray with sufficient
liquidity.

Market Risk

Marketrisk is the risk that we will incur losses due to adverse changes in interest or currency exchange rates and equitayirigedispbsed of
the common equity securities and given our U.S. operations typically invest in U.S. dollar denominated seourit@$mary market risk
exposures in the securities portfolio are to changes in interest rates.

Because the securities portfolio is comprised of primarily fixed income securities that are usually held to maturityc pedades in interest rate
levels generally impact our financial results to the extent that the securities are recorded at market value and reinvestidsrargiaifferent
than the original yields on maturing securities. Also, during periods of rising interest rates, the marketfuileexisting fixed income securities
will generally decrease and realized gains on fixed income securities will likely be reduced. The reverse is true cigingflerclining interest
rates.

For a more detailed analysis and quantification of marlsl¢, see the Market Risk section of nétef the financial statements.

Credit Risk
Credit risk is defined as the risk of financial loss due to failure of the other party to a financial instrument to dischatdigation. Credit risk
arises from oupositions in term deposits, corporate debt securities and government bonds.

The Investment and Capital Committee of the Board of Directors is responsible for the oversight of key investment pdlitegsamhese
policies and limits are subject tonaual review and approval by the Investment and Capital Committee. The Investment and Capital Committee is
also responsible for ensuring that these policies are implemented and that procedures are in place to manage and cahtiskcred

The Company Ispolicies to limit and monitor its exposure to individual issuers or related groups (with the exception of U.S. goveomdsht b

Table 6 below summarizes the composition of the fair value of the fixed income securities portfolio, excluding casth @ugiigatents, at the

RIFiSa AYyRAOIGSRE o6& NIGAy3 & FaaAaAdySR o0& {gt 2N a2 preddirantywdSa i
KAIK ljdzkt Ade aSOdNRGASa Ay O2NLRNI S | of betteB Phed 2008/amMafysisincladgsyb8tid condirfuingk =
and discontinued operationg. KS Wy 24 NI GSRQ OFGS32NE O2yairada LINAYFINARtE 2F AydSa
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TABLE 6Credit ratings of fixed income securities portfolio
As @ December 31

200¢ 200¢
Rating
AAA/Aaa 62.4 % 54.7%
AA/Aa 14.2 16.3
AIA 21.1 24.1
Percentage rated A/A2 or better 97.7 % 95.1%
BBB/Baa 1.8 3.1
BB/Ba - 0.2
B/B - 0.4
CCC/Caa or lower - 0.2
Not rated 0.5 1.0
Total 100.0 % 100.0%

Premiums for property and casualty insurance are typically payable at the time a policy is issued in force or renewésd.if&uegeds in making
their payments, in some instances we offer premium financing either directly or through a separate premium finance coniezalgy \the
insured can pay a portion of the premium in montiigtallments The insured pays an additional amodot this option, reflecting handling costs
and the income we would have earned on such premium, had we received the total amount at the beginning of the policy\eetigmically
collect sufficient premiums in advance of the period of risk which enghadsin the event of payment default by the insured, we should not have
uncollectible balances. The option of monthly premium payments is available only where permitted under the laws or regafatienspecific
jurisdictions. Some jurisdictions reqeithe option of monthly premium payments at a specific annual interest rate or monthly charge.

Certain U.S. public companies include this premium finance income in computing their combined ratio and underwritingVprofiowever,
consider the income &m premium finance activities to be a part of investment income, because this additional amount is essentially an interest
payment on the balance of unpaid premium. At December 31, 2009, the balance of the financed premiums receivable wadi®i5.2 mil

The fair value of financed premiums approximates their carrying amount.

Other than temporary impairment

The Company has recognized losses on securities for which a decline in market value was deemed to be other than tempeeogniAés
charges of$0.7 million, $12.7 million and $.3 million for securities value impairment that was considered other than temporary for the years
ended December 31, 2009, 2008 and 2007, respectively. The charges recognized in 2008 reflected the impact on thepeetfotitesf the
unusually volatile fixed income and equity markets in 2008. The 2008 charges also include tkdowrnitef all of the unrealized losses on the
O02YY2y &4KINB Sljdade LRNIF2ftA2 | a | NBans#aly2% (KS /2YLIl yéQa AyidSy

Management performs a quarterly analysis of our securities holdings to determine if declines in market value are othemit@nary. Further
information regarding our detailed analysis and factors considered in establishing artlodinelemporary impairment on an investment security
Ad RA&AO0dzAEASR gAUKAY GKS /NAGAOKET 1 O02dzyliAy3 9alAyYlLisSa asSoOlirzy 27

The length of time securities may be held in an unrealized loss position may vary based on the afgimappointed investment managers and
their respective analyses related to valuation and to the various credit risks that may prevent us from recapturing thel pnwvestment. In cases
of securities with a maturity date where the appointed investmeranager determines that there is little or no risk of default prior to the maturity
of a holding, we would elect to hold the security in an unrealized loss position until the price recovers or the securigs nhatsituations where
facts emerge that night increase the risk associated with recapture of principal, and the Company may elect to sell securities at a loss.

At December 31, 2009, the gross unrealized losses amounted to $2.8 million. As at December 31, 2009 there were no lossliatibutable
to non-investment grade fixed income securities.

At December 31, 2009 and December 31, 2008, unrealized losses related to government bonds and term deposits were censiteeey &s

there was no evidence of default risk. Corporate bonds, ahese below investment grade, in a material unrealized loss position, continued to
pay interest and were not subject to material changes in their respective debt ratings. We concluded that a defaultrrigkedidt at the time

and, therefore, the dedtie in value was considered temporary. As we have the capacity to hold these securities to maturity, no impairment
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provision was considered necessary. In making the impairment decisions, we utilized the professional expertise of thenhwaehtisors,
andyzed independent economic indicators and reviewed stock market trends. In deciding whether to reduce the carrying vatuaai and
preferredshares, we take into account a number of factors, including whether the decline in market value is more%hanc®Bas persisted for a
period exceeding six months. In the case of fixed income securities, we also take into account whether the issuer ¢saindistagss (unable to
L& AyGaSNBad 2N a2YS 20KSNJ aiddz lyssytishiifs tebt omigatiosR  LJdzi Ay ljdzSadAizy

PROVISION FOR UNPAID CLAIMS

Overview

Claims management is the procedure by which an insurance company determines the validity and amount of a claim. An papootaciaims
management is verifying the accuyaof the information provided to the insurance company at the time the policy is underwritten. The nature of
non-standard automobile insurance typically requires more thorough claims management and in particular, more thorough inxestigati
procedures andjreater defence costs than many other types of insurance. Insurance claims on our policies are investigated and settleddly ou
claims adjusters, and we may also employ independent adjusters, private investigators, various experts and legal cadpstldiaims. We
believe that claims management is fundamental to our operations.

Reserving

A provision for unpaid claims includes several components: a provision for unpaid claims based on estimated liabilitidoal irefiorted claims
(more commory known as case reserves), an estimated provision for claims that have not yet been reported and expected future development
case reserves, collectively known as the incurred but not reported claims provision ("IBNR"). The provision for unpamlsoldimokides an
estimate of allocated loss adjustment expenses (primarily defence costs) and unallocated loss adjustment expenses {fpeiradjilgtment
handling costs by claims personnel) which we expect to incur in the future.

The establishment of aNblR JA A2y F2NJ dzy LI AR Of I AYa NBLINBaSyda YIyl3asSySyiqa 68
claims and unreported claims. The provision for unpaid claims does not represent an exact calculation of the liabil#yeadtrapresets
YEyl3SySyidoa o0Sad SadavyrasS +ia F 3aA@gSy | 002dzyiAy 3 RIdiclSimsmpredentd they 3
undiscounted estimates of the ultimate net cost of all unpaid claims and loss adjustment expenseseiantgontinually reviews its estimates

and adjusts as experience develops and new information becomes available. In establishing the provision for unpaid el@iompamy also
takes into account estimated recoveries, reinsurance, salvage and submgatio

The process for establishing the provision for unpaid claims reflects the uncertainties and significant judgementalnfaetens in predicting
future results of both known and unknown claims. As such, the process is inherently complex and ingmeasémates are constantly refined.
The process of establishing the provision for unpaid claims relies on the judgement and opinions of a large number w@wl&ndindtlding the
opinions of the external independent appointed actuary, Towers Watson.

Factors affecting the provision for unpaid claims include the continually evolving and changing regulatory and legal emsr@wtuarial studies,
professional experience and the expertise of our claims personnel and independent adjustors retainedi® ihdividual claims. A change in
claims handling procedures and changes in individuals involved in the reserving process can also affect the provisiaid faimnmg The quality

of the data used for projection purposes, existing claims managemexatipes, including claims handling and settlement practices, the effect of
inflationary trends on future claims settlement costs, court decisions, economic conditions and public attitudes, alheffeotvision for unpaid
claims.

In addition, tme card0 S | ONAGAOFE LI NI 2F GKS LINPGAaA2YyQa RSGSN¥WAYILFIGA2YZI ©
payment or claim settlement, the more variable the ultimate settlement amount can be. Accordinglytaitedtclaims, such as proggrclaims,

tend to be more predictable than lorAgiled claims such as general liability and automobile accident benefit claims:tditathclaims are less
predictable, whereas shottil claims are reported and settled quickly, resulting in less estonatariability. Our provision for unpaid claims is not
discounted to reflect the time value of expected future payouts of claims.

Table 7 below shows the amounts of total case reserves and IBNR as at December 31, 2009 and 2008. The provision fimsnpedtdezised by
2% to $38.5 million at the end of 2009 compared to $374.8 million at the end of 2008. During 2009, case reserves decreased by BllRvhile |
reserves decreased 8% compared to December 31, 2008.

TABLE Total case reserves and IBN
As at December 31 (in millions of dollars)

200¢ 200¢ (%
Case Reserves $ 229.¢ $ 231.t (1%)
IBNR 138.9 143.2 (3%)
Total unpaid claims $ 3685 $ 374.¢ (2%)
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Impact of Changes in ProvisionifUnpaid Claims

Any adjustments are reflected in the consolidated statement of operations in the period in which they become known armbamedcfor as
changes in estimates. Even after such adjustments, ultimate liability or recovery may exceelbss thean the revised estimates. A change that
increases the provision for unpaid claims is known as an unfavourable development and will reduce net income.

Management Process
During 2009, a centralized actuarial function was established with respoysibiti among other things, setting the reserves for each of the

operating subsidiaries in the U.S. The internal Actuarial Department consists of eight actuaries with significant industmn@eny specific
experience. By centralizing the reserving pEsiea consistent approach is applied to compiling and interpreting data, which we believe will result
in more reliable estimates of reserves across the group. Embedded in this centralized process is a review frameworKwdeistainomparison
ofassumpk 2ya FyR O2yOfdzaizya (2 GKS | LILIR A y-of6iiem thedhdatklofNde Bciuaribl depathyidnl) the2 v &
Chief Actuary, and approval of reserves by the audit committee.

CKS AYGSNYLFf | OGdz NASE LANNFFRENIYNE & SjNIAF SNIINSSNG A8S 4a | LANRd2I N (22 SSAHILBSS f A & KAy
is followed by a full quarterly actuarial reserve analysis. The full actuarial reserve review is then used as the aSs for t O (i dzI € 2
review for the dbllowing quarter. The full actuarial reserve review updates the actuarial loss development tables with the new quartenf cla
data. These updated tables will allow for-&2eSt SOG A2y 2F f2aa RSOSt2LIYSy i 7T I résér2eNdviendal ®herQ a 0 ¢
actuarial assumptions are f@sited before ultimate loss estimates are selected.

¢KS 4 OlGdzk t (2 SELISON BdmiskINBIOR S s $ & ARE daidstedihiRB AR iMdBpolatedl romNid prior

qut NI SND& FdzZf | OlGdzZl NAI £ NBGASsd 'y SELISOGSR 2848 A4AQRSNWESRATDHRI
 OlGdzl £ AYONBYSyiGlf t2aa8a Ay (KS LISNA2R® ¢ K Dy thiNakiNG eparteNIdpddeat. ¥ dzt

In the full actuarial review process, a |l@s®lloss adjustment expense reserve analysis is completed for each insurance subdidipayd claims
reserves, allocated loss adjustment expense reserves and unatblizts adjustment expense reserves are separately analyzed hof lnsiness

or coverage by accident year. A wide range of actuarial methods are utilized in order to appropriately measure ultinzatd loss adjustment
expense costsMany of these rethods are designed to properly address changes in claims settlement rate, changes in case reserve adequacy ar
other operational changesThese methods include Paid Loss Development, Incurred Loss Development, Paid Borffeugtieon, Incurred
Bornhueter-Ferguson, Berquistherman Paid Method, Adjusted Incurred Method, Case Reserve Development Method and -Béssde
Regression Method. Reasonability tests such as average outstanding reserves, ultimate loss trends and ultimate allozdjiestriosstexpense

to ultimate loss are also performed prior to selection of ultimate losses. Reserves are indicated dfyblisinesr coverage and are separated

into case reserves, IBNR reserves and unallocated loss adjustment expense reserves.

External Actarial Process

An external independent actuary, Towers Watson, is appointed for each operating insurance company to ascertain whettwridion for

unpaid claims as established by management is reasonably stated and within the appointed independeri&ctda NJ y3IS 2F NBI
estimates.

In accordance with actuarial standards for 2009 and 2008, the independent appointed actuary develops a variability eftbestimates, more
commonly known as a range of reasonable reserve estimatesaaredommended actuarial central estimate of reserves. The actuarial central
SAGAYIFGS A& AYGiSyRSR (2 NBLNBaSyld (GKS AYyRSLISYyRSyd I-pdinontyethi§irand O d
low estimates of the rangeThe ramge of reasonable reserve estimates reflects the uncertainties associated with analyzing the reserves, and
includes estimates that could be produced by appropriate actuarial methods and assumpfiuesange does not reflect the range of all possible
outcomes. Actual results outside of this range are possible.

As part of the reserving process, the external independent actuary performs various quarterly reviews throughout the gaandarassess
whether the actual results of the operating insuran@enpany are materially different than what was expected based on loss development factors
previously established.

Both internal and external actuaries have to exercise a considerable degree of judgement when evaluating the factorsrgitassn analying
the reserves. Different actuaries may choose different assumptions when faced with uncertainty, based on their indivikgedubds,
professional experiences and areas of focus. As a result, the estimate selected by one actuary may differ §ygnifinahtait of another actuary.

As the processes of management and the external independent actuary are undertaken independently, the provision foraingaidadrded by
YIEyF3aSySyid OFry RAFTFSNI FNRBY GKS Ay RBdSufRBartér of 20Dg, tze Cdinpuay afdSeych bide bf itsS &

ddz0 AARAI NASE 2LISNI GSR dzy RSNJ I L2t A0& ¢KSNBoex (2 (K@s(®btofisdlyade atdk |
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subrogation) at December 31 of each year was tean the actuarial central estimate as recommended by its independent appointed actuary, the
Company increased the gross provision for unpaid claims to an amount that was not less than the final actuarial cerdtalafstiach subsidiary
asrecommend® o6& G(G(KS AYRSLISYRSYy(G |LILRAYGSR | Oldza NB o Ly GKS TF2dz2NIK |
dzy LI AR Of FAY&A FYR (KS /2YLIl ye [R2dzaldSR (GKS O2yazfARIiSRINAVARIBVA Y
of unpaid claims and the aggregate actuarial central estimate.

Beginning in 2010, the Company will no longer operate under the policy described above of adjusting reserves to refldRtSHelS y RSy i | O
OSyiaNIt SadaYl(dSo /splaclelt Iencdestimate/ to T8 ¥dudrialxantral estimate and range of reasonable reserves
independently determined by the appointed actuary continues to be an important step in the reserving process, howevedifidrerees exist

and the Company b&igdSa GKS AydSNylLfte RSOSE2LISR NBaSNWS SadAaylrLdasS G2 o6S Y2
this to be consistent with industry practice for companies with a robust reserving process in place. The Company beliexesrthagement
reserving process to be a significant improvemewer prior practice

1'ad G 5850SYO6SN) omMXZ wnndE GKS F33INBIFGS FY2dzyld o8& 6KAOK dirgsSrvel LILI2
estimate was $6.6 million. Because of ttfeange in policy described above, the provision for unpaid claims has not been increased or decreased in
GKS FTAYIFLyOAlLt &dFridSYySyida 2F (KS addzaARAIFINRSAE $KSNB Ylcgnrd &tinfang.d Qa
The Cmpany elected to increase the consolidated reserves by $6.6 million to reflect the above difference on a consolidatiedobdeisto

present the financial position of the consolidated Company on a consistent basis throughout the year.

Therange of rasonable reservestimates for gross unpaid claims for the U.S. operations estimated by the independent appointed actuary, the
actuarial central estimate as recommended by the external independent appointed actuary and the actual carried provigipaidoclaims are

shown below in Tabl8. In addition, the Company has carried a provision for unpaid claims at Kingsway Reinsurance Corporation of $1,177,000 ar
$504000 at December 31, 2009 and 2008 respectivelyK S/ 2 Yiat#l yhpa@iZlaims provisiowas $368,501,000 and $374,799,000 at
December 31, 2009 and 2008 respectively.

TABLB Comparison of actuarial ranges for gross unpaid claims

Actuaria

Centra
Low High Estimate Carriec
As at December 31, 2009 $ 3369 $ 4082 % 3685 $ 367.3
As at December 31, 2008 334.8 407.2 370.1 3743

Table9 summarizes the provision for unpaid claims, net of recoveries from reinsurers, established as at the end of ti€3@ansough 2009

and compares the restimation of those liabilities as at December 31, 2009. This table presents the development of unpaid claims liabilities
reflected on the balance sheets as at each yearedgridecember 31, 1999 through December 31020The top line of the table presents the
estimated provision for unpaid claims recorded at the balance sheet date for each of the indicated years. This provesenteetire estimated
amount of losses and loss adjustment expenses for claims unpaiteabalance sheet date, including IBNR. The table also presents the re
estimated provision for unpaid claims on a gross basis, with separate disclosure ofeiinrated reinsurance recoverables on unpaid claims for
years 1999 through 2009.

The develpment of the provision for unpaid claims is shown by the difference between estimates of claims as of the initial yeat #relran
estimated liability at each subsequent year end. This is based on actual payments in full or partial settlement oplclairegstimates of the
payments required for claims still open or claims still unreported. Favourable development (reserve redundancy) meares dhigtnl claim
estimates were higher than subsequently determined. Unfavourable development (reseficéedey) means that the original claim estimates
were lower than subsequently determined.

The table presents the cumulative amount paid with respect to the previously recorded provision as of the end of eachirgugeaednd the re
estimated amount othe previously recorded provision based on experience as of the end of the succeeding year. The estimate is increased
decreased as more information about the claims becomes known for individual years. For example, as of December 31, 200%qid/&Bh1.6

million of the currently estimated $321.8 million of claims that had been incurred through the end of 2003; thus an estt@t2dnillion of

losses incurred prior to December 31, 2003 remain unpaid as of December 31, 2008.

The cumulative developnme represents the aggregate change in the estimates over all prior years. For example, unpaid claims at December 31
1999 have developed adversely by $3.4 million over the subsequent ten years and unpaid claims at December 31, 2000 dizac atbveisely
by $13.8 million over the subsequent nine years. The effect on income during the past three years due to changes in ebtimaaés claims is
showninNotel5( 2 (GKS O2y a2t ARFGSR FTAYIFIYOALf adGrdSYSgfda a GKS GLINA2NI &8

Each cumulative development amount includes the effects of all changes in amounts during the current year for prior periegample, the
amount of the development related to losses settled in 2009, but incurred in 2001, will be included inntéative development amounts for
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years 2001 through 2008. The deficiency identified during the year 2009 of $21.5 million was attributable to unpaid daibecamber 31, 2008
for unpaid claims for the year 2008 and all prior years.

TABLE 9 Provision for unpaid claims, net of recoveries from reinsurers

As at December 31, 2009 (in millions of dollars, except percentages)

200¢ 200¢ 2007 200¢ 200¢ 2004 2003 2002 2001 2000 1999
Unpaid claims
origindly
established end
of year, gross 368.5 374.¢ 398. 325.¢ 325.¢ 323.¢ 318. 297.1 122.1 97.¢ 94.€
Less:
Reinsurance
recoverable
on unpaid losses 4.2 5.8 6.3 8.6 10.1 16.2 20.€ 23.2 2.8 5.3 11.€
Unpaid claims
originally
established end
of year, net 364.3 368.¢ 392.1 317.( 315.1 307.1 297.¢ 274.F 119.¢ 92.% 82.¢
Cumulative paid (net of currency translation impact) as of:
One year later 192.5 188.5 128.7 127.C 127.F 151.F 153.% 78.5 46.4 37.2
Two years later 277.¢ 201.€ 204.F 197.¢ 219.¢ 233.¢ 110. 71.¢ 57.C
Three years later 248.1 250.< 246.% 262.7 272.( 131.2 87.1 69.¢
Four years later 280.( 270.( 290.¢ 291.7 138.F 95.( 74.7
Five years later 287.¢ 301.2 304.¢ 142.¢ 97.7 78.1
Six years later 311.€ 310.C 144.¢ 98.€ 79.C
Seven years later 317.€ 146. 99.5 79.:
Eight years later 152. 100.1 79.8
Nine years later 105.¢ 80.2
Ten years later 85.¢
Reestimated liability as of:
One year later 390. 386.7 311.¢ 312.¢ 299.. 303.¢ 304.2 136.¢ 93.€ 83.F
Two years later 390.6 306.¢ 310.: 302.( 310. 314.7 139.¢ 95.1 81.€
Three years later 309.¢ 309.¢ 302.¢ 316.¢ 318.¢ 146.E 96.¢ 79.1
Four years later 313.¢ 302.¢ 318.7 320.2 147.1 100.1 79.2
Five years later 305.4 318.7 320.F 148.1 101.2 80.2
Six years later 321.¢ 321.2 150.1 101.1 80.€
Seven years later 324.( 150. 103. 79.¢
Eight years later 152.¢ 104. 83.
Nine years later 106.: 83.
Ten years later 86.2
As at December 31, 2009:
Cumulative (redundancy) deficier 21t (1.5 (7.9) (2.9 (2.7) 24.C 49.F 33.t 13.€ 3.4
Cumulative (redundancy) deficier
as a% of reserves originally
established net 6% 0% (2)% (1)% (1)% 8% 18% 28% 1% 4%
Reestimated liability- gross 396.( 397.¢ 319.¢ 327.2 326.7 349.¢ 361.€ 155.2 111.C 94.7
Less: Restablished reinsurare
recoverable 5.€ 6.€ 9.€ 13.¢ 21.2 28.C 37.€ 2.4 4.7 8.t
Reestimated provision net 390.¢ 390.¢ 309.€ 313.c 305.¢ 321.¢ 324.( 152.¢ 106.6 86.1
Cumulative deficiencygross 21.z (1.0) (6.2) 14 3.4 31.4 63.¢ 33.1 13.2 0.1
% of reserves originally establisht
- gross 6% 0% (2)% 0% 1% 10% 21% 27% 13% 0%
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Accident Year

The financial statements are presented on a calendar year basis for all data. Claims payments and changes in reservesnagwevaade on
accidents that occurred in prior years, not on busindes s currently insured. Calendar year losses consist of payments and reserve changes that
have been recorded in the financial statements during the applicable reporting period, without regard to the period itheldchident occurred.
Calendar year mlts do not change after the end of the applicable reporting period, even as new claim information develops. Calendar yeal
information is presented in Not&5 to the consolidated financial statemengsd shows the claims activity and impact on income ¢banges in
estimates of unpaid claims. Accident year losses consist of payments and reserve changes that are assigned to the pafoth@éagcident
occurred. Accident year results will change over time as the estimates of losses change due to paydenserve changes for all accidents that
occurred during that period.

Tables D and 11 include a segmentation of the provision for unpaid claims on gross and net of external reinsurance bases by line of business.

TABLEQ Provision for unpaid @ims- gross
As at December 31 (in millions of dollars)

Line of Business 200¢ 200¢
Non-Standard Auto 183.C 195.C
Property & Liability 14.5 15.C
Commercial Auto 165.5 159.Z
Other 5.5 5.4
Total $ 368.F $ 374.¢

TABLEL Provision for unpaid claimsnet of reinsurance recoverables
As at December 31 (in millions of dollars)

Line of Business 200¢ 200¢
Non-Standard Auto 182.¢ 194.5
Property & Liabili 11.C 10.2
Commercial Auto 164.¢ 158.¢
Other 5.5 54
Total $ 364.c $ 368.¢

Information with respect to our liability for unpaid claims and the subsequent development of those claims is presentdd 2.Ta

TABLEA bSG AYyONBIFaS Ay LINA2NI 8SIFINAQ AYOdz2NNBR OflAYa o0& fAyS

Year Ended December 31, 2009 (in millions of dollars)

Non-
Standarc  Property Commerc
Accident Year Auto & Liability al Autc Other Tota
2004 & prior $ 11 $ 03 % 2C $ - $ 2.8
2005 0.4 0.3 0.4 - 0.5
2006 0.2 0.1 .y 0.4 (0.9
2007 0.1 0.3 15 (0.9 0.9
2008 13.C (0.5 5.3 (0.7) 17.7
Total $ 14& $ 13 9% 81 $ (01 $ 21t
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Year Ended December 31, 2008 (in millions of dollars)

i g;nndard Property & Commercie
Accident Year Auto Liability Auto Other Tota
2003 & prior $ 07 $ 01 $ 0.6 $ - 3 -
2004 (0.5 0.9 0.7 - 0.7
2005 0.9 0.7 0.5 0.9 (0.9
2006 2.3 0.7) 0.2) (1.3 (43)
2007 0.2 - 0.8 (1.7) (0.6)
Total $ (39 $ (1.0 24 $ 29 $ (5.4)
Year Ended December 31, 2007 (in millions of dollars)

Nor+

i Standard Property & Commercie
Accident Year Auto Liability Auto  Other Tota
2002& prior $ 08 $ 0.9 01 $ - % 0.2
2003 1.C 0.4 0.2 - 1.6
2004 0.9 (0.6) 04 - ()
2005 (2.6) 0.2 (0.€) - 3.2
2006 (2.6) (0.5) (0.4) 0.4 (3.1
Total $ (43) $ (1.2) (05) $ 04 $ (5.6)

¢CKS ySi Y20SYSyid Ay LINA2NJ @S| NBQ Ay OdzZNNE Rr3D 2009 2068and2@ 7 wese &in intiddse/ai dzN
$21.5 million, decrease of $5.4 million and a decrease of $5.6 million, respectively. Table 12 identifies the relatiwatioondii the increases /
(decreases) in incurred claims attributable to the respexproducts and incurred loss years.

In 2009, the majority of the unfavourable development occurred on the-standard automobile line of business and relates to business written
at Universal Casualty Company and American Service. At Universal Casuaftiny, a detailed review of claim payment and reserving practices
performed during the year led to significant changes in both practices, increasing ultimate loss estimates and accdkgratipgyments. At
American Service, the application of considt reserving practices by the centralized actuarial department resulted in revised indation
ultimate expected loss payments.

The unfavourable development on the ngtandard automobile line of business at Universal Casualty Company and Ameridar ®es partially
offset by favourable development at U.S. Security and Mendota.

The unfavourable development on the commercial automobile line of business relates a number of segments in this liness, @lsof which
have been placed into ruaff in 2009.

Non-Standard Automobile

At December 31, 2009 and 2008 the provisions for unpaid claims for owstaodard automobile business were $183.0 million and $195.0 million,
respectively. The decrease is due to the reduction in the volume ofterdad premium written and an acceleration of claim payments, partially
offset by unfavourable reserve development described above.

Property and Liability

At December 31, 2009 and 2008 the provision for unpaid claims for U.S. property and liability busise$#.% million and $15.0 million,
respectively. During 2009, the Company experienced favourable development of $1.3 million. With the exception of the mafdatiar flood
program at U.S. Security which is 100% reinsured to a third party, substaatigdtoperty and liability programs have been placed intootin

Commercial Auto
At December 31, 2009 and 2008 the provisions for unpaid claims for Commercial Auto business were $165.5 million and 1$489.4 mi
respectively. The primary reason fdretincrease in unpaid claims is the unfavourable development described above.
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REINSURANCE

We purchase reinsurance from third parties in order to reduce our liability on individual risks and our exposure to datastrepts. Reinsurance
is insurace purchased by one insurance company from another for part of the risk originally underwritten by the purchasing (csgliiagte

company. The practice of ceding insurance to reinsurers allows an insurance company to reduce its exposure to lpgebgraizeic area, type
of risk or on a particular policy. An effect of ceding insurance is to permit an insurance company to write additionaténuraisks in greater
number or in larger amounts than it would otherwise insure independently, haeigard to its statutory capital, risk tolerance and other factors.

We generally purchase reinsurance to limit our net exposure to a maximum amount on any one loss of $0.5 million withtoexpaatercial
automobile liability claims. For most of the pensal nonstandard automobile business that we write in the United States, the liability is limited to
the minimum statutory liability limits, which are typically not greater than $50,000 per occurrence, depending on theVgeateurchase
reinsurance to prtect against awards in excess of our policy limits above a retention of $2.0 milkioaddition, we purchase catastrophe
reinsurance that provides coverage in the event of a series of claims arising out of a single occurrence, which linptstiniste $2.0 million per
occurrence to a maximum coverage of $38.0 million.

Reinsurance ceded does not relieve us of our ultimate liability to our insureds in the event that any reinsurer is umegeit® obligations under

its reinsurance contracts. Wiherefore enter into reinsurance contracts with only those reinsurers who we believe have sufficient financial
resources to provide the requested coverage. Reinsurance treaties are generally subject to cancellation by our reinssi@nstioe anniversagr

date and are subject to renegotiation annually. We regularly evaluate the financial condition of our reinsurers and rhenitmndentrations of
credit risk to minimize our exposure to significant losses as a result of the insolvency of a reinsupefie¥ethat the amounts we have recorded

as reinsurance recoverables are appropriately established. Estimating amounts of reinsurance recoverables, howevert i® si#vjeas
uncertainties and the amounts ultimately recoverable may vary from amoum®mtly recorded. As of December 31, 2009, we ha®illion
recoverable from third party reinsurers and other insurers. At December 31, 2009, approximately 76% of the amounts reciveardhird party
reinsurers were due from reinsurers that werdir& R¢ a2 NJ KA 3 K S NI

Estimating amounts of reinsurance recoverables is also impacted by the uncertainties involved in the establishmentaipforisnpaid claims.

As our underlying reserves continue to develop, the amounts ultimately recoverahblevama from amounts currently recorded. Our reinsurance
recoverables are generally unsecured. We regularly evaluate our reinsurers, and the respective amounts recoverable, landrare dibr
uncollectible reinsurance is provided for, if needed. Tallidbdlow summarizes the composition of the amounts due from reinsurers at December
31, 2009, by the rating as assigned by A.M. Best to the applicable reinsurers.

TABLE3 Composition of amounts due from reinsurers by rating
As at December 32009

AM. Best

A++ 50.3%
A+ 0.3%
A 17.4%
A 7.5%
B++ and below 16.6%
C++ 0.1%
Not rated 7.8%
Total 100.0Y

e ——
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RESULTS OF CONTNBJDPERATIGN
For the years ended December 31, 2009 and 2008

Gross Premiums Written
During the year ended December 31, 2009, gross premiums written were $376.8 million compared to $524.2 million in 2068tirepee28%
decrease.

The decrease inrgss premiums written is due to significant reductions in premium volumes in thestaordard and commercial automobile lines
of business. The reduction in nastandard automobile premium is due to the various steps taken to discontinue unprofitable pregthe
discontinuation of the managing general agent distribution channel, primarily at Universal Casualty Company, anebthefr8outhern United.
Also contributing to the reduction in nestandard automobile premium volumes is the continuing poasremmic conditions in much of the U.S.
The nonstandard automobile insurance market tends to contract during periods of high unemployment as is currently being expéri¢need
u.s.

The reductionnO2 YYSNODA L f | dzi2zY20At S LINGhovedaWay R&nLidyiedigiycammerti& Business.Y LI y @ Qa

Net Premiums Written
Net premiums written decrease®4% to 885.6million for the year ended December 31, 2068mpared with $510.0 million for the year ended
December 31, 2008. This decrease is attribuie® ( KS &l YS FIF OG2NE Fa RSaONAGOGSR Ay (KS WDNRaA

Net Premiums Earned

Net premiums earned decrease®% to $80.2 million for the year ended December 31, 2009, compared with $524.8 million for 2008. This
decreaseis attribi SR G2 G(KS alYS FFIOG2N&E 4 RSAONROSR Ay (GKS WDNR&aa tyNBYA
the larger volume of business written in 2008 which is partially earned in 2009.

Investment Income

Investment income, excludinget realized gains, decreased 829 to $.7 million in 2009, compared to $33 million in 2008. Theecline is due

to a net foreign exchange loss of $17.0 millianteduction in interest income from lower yields as a result of a significant drop in tenm

interest rates and from the duration and risk profile of the portfolio having been reduaedi a reduction in the size of the securities portfolio as a
NBadzAZ & 2F NBRAzZOSR @2fdzySa 27F o0dzaAySaa A yof oaikhPaymenty adtl gebt @ridl eqisy YuydagksizA
and other corporate initiatives.

Net Realized Gains (Losses)

The Company incurred net realized gains in 2009 of2ihdlion compared to net realized losses ofl$million in 2008.The net gain in 2009 is

RdzS G2 3lIAya NBLFEAT SR FTNRY (KS fAldARFGAZ2Y 2F FAESR xipdaeiitas tha S Odz
related party reinsurance commutation transactions, partially offset by realized losses on the disposal d tifidJl y & Q& 0O02YY2y Sjj
and impairments for other than temporarily impaired securiti&#he net loss in 2008 is primarily due to the challenging fixed income and equity
markets which began in late 2007 and includes the wditg/n of all of the urealized losses on the common share equity portfolio as a result of
GKS /2YLI yeQa RSOA&aA2Yy (2 RAGSalG 27 GKA& LRNITF2tA2 Ay SIENI& wnnog

Claims Incurred

The loss ratio for 2009 wa®2.76 compared to 71.0% for 20@Bie toincreasing ultimate loss estimatésr current and prior accident year3he

results for 2009 reflect an increase in the provision for unpaid claims occurring prior to December 31, 2008. This imcoesedato
approximately $21.5 million which increased the ratio5§ percentage point$or 2009. The results in 2008 reflect a decrease in the provision for
unpaid claims occurring prior to December 31, 2007 of $5.4 million which decreased the ratio by 1.0 percentage poinidatednsade reserves

for individual claims decreased 1% to2926 million as at December 31, 2009 compared to $231.5 million at December 31, 2008 and IBNR
decreased% to $18.9million at December 31, 2009 compared to $143.3 million at December 31, 2008.

Underwriting Expenses

The expense ratio was4% in 2009 ad 37.3% in 2008. The higher ratio in 2009 is due to net premium earned decreasing at a greater rate than
expensereductions This is primarily due timing of costs associated with the transformation program and increased legal and other professional
fees.

Combined Ratio

The combined ratio was 820% in 2009 compared with 108.3% in 2008, which produced an underwriting lod24f7#nillion compared with a

loss of $43.4 million in 2008. The underwriting loss is attributable to the factors describ&dSn tW/ f  AYa LYy OdzZNNBRQ | yR
sections above.
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Interest Expense
Interest expense for 2009 was $23.9 million, compared to $35.0 million in 2008 representing a 32% decrease. The dedneasky due to the
repayment of the Capl Y &&nk debt in the second half of 2008 aatlJ2 NIiA 2y 2F G(KS / 2YLI yeQa &aSyA2N) AyF

Net Income and Earnings Per Share

In 2009 we incurred a loss from continuing operations B3&3million compared to a loss from continuing operatiorfstd42.8 million in 2008.

The loss in 2009 is largely due to underwriting losses and a significant decline in investment income due to foreign lesslesrayed lower yields

on a smaller portfolio. These factors have been partially offset by net reajaiedon investmentd Yy R G KS o6dz2ol 01 2F GKS
resulted in a gain and lowered interest expense.

In 2009, we incurred a net loss of $290.3 million compared to net loss of $405.9 million reported for 2008. The dilyteddbase wa$5.39for
2009 compared to diluted loss per share of $7.35 for 2008.

Book Value Per Share

Book value per share decreased6i¥6 to $328 at December 31, 2009 from $8.24 at December 31, 2008. The decline in book value is due to the
factors impacting neincome as described above, partially offset by other comprehensive ingoimarily due toforeign currency translatioof

the discontinued Canadian operatians

RESULTS OF CONTINUING OPERATIONS

For the years ended December 31, 2008 and 2007

GrossPremiums Written

During the year ended December 31, 2008, gross premiums written were $524.2 million compared to $510.1 million in 206tirepee8%
increase. The increase in premiums is primarily due to the inclusion of a full year of Mendota $usig888 compared to only nine months in
2007.

Net Premiums Written
Net premiums written increased 1% to $510.0 million compared with $503.2 million for the year ended December 31, 200¢reHsis is
attributed to the same factors as described iSth WDNR &4 t NBYAdzyd 2 NAGGSyQ aSOiGA2y 062080

Net Premiums Earned

Net premiums earned increased 5% to $524.8 million for the year ended December 31, 2008, compared with $500.1 millign Tti20@rease

is attributed to the same factors as describediiKk S WDNR &4 t NBYAdzyda 2NAGGISYQ &aS0GA2Yy | o020S8d ¢
in the written premium due to the larger volume of business written in 2007 which was partially earned in 2008.

Investment Income

Investment income, exclling net realized gains, decreased by 16% to $35.3 million in 2008, compared to $42.2 million in 2007. The decrease |
investment income in 2008 compared to 2007 is primarily due to lower short term yields and a reduction in the size offtfie psraresult of

iKS NBLI&YSyil 2F GKS /2YLIlyeQa oly]l RSoidGo®

Net Realized Gains (Losses)

The Company incurred net realized losses in 2008 of $11.2 million compared to net realized gains of $2.2 million in ae0vedllzed losses in

2008 include thewrital2 gy 2F Lttt 2F GKS dzyNBItAT SR t2aa8a 2y GKS 0O2YY2y &KL N
portfolio in early 2009.

Claims Incurred

The loss ratio for 2008 was 71.0% compared to 71.4% for 2007. The results for 2008 ameff2@t reductions in the provisions for unpaid claims
occurring prior to December 31, 2007 and December 31, 2006, respectively. These reductions amounted to approximatelijof5whiciil
increased the ratio by 1.0 percentage points for 2008, compace$5.6 million and 1.1 percentage points, respectively, for 2007. Consolidated
case reserves for individual claims decreased 7% to $231.5 million as at December 31, 2008 compared to $249.1 millmbext Ele@07 and
IBNR decreased 4% to $143.3lianl at December 31, 2008 compared to $149.2 million at December 31, 2007.

Underwriting Expenses
Our expense ratio was 37.3% in 2008 which is consistent with the 37.5% experienced in 2007.
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Combined Ratio
The combined ratio was 108.3% in 2008 compawét 108.9% in 2007, which produced an underwriting loss of $43.4 million and $44.6 million in
2008 and 2007, respectively.

Interest Expense
Interest expense for 2008 was $35.0 million, compared to $38.9 million in 2007 representing a 10% decreasaeake & due to the repayment
2F F LERNIA2Y 2F (KS /2YLIlyeéQa RSo60G RdAzZNAYy3I wnnyod

Net Income and Earnings Per Share

In 2008 we incurred a loss from continuing operations o2& million compared to a loss from continuing operations d2$ million in 20@.
The loss in 2009 is largely due to underwriting losses, net realized losses on the securities portfolio, impairment dif rgtetévgi to the U.S.
operations and a future tax valuation allowance.

In 2008, we incurred a net loss of $405.9 million paned to net loss of $18.5 million reported for 2007. The diluted loss per share was $7.35 for
2008 compared to diluted loss per share of $0.33 for 2007.

Book Value Per Share

Book value per share decreased by 51% to $8.24 at December 31, 2008 frofh &1Béember 31, 2007. The decline in book value is mostly due
to the operating loss from continuing operations, mdokmarket of the securities portfolio and the sale of securities at a loss, a goodwill
impairment charge, an increase to the future taduation allowance, and the depreciation of the Canadian dollar against the U.S. dollar which
reduces the book value of the Canadian operations in U.S. dollar terms. The above factors were partially offset by thingai@® of York Fire.

FINANCIACONDITION

LIQUIDITY AND CAPITAL RESOURCES

The purpose of liquidity management is to ensure that there is sufficient cash to meet all financial commitments anadoblamthey fall due.

¢KS fAldARAGE NBIdANBYSyGa 2 TFet rikdily by2idshggnerated frandzpdrafi@iiom th« tigpdsal 6fS Sy
discontinued operationsasset maturities and income and other returns received on securities. Cash provided from these sources is used primaril
for claims and claim adjustment expenpayments and operating expenses. The timing and amount of catastrophe claims are inherently
unpredictable and may create increased liquidity requirements.

As a holding company, Kingsway derives cash from its subsidiaries generally in the form of gliardenthnagement fees to meet its obligations,
GKAOK LINAYINAtfe O2yaraid 2F RAGARSYR FyR AyGSNBad LI & vYiig thidugldthet K S
premium and investment income and maturities in the securities ptidf The operating insurance subsidiaries require regulatory approval for the
return of capital and, in certain circumstances, prior to the payment of dividends. In the event that dividends and mandgemawailable to the
holding company are inadeqteato service its obligations, the Company would need to raise capital, sell assets or restructure its debt obligations.

¢KS /2YLI yeQa RADGARSYR 61 & &adzalISYRSR Ay G(GKS &aS02yR ljdzZ NIISNJ 2F wun

As outlined in the Corporate Overview section of this Managedniziacussion and Analysis, throughout 2009 the Company has continued to
SELISNASYOS 2384580 ¢KS NBRdZOGAZY Ay &KINBK2f RSNEQ S| gifaliflexibilitydby | N
triggering negative covenants in ittt indenturesand limiting the dividend capacity of the operating subsidiarfeslescription of the negative
O20Sylyiia A&48 RAAOf24aSR 0S8St26d C2NJ FdZNIKSNI RSGFAT & A NBRS yORIOA (I
iKAE WCAYIl yOSROGEA 2y2 yRI Gahl2yaISs YSy 1 Qa 5Aa0dzaaiz2y yR !ylfearao

Certain debentures issued by the Company contain negative covenants in their trust indentures, placing limitations atidnesivier certain
actions without the prior witten consent of the indenture trustees. Included in the negative covenants is the limitation on the incurrence of
additional debt in the event that the total debt to total capital ratio or the senior debt to total capital ratio exceec&b@%5%, respeitely. The

total debt is calculated on a p#mrma basis taking into account the issuance of additional debt. The debentures also include covenants limiting the
issuance and sale of voting stock of restricted subsidiaries, the payment of dividends othenypayment in respect of capital stock of the
Company, or the retirement of debt subordinate to the debentures covered by the trust indentures if, after giving effechtpayments as
described in the trust indentures, the @itdebt to total capitatatio exceeds 50%. In this calculatidéotal debt and senior debt are determined on

a current basis and total capital is determined based on the most recent publicly filed financial statements.

Based upon théecember 31, 2008nancial statementsthe @ YLJI ye Qa G204 f RSodG G2 OFLAGIE |yR &S
48.7% respectively. As a result, the limitations and restrictions described abeapplicableat that date

Early in 2010 the Company announced that it had entered irdefmitive agreement for the sale of JEVCO.Mamch 29 2010 the sale of JEVCO
was completed. Although JEVCO is a restricted subsidiary, prohibiting the sale of its voting stock under the terms ticthe resvenants
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described above, a portion of ¢hproceeds from this transactionas used to repay outstanding indebtedness sufficient to lower the ratios
applicable to the restrictive covenants to a level where the restrictions did not dplibying the application of the proceeds in this mann€&hs

NI yalr Oliazy Aa SELISOGSR (2 AYLNROS (GKS /2YLIlyeQa OFLWMGEE TESEAOA

On a preforma basis following the sale of JEVCO and the application of the proceeds to the repurchase of indelsedribsselease of the
[ 2YLI yeQa T2 dzNT Ki KSizk /INZISGIND WBGadzA BiadFt RSod G2 OBOOAIENIES.6 édpectivdy AsANI R
result, the limitations and restrictions described abare applicablefrom March 31, 2010.

Of the C$264.2 milliorproceeds from the sale of JEV@Dwhich, C$27.5 million has been placed in es¢i®$9.1 million was used to repurchase

a total par value of 8.8 million of senior unsecured indebtednesghe Company continues to explore opportugdt to buy back debt in the
market in order to reduce the debt to capital ratios below the level at which these operating restrictions apply, whilmgrnbkat the debt
O020Sylyta FNB FdZfte O2YLX ASR gAlGK® hihEoSendntd aould Igaé tO the liglidatibniolthe Réndpainy A &
if principal and interest payments are called before maturity.

Debt and Equity Buyback Initiative

In May 2009 the Board of Directors delegated to the Capital Committee of the Board of Birdetauthority to repurchase debt of the Company
up to a maximum of $40 million.

On June 26, 2009, KFS Capital LLC, an indirect yoholsd subsidiary of Kingsway, commenced a8k SNJ 6 AR 6 G KS aY[ wh/ I
to 1,000,000 preferred, reéictable, redeemable, cumulative units of Kingsway Linked Return of Capital Trust at a price per unit of C$12.00 in casl
The KLROC Offer expired on Tuesday, August 4, 2009 and 694,015 units were tendered. This tender was paid for usiocgstivailable

Kingsway 2007 General Partnership, an indirect whollyned subsidiary of Kingsway announced on July 14, 2009 the commencement of a
Y2RATASR a5dziOK ! dzO0liA2yé GSYRSNI 2FFSNJ 6GKS aunmu hTFSNEOHTFAANKSE @
5836Syi(idiNBaédod ¢KS HnanmH hTFFSNI LINPGARSR F2NJ I OF &K LIzND tutesiobnotdeBs H n ™
than C$540 and not greater than C$620, for a maximum aggregate purchase price to the offémexm#ed C$31 million (excluding accrued and
unpaid interest). The 2012 Offer expired Friday, August 14, 2009 with valid tenders (that were not withdrawn) of C$9,h74diff@gate
principal amount of Debentures. Kingsway 2007 General Partnership tadckp purchase all such tendered Debentures at the highest price
specified of C$620 per C$1,000 principal amount. This tender was paid for using available cash.

In November 2009, the Company repaid in full a $6.9 million mortgage on a property.

TheC LIAGEE [/ 2YYAGGSS 2F YAy3Jagleoa .2FNR 2F 5ANBOG2NAE K| dnedhBuSedl YY S
Fft26Ay3a GKS SELANE 2FY 6A0 (GKS Y2RAFTASR a5 dzi OK bentz@sidueyiy 11,281¢, RS N
and (ii) the expiry of the takever bid for units of the Kingsway Linked Return of Capital Trust, be applied to the repurchase of Kingsway commor
aKFNBa LldzNBdzEyd G2 GKS /2YLIyeQa y2N¥If O2dz2NES Aa&adzZSNI oAR®

Kingsway announced ahuly 29, 2009 an amendment to its normal course issuer bid for common shares had been approved by the Toronto Stoc
9EOKIY3aS 06d¢{-¢0d ¢KS y2N¥If O2dNES A&&dz2SNJ 6 AR 41 & 2 N\ aimdllcdufse | v
issuer bid from December 2, 2008 to December 1, 2009 were limited to 2,753,426 common shares (or approximately 5% efytite aggiber

of common shares outstanding on November 15, 2008). Purchases under the normal course issuer bid, as amendetdiedere 5,386,545
common shares, or 10% of the public float on November 28, 2008. The normal course issuer bid, as amended, terminatedben De2@a9.

Under this normal course issuer bid, 3,472,700 shares were repurchased at an average price/of C$3.7

As at December 31, 2009, the Company had 51,595,828 common shares outstanding compared with 55,068,528 common shariesg) @itstand
December 31, 2008.

As at December 31, 2009, of the $40 million authorized by the Board of Directors to repurchasmdelgjuity of the Company, approximately
$33.7 million had been used. This repurchase program is no longer active.

1a 2dz2if AYSR Ay (GKS W[AlidARAGE yR /IFLAGHE wS&2dzNDS & Qwas Bddioirepy | 6
outstanding indebtedness sufficient to lower the ratios applicable to the restrictive covenants to a level where theioastritit not apply
following the application of the proceeds in this mann@rtotal par value of $84.8 million of indebtednegas repurchased which resulted in a

gain of $15.7 million. These transactions will be recorded in the 2010 results.
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INDEBTEDNESS
Bank Indebtedness

On June 23, 2006, the Company entered into a $175 million 3 year revolving facility with a syndibege banks. This facility replaced a C$150
million 364 day revolving credit facility. During 2008, the Company repaid all outstanding amounts under this facilite dadilith was
terminated.

On December 21, 2007, the Company entered into a 3650%A#0 million credit facility with a syndicate of banks. This facility is supplemental to
the existing $175 million credit facility above. During 2008, the Company repaid all outstanding amounts under thisufdcthiy facility was
terminated.

Canadan Senior Debenture Offering

On December 6, 2002, the Company issued C$78 million of 8.25% unsecured senior debentures with a maturity date of Dec2ddFerT8ie
debentures were redeemable prior to the maturity date, at the Company's option, uporastt 8 days notice to debenture holders. Interest on

the debentures was payable seamnually in arrears. The net proceeds to the Company were C$77,087,420. Annual interest payments were
C$6,435,000. This debenture matured and was fully repaid as of Dec&1p2007.

On July 10, 2007, a general partnership of the Company, Kingsway 2007 General Partnership issued C$100 million SepiDébsetures at

6% due on July 11, 2012. These debentures bear interest at a fixed rate of 6% per annum payadmesaiyifrom the date of issuance until July

11, 2012. Interest payments are to be made on January 10 and July 10 in each year, commencing January 10, 2008 witle anterfésttrate of

6.3%. The net proceeds to the Company amounted to C$99,18&@@fsway 2007 General Partnership may redeem the debentures in whole at
Fyeg GdAYS FyR AY LINIG FNRY GAYS G2 GAYSTI Fd GKS A &3 dzSandekSemitdd he2 y @
and Kingsway America Inc., a whallyned subsidiary of Kingsway Financial Services Inc.

As discussed above, these debentures contain negative covenants placing limitations and restrictions over certain daigrthevjirior written
consent of the trustee. These restrictions are apilesbased on the December 31, 2009 financial statements.

During 2009, the Company repurchased $14.6 mil(io16.1 million)of par value of this offering and realized a gain of $6.0 million. As at
December 31, 2009 C$83.9 million of this issue remaitstanding.

Subsequent to year end the company repurchased $36.9 m{iié37.5 millionpf par value of this offering, realizing a gain of $6.2 million. These
trades had been contingent upon the closing of the JEVCO sale transaction which occiviadio29 2010.

U.S. Senior Note Offering

On January 29, 2004, a subsidiary of the Company, Kingsway America Inc., completed the sale of $100 million 7.50% senier20dt# The

notes are fully and unconditionally guaranteed by the Company. The hoté& NBRSSYI 6t S i YAy3aslke ! YSNAC
2009. In March 2004 an additional $25 million of these senior notes were issued. Interest payments are to be made onFabduAngust 1 in

each year with an effective interest rate &B3%.

As discussed above, these debentures contain negative covenants placing limitations and restrictions over certain daiigrthevjrior written
consent of the trustee. These restrictions are applicable based on the December 31, 2009 fstateriants.

During 2008 and 2009 the Company repurchased $17.5 million and $7.0 million of par value, respectively, of this offdiogpahg realized a
gain on the repurchases of $0.7 million in 2008 and $3.5 million in 2009. As at December 331 @®8illion of this issue remains outstanding.

Subsequent to year end the company repurchased $47.9 million of par value of this offering, realizing a gain of $9.5hmagkomades had been
contingent upon the closing of the JEVCO sale transaatiich occurred omMarch 29 2010.

Subordinated Debt

Between December 4, 2002 and December 16, 2003, six subsidiary trusts of the Company issued $90.5 million of 30 yesouraigitato third
parties in separate private transactions. In each instaaccorresponding floating rate junior subordinated deferrable interest debenture was then
issued by Kingsway America Inc. to the trust in exchange for the proceeds from the private sale. The floating rate ddiEantimegest at the

rate of the Londa interbank offered interest rate for three month U.S. dollar deposits, plus spreads ranging from 3.85% to 4.20%, batesntil d
ranging from December 4, 2007 to January 8, 2009, the interest rates will not exceed 12.45% to 12.75%. The Companghh&s dad gach of
these securities at par anytime after five years from their issuance until their maturity. The net proceeds to the Congafiy0ag77,000 after
deducting expenses of $4,625,000. Interest paid during the year was $5,047,000, $7,1a62@I8 and $8,896,000 for 2007
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Loan Payable

hy WdzZ & mMnX wnnp YAy3aglte [AY]1SR wSGdaNYy 27F [/ FLAGEHE ONHmEgsiwayLinked wh /
wSGdzNy 2F /FLIAGEE t NBTSNNEB Rvhichyhe Gampahyiwas/ @ ptoindtas. THe de prosktnys $f the offeringiwere pised® T
by KLROC Trust for a series of investments that included the purchase of a C$74.1 million 7.12% senior note due Juniss3@d26y5n
affiliate. Because the Company is nonsidered to be the primary beneficiary of the KLROC Trust, the Units are not considered to be an obligation
of the consolidated entity.

Kingsway America Inc., a U.S. subsidiary, has a promissory note payable balance of approximately $66.2 milligswathROC LLC, an affiliated
company. The note was issued on July 15, 2005 and bears interest at 7.37% annually. The note principal is payable @01hinkatgdest paid
during each of 2007, 2008 and 2009 was $4,881,000 with an effective interesbfrat37%. Because the Company is not considered to be the
primary beneficiary of ROC LLC, the promissory note payable to the ROC LLC is considered to be an obligation of tihedcensiylida

On June 26, 2009, KFS Capital LLC, an indirect wholbd subsidiary of the Company commenced a taker bidfor the Units Together with
136,500 Units acquired outside of the KLROC Offer, the Company now owns and controls approximately 26.6% of the issistahdimydunits

at December 31, 2009. Becausesthmount owing to ROC LLC under the terms of the promissory note payable is unchanged through the
acquisition of these Units, the balance of the Loan Payable is not reduced. The securities portfolio of the consolidalexlipolides KFS Capital

[ [ /in@edtment in the Units. The Company earned $0.2 million of investment income on these Units during 2009.

Financing Facility

Ly alNOK wnndE GKS /2YLIlye 200GFAYSR | PbPun YATTtA2Y TFAYlay®byd2F I O©A
F2NJ ALISOATFAO OFLAGEE AYyAGALFIGAGSEaD ¢62 2F GKS YSYo SNEmakifg itikefted 2 YL
party. The facility was at fair market terms and conditiofsisfacility was undrawn, expiredna has been terminated. In the fourth quarter of
2009, a new facility was obtained from the same related party. This new facility is at fair market terms and conditiomsisNeefre ever drawn

on this facility and it was mutually cancelled on February228.0.

Contractual Obligations

Our provision for unpaid claims does not have contractual maturity dates. We have included an estimate of when we expggidwlaims to
be paid, based on historical payment patterns, in TdbleThe exact timing ofhe payment of claims cannot be predicted with certainty. We
maintain a securities portfolio with varying maturities and a substantial amount in $bort securities to provide adequate cash flows for the
payment of claims. The unpaid claims in Tdbléave not been reduced by amounts recoverable from reinsurers.

As of December 31, 2009, we had approximately $330.4 million of total indebtedness. This compares with $338.8 millieneaskar31, 2008
and $546.1 million as at December 31, 2007. PaymemsRSNJ ( KS / 2YLI} yeQa RSod 2o0ftA3ardAazya ||
subsidiaries and capital infusions by Kingsway.

TABLE4 Contractual Obligationg Payments Due by Period

(in thousands of dollars)

201C 2011 2012 201z 2014  Thereafte Tota
Senior unsecured debentures - - 79,15¢ 97,60¢ - 176,76¢
Subordinated indebtedness - - - - - 8741F 87,41¢
Loan payable - - - - 66,22: 66,22:¢
Total indebtedness - - 79,15¢ - 97,60¢ 153,63° 330,40:
Unpaid claims 181,30: 81,561 40,00: 26,25 18,021 21,36: 368,50:
Total $ 181,30: $ 81,561 $ 119,15¢ $ 26,25: $ 115,62¢ $ 175,000 $ 698,90:

¢KS LI evyYSyid LINRFAES 2F GKS /2YLI yéQa Ay RSo litpdagsS A tatal payvalletoSs360milibnS |
of senior unsecured indebtedness maturing in 2012 and $47.9 million the senior unsecured indebtedness maturing in 2044 tegaitmhased
subsequent to year end using the proceeds from the sale of JEVCQomipany may seek to repurchase additional indebtedness in the future,
depending upon market conditions and capital requirements within the group.
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Capital Requirements

TABLEA Capital requirements
As at December 31

2009 2008
Excess over Excess over
MCT(%) Minimum®* MCT (%  Minimum®
Jevco Insurance Company 22¢ 90.¢€ 19C 16.€
Kingsway Reinsurance (Bermuda) Ltd. 1.0 15.4
Total Canadian Operations $ 91.¢ $ 45.L
RBC (¥ RBC (9
Universal Casualty Insurance Company 201 0.1 35E 11.7
American Service Insurance Company 201 0.1 42¢€ 11k
American Guntry Insurance Company 202 0.1 211 0.€
Hamilton Risk Management 56€ 20.2 72€ 22.¢
Southern United Fire Insurance Company 50C 7.2 55€ 10.1
Mendota Insurance Company 381 7.5 412 5.8
Mendakota Insurance Company 38,17 9.2 34,12¢ 9.1
Kingsway Reinsurance Corporation (Barbados) - 77.¢
Total U.S. Operations $ 44 5 $ 174.1
Total Consolidated $ 136.4 $ 219.¢

*Excess over regulatory minimum expressed in millions of dollars.

Canadian Operations

Effective October 1, 2009 JEVCO assumed the assets and liabilities of Kingsway General Insurance Company and all inEnsumapasy
agreements between JEVCO Insurance Company, Kingsway General Insurance Company and Kingsway Reinsurance (Bermuda& Limited
commuted. In addition, capital was injected into JEVCO to support the consolidated operations and to meet the target O@0028MCT ratio

of 243% agreed with Office of the Superintendent of Financial Instituid@SFé prior to the transaction being approved. Subsequent to these
N} yal Oldazya +ttt 2F YAy3asl e DSyYSNIt LydarddNl yOS / 2YLI yeQa AyadaNly

As a result of the above transactions, all insurance operations in Canada were consolidated within JEVCO with effecitferrh, Q609. During
the fourth quarter the Company announced its intent to dispose of its majority stake in JEVCO. 8obsegear end the sale of 100% of JEVCO
was completed.

In Canada, JEVCO Insurance Company is regulated by OSFI. OSFI expects each institution to maintain ongoing capiterathr®dapgrvisory
GFNBSG aAyAyYdzy /| LAGIEE eéstlish, imcamsultatidn GithAF institytion;zan altgtkativer du@ervisory target level based
dzLR2 Yy Iy AYRAGARIZ t AyadAddziazyQa NRAE&] LINBTAL SO | & xcéssd tB8e150%de8eNI o m

U.S. Operdons

Ly GKS !'yvAGSR {dFrGSazx | Nmrnal olFlaSR OFLAGIFE o6daw. /€0 FeNWADHI GR&AH
property and casualty insurance companies that may not be adequately capitalized. The NAIC requirgstéhanchsurplus not fall below 200%

of the authorized control level. As at December 31, 2009, all U.S. subsidiaries are above the required RBC levels, atiits B&Ed on the
subsidiary unaudited statutory financial statememénging between 201%nd 38,172%, and have estimated aggregate capital of approximately
$44.5 million in excess of the 200% level.

The total adjusted capital of three U.S. subsidiaries (Universal Casualty Company, American Service Insurance Comparigaan@omigy
Insurar0S / 2YLI yeo gt a Oft248 (G2 GKS YAYAYdzY [dziK2NAT SR 02y (i NdBripanie$ St
will result in them being at the NAIC company action level. Subsequent to year end, all U.S. regulated insuranagesubidithe exception of

U.S. Security entered into a pooling agreement which results in the adequacy of statutory surplus of the participarpeah bleing assessed for
adequacy against the combined risk profile of the legal entities in the pbi.pboled structure is a more accurate reflection of the way in which
iKS&aS 2LISNIridAz2ya FNB YIyF3ISR YR LINRPGARSE || Y2NB STTF2RXByiv. 4z§ 2
three U.S. subsidiaries improves to 30847% and 264% respectively. The Company believes that this structural change, combined with other
steps taken by the Company, including the termination of unprofitable lines of business, will improve the capital adedugdgrgard as
measured by the BC.
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stock of Walshire has been donated to charity, and with this disposition Lincoln General ceases being a member of thg #iogpwet
companies. The Company is of the view that as of the date of the dispositfalshire, its control over Walshire and its subsidiaries, including
Lincoln General, was lost. Accordingly, Walshire and its subsidiaries are no longer consolidated beginning October 19, 2009.

¢KS /2YLIyeQa O2YYAlUYSyild (2 ndashSayménito Lingoin hWikBhaddhiiRtBe fdurth Rjnaned The Cdnipdny dlso
maintains an obligation to provide certain continued administrative support to theofiimanagement team at Lincoln and human resources
services previously provided to Lincoln tie Company have been terminated. The Company also has continuing obligations on reinsurance
agreements with Lincoln which are at market terms and conditions. The ongoing obligations are not significant and deidethmdCompany

with any control ofsignificant influence over the operating activities or financial results of Lincoln.

As part of the ongoing transformation program, during the second quarter the Company began terminating all related psutame@treaties.

As at September 30, 2009|] &reaties between Kingsway Reinsurance Corporation and the U.S. operating companies were commuted. As notec
above, treaties between the Canadian operating companies and Kingsway Reinsurance (Bermuda) Limited were commuted etfibetive, O
2009. Thesénitiatives have resulted in increased capital in our operating companies and it has released excess capital from theicaptiges

to be used for corporate purposes.

As at December 31, 2009, following the commutation of all intercompany reinstitaggties between Kingsway Reinsurance Corporation and the
/2YLIlyeQa ! of{d 2LISNIGAY3T &dzoadARAFNARASAI || AAIYATFAOLIY( dpaNifited2A 27
portion of this capital was rdeployed directly into lte U.S. operating subsidiaries and a portion was held at the parent company for corporate
purposes. The regulatory capital remaining in Kingsway Reinsurance Corporation following the commutation of all relategingargnce
treaties is below the amourequired under the Insurance Act of Barbados where Kingsway Reinsurance Corporation is domiciled. The calculatio
of the minimum capital required is based upon the premiums of the previous calendar year when the level of underwrititygnaatigignifiantly

greater than those of the ongoing Barbados operation. This situation has been communicated to the Office of the Supeinssmarafe in
.FENBIFR2&8 6KAOK KIF& | O0SLIWISR GKS /2YLI yeqa O2YYA itiénofithestatutdnwSarmus 3 S
in early 2010 exceeds the surplus required.

As at December 31, 2009, the capital maintained by Kingsway Reinsurance (Bermuda) Limited was approximately $1.0 roiéissadhthe
regulatory capital requirements in Berrma.

Off-Balance Sheet Financing

The Company entered into an dflance sheet transaction through the Kingsway Linked Return of Capital Trust transaction that was completed on
July 14, 2005 and which is more fully described in Notes 17(c) and 18 afdhedaconsolidated financial statements. The pebceeds from this
offering were invested into a Kingsway controlled entity which is not consolidated based on accounting standards. Toktkffettinsaction is

iz akK2g¢ | RRAGAZYI fsfinarfial Gtatengnts arkd Sn offtifnigleqli®y Mvestment of C$8.3 million into theconsolidated
affiliated entity. The Company has one other-b#fiance sheet financing arrangement as discussed below.

Securitization Transaction

During 2006, one of®k S / 2 YL y& Q& ! d{ d &dzoaARAINASE SyGSNBR Ayid2 || FTAOS &SI
receivables to a third party Trust. The premium finance receivables are generally for a six month term correspondingnderiggiinsurance

policy issued by the U.S. subsidiary. The Company sold finance premium receivables of $16.0 million to the Trust, reassdeerd retained
interest in the discounted cash flows from the cash reserve deposit maintained with the Trusstaidished a liability for future servicing costs.

The effect of this ofbalance sheet arrangement is to remove the related premium finance receivable asset from the balance sheet. During 200°
this securitization agreement was terminated. Upon terminafithe Company reimbursed $3.7 million advanced by the Trust, net of the cash
reserve deposit maintained with the Trust, reversed its liability for future servicing costs and expensed certain defredsuciated with the

set up of the facility. Theffect of terminating this ofbalance sheet arrangement is to reinstitute the related premium finance receivable asset to
the balance sheet.

{GFYRFNR 9 t22NDRa wkiAay3
hy WdzyS pX HnngX GKS [/ 2YLI ye ¢AdKRNB partlofits ondbingicasycatting dtidi@wA RSR o6& {
DBRS Rating

On June 5, 2009, the Company withdrew all ratings provided by DBRS as a part of its ongoing cost cutting strategy.
LEGAL PROCEEDINGS

In the ordinary course of business, we are, from titng¢ime, susceptible to various claims and legal proceedings, including class actions. We are
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also susceptible to claims and legal proceedings alleging bad faith or extra contractual damages. While it is not pestiblatéothe final
outcome of thesevarious proceedings at this time, we do not believe the outcome of such proceedings will have a material impact on aal financ
condition or results of operations.

In addition to the potential exposures outlined above, the Company is engaged in theifigllegal disputes:

e ¢KS tSyvyaetgryAl LyadaNIyOS 5SLINIYSYyd o6a5hLé0 KFa OKIfOhSy3s
November 20, 2009%the 5hL FAf SR | O2YLX FAYy(d Ay G(G(KS /2YY2ysSINTGER N AdzNIY 3
Company, KAI and Walshire, seeking a declaration that the disposition was unlawful and not valid. The Company disatiiees with
5hLQa LRaArdAazy FYR YIAydlrAya GKFG GKS R2yl (A 2n/Noverdber 19, RO0F Keé NS
RFe o0ST2NB GKS 5hLQa O2YLX LAyl GKS /2YLkye FyR Y!L TFAfSR
declaration that the statute upon which the DOI principally relies did not apply to the donations. In #&&§onii 2 G KS [/ 2
complaint, the DOI filed a New Matter (in essenceg2adzy 6 SNOt F AYOd ¢KS / 2YLIl ye KIFa RSYdzNN
O2YLX Ayl GKSNBoeé Ldzidiay3d GKS €S3rt adFFAOASyOeéa parkel ofitkeS 5 h
Commonwealth Court on February 9, 2010, which has reserved its declientiming of the decision is at the discretion of the
Commonwealth Court.

if the demurrers are unsuccessful, the complaints would proceed through the courts in dese@nd the outcome of this case at trial is

not determinable. If the ultimate decision of the courts is unfavorable for the Company, the control of Lincoln may aekeio the

I 2YLI yes gKAOK ¢g2dzZ R NBadA G Ay AlyA yiORS y/OAY LBIAWE a0 A D £ y aN2BIEALE |- (10&S R
Commonwealth Court deems the transaction to be invalid, it could ultimately lead to the Company being in breach of itdeptiblic
covenants should Lincoln go into liquidation while still pariiocKS / 2 YL} yéd ¢KS / 2YLI ye@Qa Lzt Aol
covenants could lead to the liquidation of the Company if principal and interest payments are called before maturity.

e The external ruroff manager of Lincoln has asserted that the Complaay violated the terms of the ruoff agreement and has
filed a request for arbitration for the maximum payable under the contract of $20 million. The Company management beieves t
the Company is in compliance with the terms of the-nfhagreement.

e The Company is the defendant in two separate breach of contract suits filed by two former employees.

EMPLOYEES

At December 31, 2008, we employed approximately 2,600 personnel. As a result of the transformation program, includiegotie mainber of

operating subsidiaries, as at December 31, 2009 there were approximately 1,000 personnel supporting our continuing apmi®is our

employees are represented by a labour union. We believe that we have good relations with our employees and veyéiaggperienced a work
stoppage.

QUARTERLY RESULTS

YAy3asleQa lidd NISNIe& SINyAy3aazr NBGSydzS IyR SELISyasSa | Nisantfadrs & df
contributing to the trend of quarterly earnings were thecieases in estimates for unpaid claims from prior accident years, the realized net gains
from the securities portfolio and currency fluctuations.

TABLE@A Quarterly Results

(In millions of dollars, except earnings per share amounts)

200¢ 200¢
Q4 Q2 Q2 Q1 Q4 Q3 Q2 Q1
Gross premiums written $ 704 $ 82.¢ $ 86.7 $ 136.¢ $ 1012 $ 118¢& $ 127.C $ 177z
Net premiums eared 79.7 103.¢ 111.1 135.¢ 119.: 153.1 100.: 152.2
Net income(loss) (75.5, (118.1 (38.4 (58.3 (360.9) 17.4 6.3 (34.4
Earnings per share
Basic $ (146 $ (219 % (070 $ (106 $ 659 $ (0.3 3% 011 $ (0.62

Diluted $ (146 $ (219 (070) $ (1.06 $ (659 $ (0.2) 011 $ (0.62
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TABLEZ Fourth Quarter Results
(In millions of dollars, except earnings per share amounts)

For the three months ended December 31:

2009 2008 Change
Gross premims written $ 704 $ 101.2 (30%)
Net premiums earned 79.7 1193 (33%)
Underwriting profit (loss) (54.9 (16.5) (231%)
Investment income 8.7 8.5 (203%)
Net realized gains (loss) 0.3 (12.5) 102%
Loss from continuing operations (65.2 (165.2 61%
Net loss (75.5 (360.4) 7%
Diluted loss per sharecontinuing operations (1.26) (3.00) 58%
Diluted loss peshae ¢ net loss (1.46) (6.53) 78%
Loss ratio 87.8% 71.6% 16.2%
Expense Ratio 80.7% 42.2% 38.5%
Combined ratio 1685% 113.8% 54. %%

Fourth Quarter Results

Gross premiums written in the fourth quarter of 2009 decreased by 30% to $70.4 million compared to $101.2 million repgbaeddurth quarter

of 2008. The decrease is due to the various steps taken tomtisce unprofitable programs and the discontinuation of the managing general
agent distribution channel for nestandard automobile insurance and the move away from higher limit commercial business.

Also contributing to the reduction in nestandard autonobile premium volumes is the continuing poor economic conditions in much of the U.S.
The nonstandard automobile insurance market tends to contract during periods of high unemployment as is currently being expéri¢éneed
u.s.

Net premiums earned wer879.7 million in the fourth quarter of 2009, a decrease3#% compared to $119.million for the fourth quarter of
2008. This decrease is attributed to the same factors as those for gross premiums written as described above.

The combined ratio was 86% in 2009 compared with 113.8% in 2008, which produced an underwriting lo54.60dillion compared with a loss

of $16.5 million in 2008. The underwriting loss in 2009 is primarily a result of the increase in the loss8at@®adrom 71.6% due to ua¥ourable
development on the nosstandard automobile line of business which relates primarily to business written at Universal Casualty Company anc
American Service. At Universal Casualty Company, a detailed review of claim payment and reserving peaictiogsd during the year led to
significant changes in both practices, increasing ultimate loss estimates and accelerating claim payments. At Amerieath&epdication of
consistent reserving practices by the centralized actuarial departmentteesin revised indication of ultimate expected loss payments. Also
contributing to the underwriting loss is an increase in the expense rat8Dt@o from 42.2%, primarily due to net premium earned decreasing at a
greater rate than expenseeductions as aesult of timing of cost associated with the transformation program and increased legal and other
professional fees.

Investment income decreased 203% to a loss of $8.7 million in the fourth quarter of 2009 compared to income of $8.5omttierfdurth
quarter of 2008. The loss is primarily a result of a net foreign exchange loss of approximately $11.6 million due todhefithpastrengthening
Canadian dollar on U.S. dollar assetthanCanadian head offindnet Canadian dollar liabilities ihe U.Soperations

Also contributing to the decline in investment income is the a reduction in interest income from lower yields as a @signifcant drop in short

term interest rates and from the duration and risk profile of the portfolio ihgvbeen reducedas well asa reduction in the size of the securities
portfolio romNBE RdzOSR @2t dzvSa 2F o0dzAAySaa Ay (GKS /2YLIlyeQa O2yliAydaay3d 2
buybacks and other corporate initiatives.

In the fourth quarter of 2009, net realized gains were $0.3 million compared to a net realized loss of $12.5 million. Thiegaalizethe fourth
quarter of 2009 reflects the small amount of trading activity in the quarter. The net realized loss in ttredaarter of 2008 includes the other
GKFY GSYLERNINE AYLIANNYSY(d 2F (GKS O2YY2y SljdadGe LI2NI®aly2089. 1 a | NB

In the fourth quarter of 2009 we incurred a loss from continuing operatidn$6s.2 million compared to a loss from continuing operations of
$165.2million in 2008. The loss in the fourth quarter of 2009 is largely due to underwriting losses, a significant declinénremvasome due to
foreign exchange losses and lower ygelth a smaller portfolio. The loss in the fourth quarter of 2008 is due to underwriting losses, net realized
losses on the securities portfolio, impairment of goodwill relating to the U.S. operations and a future tax valuationadlowan
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In the fourth quarter of 2009, we incurred a net loss of $75.5 million compared to net loss of $360.4 million reported for the fourth qfiarter
2008. The diluted loss per share wds4gfor 2009 compared to diluted loss per share 6f53for 2008.

CONTROLS AND AUBITING POLICIES

DISCLOSURE CONTROLS AND PROCEDURES

Disclosure controls and procedures are designed to provide reasonable assurance that all relevant information is gathepmttaddo senior
YEyYyF3asSyYSyidz AyOf dRAY3I G KShetORB,draRiBsfyibasis goRhat/aSplopriatédedstoris éan beyfriade liegarding public
disclosure.

ly S@lftdaddazy 2F (GKS SFFSOGA@SySaa 2F (KS RSaAAIY YR 2t holi A2y
December 312009 by § R dzy RSNJ G KS &adzZJSNBA&AA2zY 2F (GKS /2YLlyeQa Ylyl3asSySydaz
and CFO have concluded that such disclosure controls and procedures, as defined in National Instreb@®ntCettification of Disclosure in
LA&dz2SNAQ !yydzZdf YR LYipSBRBEYdJERENYHEKS K $RINKIiwEBSIBOKI y3IS 110G 27
date to ensure that information relating to the Company required to be disclosed in reports that areffigetbmitted under Canadian securities
legislation and the Exchange Act are recorded, processed, summarized and reported within the time periods specifieddwshose

INTERNAL CONTROL OVER FINANCIAL REPORTING

¢KS /2YLIlyeQa /9h $RSFEBOAROSYyBaasSaaSRKEK/ 2YLI yeaQa AYUSNyrt O2y
based on the criteria set forth imternal Controk, Integrated Framework issued by the Committee of Sponsoring Organizafitims Treadway
Commission. BASR 2y GKIdG laasSaaySyidx GKS /9h IyR / Ch KI@S 02y O0f dzRSR
financial reporting was effective.

¢KSNE KIFI@S 0SSy y2 OKFy3aSa Ay YAy3Iagle&Qa adybedhhghlOctobé A,y2000Rrid erglidgS NJ
December 31, 2009, that have materially affected, or are reasonably likely to materially affect its internal controlamaalfireporting.

All control systems contain inherent limitations, no matter how welidedy SR !'a | NBadzZ 46X GKS /2YLIl yeaQ
internal controls over financial reporting will not prevent or detect all misstatements due to error or fraud. In additof,iIm3SYSy i Qa S &
of controls can provide only reasonabiet absolute, assurance that all control issues that may result in material misstatements, if any, have been
detected.

CRITICAL ACCOUNTING ESTIMATES

Our significant accounting policies are described in Note 2 to the audited consolidated financiahesttste The preparation of financial
statements in conformity with GAAP in Canada requires management to make certain estimates and assumptions, some of wéblate rreay
matters that are uncertain. As more information becomes known, these estimatessautinptions could change and thus have a material impact
2y GKS /2YLIyeQa FAYLFLYyOAlLt O2yRAGAZY | yR NBadzZg Ga 27 udiSoipaiidgdyfa A
financial statements are described below.

Provisionfor unpaid claims

A significant degree of judgement is required to determine amounts recorded in the financial statements for the provisigpaidrclaims. The
process for establishing the provision for unpaid claims reflects the uncertainties aiificaignjudgemental factors inherent in predicting future
results of both known and unknown claims. As such, the process is inherently complex and imprecise and estimates arly cefiseahtThe
process of establishing the provision for unpaid claigi®s on the judgement and opinions of a large number of individuals, including the opinions
of the external independent appointed actuary, Towers Watson. Further information regarding estimates used in determirpnavision for
unpaid claims is discassSR Ay GKS t NR@GAAAZ2Y F2NJ ! YyLI AR /fFAYa aSOGAz2zy 2F al yl
consolidated financial statements.

Factors affecting the provision for unpaid claims include the continually evolving and changirsgagaihd legal environments, actuarial studies,
professional experience and the expertise of our claims personnel and independent adjustors retained to handle indiviasiaAothange in
claims handling procedures and changes in individuals involvibe ireserving process can also affect the provision for unpaid claims. The quality
of the data used for projection purposes, existing claims management practices, including claims handling and settlemiesg, preceffect of
inflationary trends on futre claims settlement costs, court decisions, economic conditions and public attitudes, all affect the provision for unpaid
claims.

Because the establishment of reserves is an inherently uncertain process involving estimates, current provisions msyfficiebe Adjustments
to reserves, both positive and negative, are reflected in the statement of income of the period in which such estimatpslateel. uThe
independent appointed actuary develops a variability of the reserve estimates, more commaomiy las a range of reasonable reserve estimates,
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nd a recommended actuarial central estimate of reserves. The actuarial central estimate is intended to represent thedemteggoointed

O ZF NBQa o6Said SadAayvylrdsS | y-pointéofithiethigh/addilowyeSi@fes aflthdkahge. A9 & Ddceinbeii 352009 th&®
GdzZl NRIf OSYyidNrf SadAYFIGS 2F GKS AYRSLISYRSy(d | LR Ay {ofuhpald Qdindgr NEB
S AYRSLISYRSy( Ingdlairdasbiabldreser@s aizht R@c€mber B, 2009 is between $335.8 million and $402.0 million.

Impairment of securities

The establishment of an othéhan-temporary impairment on an investment security requires a number of judgements and estimatesritep
a quarterly analysis of the securities holdings to determine if declines in market value are other than temporary. Th® iaoklgss some or all
of the following procedures, as applicable:

w identifying all security holdings in an unrealizedd position that has existed for at least six months or other circumstances exist where
management believes those circumstances may impact the recoverability of the security;

w obtaining a valuation analysis from third party investment managers regatisiniitrinsic value of these holdings based on their
knowledge and experience together with markedsed valuation techniques;

w reviewing the trading range of certain securities over the preceding calendar period;

w assessing if declines in market value ather than temporary for debt security holdings based on the investment grade credit rating
from third party security rating agencies;

w assessing if declines in market value are other than temporary for any debt security holding witliraesiment gade credit rating
based on the continuity of its debt service record;

w determining the necessary provision for declines in market value that are considered other than temporary based on ths analys
performed; and

A FaaSaaay3d (KS Omenttd hgl@tiede sécorifiet at ledst uhtilttie inkestment impairment is recovered.

The risks and uncertainties inherent in the assessment methodology used to determine declines in market value that ahamtteenporary
include, but may not be liited to, the following:

the opinion of professional investment managers could be incorrect;

the past trading patterns of individual securities may not reflect future valuation trends;

the credit ratings assigned by independent credit rating ageneiay be incorrect due to unforeseen or unknown facts related to a
O2YLI yeQa TFTAYLFYyOALt aAaddd GAz2yT FyR

w the debt service pattern of nemvestment grade securities may not reflect future debt service capabilities and may not reflect a

O2 YL} ye&Qa dnfihgfigadcal poryeris.

gege

The Company recognized charges of $0.7 million, $12.7 million and $0.3 million for securities value impairment that deredatlser than
temporary for the years ended December 31, 2009, 2008 and 2007, respectively.

Goodwill and intangible assets

Goodwill and intangible assets with an indefinite life are assessed for impairment at least annually by applying a fdiasedugest. In
determining fair value, valuation models such as pt@earnings ratios and other mutties are used. Management must make estimates and
assumptions in determining the fair value of a business segment that may affect any resulting impairmexowriteThis includes assumptions
regarding fluctuations in future earnings from the reportingtanManagement then compares the fair value of a reporting unit to the carrying
amount. If the carrying amount of a reporting unit exceeds the fair value of that reporting unit, a second step of impéaérperformed to
compare the implied fair value difie reporting unit with the carrying amount. In connection with the annual impairment assessment performed in
the fourth quarter of 2009, all reporting units were tested. Based on the assessment, an impairment provision of $6.hasilb@en recorded
against the goodwill of JEVCO resulting from the sale of the subsidiary subsequent to year end for proceeds below itgataeryifalowing this
gNAGSR26yZ (GKS /2YLIlyeQa 3F22RgAftt olftlyOS A& Coyipabydvrote aff the adsdiatedt 0
remaining intangible assets of $1.6 million. As at December 31, 2009, the carried value of intangible assets with uskfiihiiees was $10.1
million.

Additional information regarding our goodwill and intangible esssaccounting policy is included in Note 20 to the consolidated financial
statements.

Income taxes

The provision for income taxes is calculated based on the expected tax treatment of transactions recorded in our coninfidatabistatements.
In determining our provision for income taxes, we interpret tax legislation in a variety of jurisdictions and make assumptionhalsopiected
timing of the reversal of future tax assets and liabilities and the valuation of future income tax assets relatetbss carry forwards.

A valuation allowances established when it is more likely thaot that all or a portion of the income taxes recoverable balance will not be
realized. The ultimate realization of the income taxes recoverable balance is depamuenthe generation of future taxable income during the
periods in which those temporary differences are deductible. In making this determination, management considers all pasitiée and
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negative evidence affecting specific income taxes recovérabb I £  y OS&> Ay Of dzRAYy3a (GKS /2YLI yaQa Lk
reversal of future income tax liabilities, and the availability of tax planning strategies.

Objective positive evidence is necessary to support a conclusion that a valbiatiocn2 6  y OS A& y2G ySSRSR FT2NJ I ff
taxes recoverable balances when significant negative evidence exists. Cumulative losses are the most compelling fornveofeviegate
considered by management in this determination2009, the Compansnaintainsa valuation allowance of282.8million, $239.6 million of which
NBfFGSR G2 Ada | o{ & FdziidzNB Ay O2YS GFES&X NBadzZ GAy3 BilyRorutligeztheseA y dz8
losses over ta short term has led the Company to record an additional allowance.

More information regarding our income tax provision is included in Note 2(k) and Note 14 to the consolidated financiarggtem

Future changes in accounting policy
In February 208, the Accounting Standards Board announced that 2011 is the changeover date for puldieallgompanies to use International

CAYlFYyOAlLf wSLENIAY3I {dFyRIFINRa odaLCw{é¢0S NBLX I Oay3a & eEmsidafing @ fistal y I R
years beginning on or after January 1, 2011. The transition date of January 1, 2011 will require the restatement, fortivenmaises, of
amounts reported by the Company for the year ended December 31, 2010.

IFRS uses a conceptuframework similar to that of Canadian GAAP, but there are significant differences in recognition, measurement and
disclosures that have been identified and will be addressed in the course of the project implementation.

' F2NXIf LCw{ 2BBOSOfHKIKLESENBN 6BHRNI RSGFIAfSR LCw{ tNR2SO0O tfly
Phase of the Project, outlining the key elements and timing of its plan, and were both approved by the IFRS ProjecC8tamritige and Audit
Gommittee.

The Project Charter focuses on the purpose and objectives of the project, expectations and deliverables to key stakptajierscope and
approach, milestone plan with completion criteria, date and deliverables, significant project risksigation actions, roles and responsibilities
of the IFRS Project Steering and Implementation Committees, project management, issue resolution, and communication plan.

The project Plan is updated on a regular basis and tracked by the level of completendetailed activities as shown below

Phase Estimated Key elements Status at December 31, 2009
completion
time
Phase November a) Form IFRS Project Steering and | Completed
Initial 2008 Implementation Committees;
Assessment b) Prepare a Project Charter and a
Prgect Plan;
c) Prepare high level impact
FaasSaavySyd 2y i
financial statements
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Phase %, December a) ldentify IFRS standards applicab| Compéted activities
Detailed 2009 to the Company; a) ldentified IFRS standards applical]
Assessment b) IFRS vs. Canadian GAAP/U.S. to the Company;
GAAP accounting/disclosure gap b) IFRS vs. Canadian GAAP
analysis accounting/ disclosure gap
c) IFRS 1 analysis analysis;
d) Accounting strategy analysis (i.e| c) IFRS 1 analysis;
preliminary accounting policy d) Preliminary accounting policy
choices); choices (i.e. Accounting strategy
e) Information technology and analysis);
internal controls impact e) Information technology and
assessments internal controls impact
f) Business impact assessment (su assessments
as assess impact on contracts | f) Business impact assessment;
which are based on Canadian g) Design training strategy for the
GAAP measures); employees directly or indirectly
g) Bonuses/variable compensation associated with IFRS conversion;
impact assessment h) Comply with the regulatory
h) Design training strategy for the reporting requirements (i.e. OSFI,
employees directly or indirectly FSCO and CSA requirements);
associated with IFRS conversion
i) Comply with the regulatory Pendirg activities
reporting requirements (i.e. OSF| a) Bonuses/variable compensation
FSCO and CSA requirements) impact assessment
Phase 3; June 2010 a) Financial impact analysis; Completed activities
Solutions b) Quantification of IFRS and a) Financial impact analysis;
Development Canadian GAAP differences; b) Selection and documentation of
c) Selection and documentation of IFRS accounting policies;
IFRS accounting policies; c) Design of internal controls;
d) Design ofnternal controls; d) Document proposed system
e) Document proposed system changes;
changes; e) Comply with the regulatory
f) Renegotiate contracts if impactec reporting requirements (i.e. OSFI,
by IFRS; FSCO and CSA requirements)
g) Redesign compensation plan;
h) Prepare implementation plan for In progress
accounting and reporting, a) Quantification of IFRS and
systems, business and people; Canadian GAAP differences;
i) Perform income tax impact b) Prepare profrma IFRS financial
assessment, statements;
j) Prepae proforma IFRS financial | c) Perform income tax impact
statements; assessment,
k) Revisit communication and
training strategy; Pending
[) Comply with the regulatory a) Renegotiate contracts if impacted
reporting requirements (i.e. OSFI by IFRS;
FSCO and CSA requirements) | b) Redesign compensation plan;

c) Prepare implementation plan for
accounting and reporting, systemsg
business and people;

d) Revisit communition and training

strategy;
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Phase £ December a) Implementation of IFRS Pending

Implementation 2010 accounting policies;

b) Prepare for the fiscal year 2010
IFRS opening balance sheet;

c) Prepare IFRS comparatives for tf
first quarter to fourth quarter of
2010;

d) Perform system enhancements t(
report information under IFRS;

e) Implement new accounting and
business processes;

f) Document changes to internal
controls;

g) Comply with the regulatory
reporting requirements (i.e. OSFI
FSCO and CSA requirements);

h) Execute IFRS tecloal training
and change to processes;

i) Draft accounting policy manual
and guidelines

j) Continuous monitoring of
changes to IFRS standards,
processes and systems.

The first Phase of the Project Initial Assessment was completed by December 31ar20€8; entire project is expected to be completed by
December 31, 2010.

Throughout the project the Company continues to monitor exposure drafts and standards released by the International Ar&bandards
Board and the International Financial Repagtimterpretations Committee.

1. IFRS 1: Firstime Adoption of IFRS

IFRS 1Firsttime Adoption of International Financial Reporting Standards L Cw{ wmé 0 | LILX ASa 6KSy |y Syidarde
generally requires that an entity appil IFRS effective at the end of its first IFRS reporting period retrospectively. However, IFRS 1 does require
certain mandatory exceptions and permits limited optional exemptions to full retrospective application of standards iratfackrsttime
adoper's reporting date.

The following are the optional exemptions, that KFSI has elected at the transition date of January 1, 2010, to applyvelgspdaise impact is
expected to be significant during preparation of the first financial statements ukdRS:

1. Business combinations

IFRS 1 states that a firsine adopter may elect not to apply IFRSBRisiness Combinatiomstrospectively to business combinations that
occurred before the date of transition to IFRS. KFSI has elected this exemption lgmebspiectively apply IFRS 3 to business combinations
from the transition date of January 1, 2010. KFSI will therefore maintain the classification and measurement of past dusibiesdions
based on acquisition date values and goodwill carrying amoudeu Canadian GAAP, subject to additional considerations underllFRS
Appendix B.

2.  Cumulative translation differences

LYGSNYyFGAz2y It 1| OO02 dzy tlihe [Ffects{ ofi Eharigés NdRForeign cEkchange (Reigsiness an entity to determine the
translation differences in accordance with IFRS from the date on which a subsidiary was formed or acquired. IFRS 1 allows cumulat
translation differences for all foreign operations to be deemed zero at the date of transition to IFRS, with future ¢@8ssoon subsequent
disposal of any foreign operations to exclude translation differences arising from periods prior to the date of transiid®®@StoKFSI has
elected to deem all cumulative translation differences to zero on the transition date to IER®iafve translationbalance 0f$14,863
thousandwill be deemed zero at December 31, 2009, andtthasition date will be the reference point for future foreign entity disposals.
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3. Designation of previously recognized financial instruments

An entity is pemitted to designate at the date of transition any financial assetavailable for sale, or a financial instrumentfair value
through profit and loss (FVTPL) provided that the asset or liability meets the criteria for such classification [IAS)399(6) and (11A)].

KFSI has elected to designate its senior unsecured debentures at FVTPL. This comprises of a US$125 million note igswag Byri€iica

Inc. due in 2014 and a C$100 million debenture offering by a general partnership of thampmpe in 2012 of US$%$08 thousandand
US$B,156 thousandrespectively at December 31, 2009. The debt is currently classified as other financial liabilities and measured at
amortized cost using the effective interest rate method under Canadian GAAFEVITPL election will firstly, reduce the accounting mismatch
since the majority of the fixed income securities portfolio, which share interest rate risk with the debt liabilitiessifierdlaas available for

sale and measured at fair value, and secgrmicause the Kingsway debt is managed and evaluated on the basis of its fair value. As a result o
the above change in accounting policy, a previously unrealized gain estimated at US$ 73,252,000 will be recognizedimetheastings on
transition date to IFRS. Subsequent gains or losses on fair valuation of the debt will be recognized in the profit and loss accd&RShsler

a result of gains recognized on the repurchase of senior indebtedness and the appreciation in the market value oflifleyCén & & Sy
indebtedness since the transition date the unrealized gain described above will decline significantly following thertrdatstio

KFSI has also elected the following IFRS 1 exemptions on transition date. The impact has been determinkd significant to the financial
statements on adoption of IFRS.

2.

e ShareBased Payment TransactionsFSI has elected to apply IFRSHare Based Paymemtqjuirements for equity settled share based
payments prospectively from transition date. Therenésimpact on the consolidated financial statements on transition date resulting
from this election.

e Insurance ContractsiFRS 1 election allows KFSI as atfiret adopter to apply the transitional provisions of IFRS 4, Insurance contracts.
See 2(d) belw.

e Fair Value or Revaluation as Deemed Cost§RS 1 election was made to apply fair value deemed cost on transition date for self
constructed property. The fair value of the self constructed property was determined on transition date, and approxheatadying
value. There is no significant financial impact as a result of this election as the fair value approximated the cargyiog tralusition
date.

e LeasesIFRS 1 election allows a first time adopter to determine whether an arrangemenngxigtithe date of transition to IFRSs
contains a lease on the basis of facts and circumstances existing at that date. Based on assessment performed in theat&S 17
Position Paper, as the Company adoptedE3C on January 1, 2005, which is substalytiajuivalent to IFRIC 4, no new arrangements
which may contain a lease where identified, and there is no impact.

e Investments in Subsidiaries, Jointly Controlled Entities and Associat@sS| has elected the IFRS 1 exemption to present investment in
subsidaries based on Canadian GAAP carrying value, in the separate financial statements, as the deemed cost under IFR8non transi
date.

Accounting Impact Analysis

During the Detailed Assessment PhaBdase 2, an IFRS Accounting Impact Matrix was preparalyzing IFRS/ Canadian GAAP accounting
differences, and the expected impact on the Company and its subsidiaries on adoption of IFRS. Based on the IFRS ftacidards bave a
significant impact on the Company and its subsidiaries, Position Papeegprepared to individually assess the financial, process, internal controls,
information systems and people impact of each selected standard on the Company on adoption of IFRS. The quantificafinarafihénpact is

in progress.

Highlighted bedw are the standards expected to have a significant impact on adoption of IFRS by the Company and its subsidiaries

a) Consolidated and Separate Financial Statements

IAS 27Consolidated and Separate Financial Statemesgsires that a parent shall consoliasits investments in subsidiaries using the control
model. The Company recognizes entities in which it is not considered to be the primary beneficiary as variable inteess{\&iif)t under
Canadian GAAP, which entities are therefore not consolidatgaplying the control model under IAS 27 and SIG@de&cial Purpose Entities
Kingsway ROC GP and Kingsway ROC LLC whose shares are wholly owned by the Company and Kingsway Linked Returil BOCapital (K
and Kingsway Note Trust (KN Trust) qualify &sisliaries and SPEs respectively, which will be consolidated on adoption of IFRS. The Compan
is in the process of quantifying the financial impact of consolidating the additional entities on adoption of IFRS. dlidatonsmodel will
therefore be updted on adoption of IFRS to accommodate additional subsidiaries and SPEs under IFRS. Controls have been designed over
identification process of intercompany transactions with subsidiaries that will be consolidated for the first time under IFRS
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IAS 27also requires that a group uses uniform accounting policies for reporting like transactions and other events in simitestazicas,

which will require the harmonization of accounting policies and the chart of accounts across the group on adopti@ oE€4rfRols have
been designed to ensure that the accounting policy differences within the group are appropriately dealt with, and the hednpmiicies

communicated across the group.

b) Investment property

IAS 40nvestment Propertyequires that landor a building, or part of a building, or both held by the owner or by the lessee under a finance
lease to earn rentals or for capital appreciation or both is classified as an investment property. The Company andlidsiesilosin
properties which are artially leased out and owner occupied, and as the leased portions could be separately sold or leased out under &
finance lease, IAS 40 requires that they are separately accounted for as investment property under IAS 40 or propedsur@Repperty,

Pant and Equipment On adoption of IFRS, the Company will therefore reclassify the leased portions to investment properties and the owner
occupied portions of the properties will be classified as property under IAS 16.

After the transition date, the ampany will continue to subsequently measure investment properties on a cost basis and depreciation will be
determined using the straight line basis. Fair valuation of investment properties will also be performed on transitiamalgteriodically
thereatter, for disclosure purposes in the IFRS financial statements as required by IAS 40.

During the Implementation Phase, system changes will be required including the creation of hew general ledger accounppiagdofiide
accounts to the financial statemés to accommodate the new class of assets under IFRS. The fair value appraisal will be conducted by
qualified appraiser and controls have been designed over the inputs and review of outputs of the appraiser.

c) Insurance contracts

IFRS 4nsurance Contras allows insurers adopting IFRS to continue with their existing accounting policies. IFRS also permits entities tc
continue to apply their existing policies for measuring insurance liabilities, subject to a liability adequacy test. Bamedualitatie and
quantitative assessment done in the Position Paper, the impact on adoption of IFRS 4 is not significant.

LCw{ n AYGNRBRdzOSa yS¢ RAaOt2adNBaz gKAOK gAff 068 Ay Qddeds8durgsy
of insurance risk sensitivity, surrounding the nature and extent of risks arising from its insurance contracts, and steoimipg¢hon profit

or loss and equity if changes in the relevant risk variables that were reasonably possible at the end obtiegreeriod had occurred, and

the methods and assumptions used in preparing the sensitivity analysis. New disclosures also include concentrationa# isyrdetailing
YIEylF3SySyiQa olaaa 2F RSIGSNNAYAYI Ay odaNg sh@& chedietisticO Beyitdygy das: G A
concentration. In determining insurance risk sensitivity and concentration, the Company will implement additional mociboitinds over

the use of estimates and end user computing processes.

IFRS 4 alsdisallows off setting of insurance liabilities against related insurance assets as well as income and expenses whiehfewven offs
reinsurance amounts.

d) Impairment of Assets

IAS 36 requires that intangible assets with indefinite lives are tested fasiimpnt on the transition date and annually going forward, by
comparing the carrying value with the recoverable amount irrespective of whether there is an indication that it is inyaieeehs under
Canadian GAAP, an evaluation was performed wheneventewer changes in circumstances indicate the carrying amount may not be
recoverable. The Company will therefore perform a full impairment test by determining the recoverable value of an ass&étR8deased

on the higher of fair value less costs to selivalue in use. The value in use of an asset will be based on discounted cash flows under IFRS.

At December 31, 2009, KFSI had intangible assets with indefinite useful lives with a carrying value of US$ 10,053,06pai}ésGo the
process of perfoming the impairment test for intangible assets on transition date based on IAS 36 requirements.

Based on the expected process changes above on adoption of IAS 36, the system will be modified to track the historynehinipsses
arising on an individal asset basidf any, and the impairment model will also be updated to apply discounted cash flows to determine the
value in use of an asset under IFRS. Controls will be put in place for the appropriate selection of the discount rate aadkog of
impairments by asset in the event that an impairment charge is reversed.
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e) ShareBased Payment Transactions:

IFRS Share Based Paymestrequires that forfeitures of equity settled share based payments which have been granted, are estimated
upfront and reestimated each period based on actual experience to determine the compensation expense over the vesting period. The
Company will therefore change its basis of determining the estimate, which is currently based on actual forfeitures a¢netiooer the

vesting period. There will be no financial impact over the vesting period of the granted shares, although the estimatiéd pempensation
expense may differ from the current accounting policy.

hy FTR2LIXIAZ2Y 2F LCw{ X SI OFKoseempladydeSparticharelidt the Kighwaji Finaricial Rtack Qidich inéentige Plan in

which the parent company grants rights to its shares, to employees of its subsidiaries, will each recognize the correspomingation

benefit for its employees, and eorresponding increase in equity as a contribution from the parent Company in accordance with IFRIC 11
Group and Treasury shares transactiori$ere will be no impact on the consolidated financial statements. Change management controls will

be required oer the accounting for the stock options at subsidiary level.

f)  Presentation of financial statements

The Company has made additional accounting policy choices as a result of adoption of IFRS which will affect the disthestiresncial
statements, amongvhich is the accounting policy choice for an entity to present its expenses either by nature or function on the face of the
Statement of Comprehensive Income. The Company will present its expenses by nature, which is deemed to provide more releva
information as an insurance company. This will result in significant changes to the current mapping of the general ledgen&mdfz fi
statements and appropriate controls will be implemented.

3. Impact on processes, information systems and controls

While new pocesses, internal controls and modifications to the existing information systems have been identified in the respectRasititiRS
Papers, and plans are also underway to implement the changes arising from the new accounting policies selected uesdeetERS described
above, the Company has not determined that the other changes to its current accounting, information systems or its pescasssslt of the
conversion to IFRS to be significant.

In the Position papers, the Company identified thregesses and information systems changes which will be required as a result of adoption of
IFRS. Proposed internal controls have been designed as part of the Position Papers analysis, to mitigate the risksnatisengriscess and
information systemsftanges and to also ensure the internal control over financial reporting is robust. The process and internal controls change
resulting from adoption of IFRS have been identified in the respective Position Papers and will be formally documenteldtaadsiphe project
progresses. Internal controls which have been designed to address the changes in processes as a result of adoptiare exfeR®adto be
implemented and evaluated during Phase 4 Implementation Phase, of the project.

Regular Steerin@ommittee meetings attended by various members of management are held to communicate, review the project progress and
deliverables. The Audit Committee continues to provide oversight to the IFRS project, and reviews the project statuslperiddicdas, the
INRdzLIQa LCw{ wm StSOGA2ya IyR LCw{ I O02dzyliAy3 LRtAOe OK2A0Sa KI @S

4, Financial reporting expertise, including training requirements

Initial education and training sessions on the adoption®@M{ = Kl @S 6SSy O2YYdzyAOlI GSR (2 G(KS O2YLI
program has been prepared for more detailed sessions across the group to be held within the Solutions Development anatatipleiRbases

of the project. Thiswillfoci I Y2y 3 20KSNERZ 2y (KS O2YLIl yeQa LCcw{ LktAide OK2A0S84a
result of adopting IFRS. An additional IFRS Resource was also contracted to provide additional supporhtmueerranagement team. Cernt
resources are deemed appropriate to satisfactorily carry out the project to completion.
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RELATED PARTY TRANSACTIONS

wStFGiSR LI NIe GNryalOiAazyazr AyOfdzZRAYy3d ASNWBAOSA LINE JA Rofial cduge o2 NJ N
operations and are measured at the amount of consideration paid or received as established and agreed by the partiesnéfiaibatieves that
consideration paid for such services approximate fair value.

In March 2009, the Company obtained a $2dlion financing facility from AP Assurance to allow for specific capital initiatives. Two of the
YSYOSNE 2F GKS /2YLIyeQa .2FNR 2T 5ANBOG2NAE | f B& Néte\ iv (epof thdifikaBcialb 2 |
statements forfurther details on this financing facility.

Approximately 45% of the KLROC Units acquired through the KLROC Offer were from a related party. SettNetén@ncial statementfor
details on the KLROC Offering. The Company issued $3.5 millioesertémdered KLROC units. The terms and conditions for the transaction were
identical for all unitholders.

The Company has engaged the services of a company owned by a former director and paid $1.0 million during the year. niSubtiegue
December 312009, the Company purchased the assets of this company as described in the NoteoZRAddnancial statements

In addition to a previously agreed retainer of C$0.1 million, the Board of Directors has decided to pay an additiondliég®ahchiC$.1 million to
the Chairman of the Board. Of these amounts, the Company has paid $0.2 million and C$0.1 million during the year.

RISK FACTORS

hdzNJ 9Y G SNLINAAS wAal al ywasihEowbrafidl inth the traastoratidnNatodfBngir22809. Ottde program is complete,

the ERM willbe formally il & (i 6 f A A KSR ® Y A vy Jdidcladealoimalenterpride MieVRisE MaNAnd Risk Assessment Methodology.
In order to link the Risk Factors sectionatal y I 3SYSy (i Qa 5 A & Gitzdha ERMyfrarheydrk, we Yidvd félléwedithe principal risk
headings within the Kingsway Risk Map. Accordingly, the identified risks are grouped under the following headings:

A Financial Risk

Compliance Risk

Strategic Risk

Operational Risk

Human Resourcessk

> D> D> >

Investors should carefully consider the risks described below and all other information containedanlthist 3SYSy i Qa 5A & Odza &)
including the financial statements and accompanying notes. The risks and uncertainties described betloosanee currently believe to be
material, but they may not be the only ones we face. If any of the following risks, or any other risks and uncertainties Hate not yet
identified or that we currently consider not to be material, actually occur arobee material risks, our business, prospects, financial condition,
results of operations and cash flows could be materially and adversely affected.

FINANCIAL RISK
Encompasses both the management and reporting of all financial functions of the Company.

Kingsway is a holding company and its operating insurance subsidiaries are subject to dividend restrictions and are requinathtain certain

capital adequacy levels.

Kingsway is an insurance holding company with assets consisting primarily of thel stk of its subsidiaries. Our operations are and will
continue to be limited by the earnings of our subsidiaries and the distribution or other payment of such earnings toeutommtlof dividends,

loans, advances or the reimbursement of expense® payment of dividends, the making of loans and advances or the reimbursement of
expenses to us by our subsidiaries is contingent upon the earnings of those subsidiaries and is subject to various dnsithersgians. In
addition, payments of dividend® us by our insurance and reinsurance subsidiaries are subject to various statutory and regulatory restrictions
imposed by the insurance laws of the domiciliary jurisdiction of such subsidiaries, including Barbados and Berhudd. A 3 Kii 2 F { K¢
CAZINNBY i FAYFYOALFf &aAlddz GAz2zy NBadgZ GAy3d FTNRBY f2aasSa NBBAzxNFeS@stristgd NI
from making dividend payments to Kingsway, and the Company expects these restrictions to continue. Ire tbkstdssidiaries not currently
subject to theserestrictions, these subsidiaries may be limited in their ability to make dividend payments or advance funds to Kingberay in
future because of the need to support their own capital leviismost jurisditions payment of dividends is subject to prior regulatory approval.

The inability of our subsidiaries to pay dividends to us could have a material adverse effect on our business and éinditicial ¢

See the Financial Conditions sectiorttit ManagenS y (i Q& 5Aa O0dzaa A2y | y R anhudlfinariidl stalemdntgft a Hegaifed T
description of the regulatory capital requirements of the operating insurance subsidiaries and for a description of thk rmapigement
framework. No assurancesut be given that the operating insurance subsidiaries will be able to maintain compliance with these regulatory capital
requirements.
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Difficult conditions in the economy generally may materially adversely affect our business, results of operations tatednent of financial

position and these conditions may not improve in the near future.

Current market conditions and the instability in the global credit markets present additional risks and uncertaintiestfosioass. In particular,
deterioration inthe public debt markets could lead to additional investment losses and an erosion of capital as a result of a reductidaiiin th
value of investment securities.

The severe downturn in the public debt and equity markets, reflecting uncertainties atsbevith the mortgage crisis, worsening economic
conditions, widening of credit spreads, bankruptcies and government intervention in large financial institutions, creaiféchisigunrealized
losses in our securities portfolio at certain stages in 2@¥pending on market conditions going forward, we could incur substantial realized and
additional unrealized losses in future periods, which could have an adverse impact on our results of operations anddomatiteal. We could

also experience a redtion in capital in our insurance subsidiaries below levels required by the regulators in the jurisdictions in which they
operate. Certain trust accounts and letters of credit for the benefit of related companies and third parties have bedstestakithcollateral on
deposit under the terms and conditions of the relevant trust and letter of credit agreements. The value of collateraladduddbiv the levels
required under these agreements putting the subsidiary or subsidiaries in breach of the agteeme

The current market volatility may also make it more difficult to value certain of our securities if trading becomes lasstfr&jsruptions,
uncertainty and volatility in the global credit markets may also impact our ability to obtain financifigdoz acquisitions. If financing is available,
it may only be available at an unattractive cost of capital, which would decrease our profitability. There can be no asbatanwarent market
conditions will improve in the near future.

¢ KS / 2 Y Lihayyeobjéctive JN¥espect of the securities portfolio is the preservation of capital. Through the Investment and Capital
Committee of the Board of Directors, the Company seeks to establish an appropriate level of risk by monitoring regutadglithrsk and
volatility of the securities portfolio, taking into account the overall risk tolerance of the Company.

Financial disruption or a prolonged economic downturn may materially and adversely affect our business.

Worldwide financial markets have recentexperienced extraordinary disruption and volatility, resulting in heightened credit risk, reduced
valuation of investments and decreased economic activity. Moreover, many companies are experiencing reduced liquiditgraaidtyras to

their ability to raise capital. In the event that these conditions persist or result in a prolonged economic downturn, our results of npgratio
financial position and/or liquidity could be materially and adversely affected. These market conditions may affect they&pénpah 6 A £ A (& i
debt and equity capital markets. In addition, as a result of recent financial events, we may face increased regulatiari.tbaather risk factors
discussed in the Risk Factors section identify risks that result from, or are lkasezkby, financial economic downturn. These include risks related

to our securities portfolio, the competitive environment, adequacy of unpaid claims, regulatory developments and the imgittgoagency
actions.

Our operations are restricted by theerms of our debt indentures, which could limit our ability to plan for or to react to market conditions or
meet our capital needs.

Our debt indentures contain numerous covenants that limit our ability, among other things, to borrow money, make pariiperof
investments or other restricted payments, sell assets, merge or consolidate, pay dividends or redeem capital stock, disthsnicusecure
indebtedness. The covenants under our debt agreements could limit our ability to plan for or react tet mamnklitions or to meet our capital
needs. Our ability to comply with the covenants in these agreements may be affected by events beyond our control and weentaycirtail
some of our operations, restructuring and growth plans to maintain compliaNoeassurances can be given that we will be able to maintain
compliance with these covenants.

If we are not able to comply with the covenants and other requirements contained in the debt indentures, an event of Wedauithe relevant
debt instrument caild occur. If an event of default does occur, it could trigger a default under our other debt instruments, we could bé&gaohib
from accessing additional borrowings, and the holders of the defaulted debt instrument could declare amounts outstandiegpeith to such
debt to become immediately due and payable. Upon such an event, our assets and cash flow may not be sufficient to fbltynepiags under
our outstanding debtnstruments. In addition, such a repayment under an event of default calveraely affect our liquidity and force us to sell
assets to repay borrowings.

The Investment and Capital Committee of the Board of Directors closely monitors the debt and capital position and, fram tiimes
recommends capital initiatives based updime circumstances of the Company. For capital initiatives undertaken in 2009, see the Financial
I 2YRAGAZY &aSO0Az2y 2F (KAa alyl38SySyiQa 5rAa0dzaarzy FyR !ylfearao

We may not be able to realize our investment objectives, which could significantly reducenetiincome.

We depend on income from our securities portfolio for a substantial portion of our earnings. In 2007, 2008 and 2009 inviestnas and net
realized gains represented approximately 2.0%, 4.4% and 8.2% respectively of our consolidated #ewiguiécant decline in investment yields

in our securities portfolio or an impairment of securities that we own could have a material adverse effect on our buesdisspf operations

and financial condition. We currently maintain and intend to ¢domé to maintain a securities portfolio comprising primarily fixed income
securities. As of December 31, 2Qthe fair value of our securities portfolio included $504.0 million of fixed income securities. Due to fluctuations
in the yields on fixed incomgecurities, we face reinvestment risk as these securities mature because the funds may be reinvested at rates lowe!
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than those of the maturing securities.

Our ability to achieve our investment objectives is affected by general economic conditions ¢haewond our control. General economic
conditions can adversely affect the markets for interest rate sensitive securities, including the extent and timing of ipaegtipation in such
markets, the level and volatility of interest rates and, conseqlyeie value of fixed income securities.

In addition, changing economic conditions can result in increased defaults by the issuers of securities that we own.rdi¢srese highly
sensitive to many factors, including monetary policies, domestic atedriational economic and political conditions and other factors beyond our
control. General economic conditions, stock market conditions and many other factors can also adversely affect the seeukigiessand,
consequently, the value of the securitie® own. We may not be able to realize our investment objectives, which could reduce our net income
significantly.

¢KS /2YLIyeQad LINAYIFINE 202SO00GAGS Ay NBaLSOG 2F (GKS aSs0daMrCapitdda L.
Canmittee of the Board of Directors, the Company seeks to establish an appropriate level of risk by monitoring regularglitheskrand
volatility of the securities portfolio, taking into account the overall risk tolerance of the Company.

Fluctuations i currency exchange rates could negatively affect our results.

Effective December 31, 2005 we prepared our consolidated financial statements in U.S. dollars. Fluctuations in the Ucglisio @dlar
exchange rate will impact our results of operationgddmancial condition from period to period. The reporting volatility has been reduced,
however, due to the larger portion of our operations conducting its business in our reporting currency, U.S. dollars.

Our U.S. operations generally write policies derrmated in U.S. dollars and invest in U.S. dollars. Although investing in local currencies limits the
effect of currency exchange rate fluctuations on lamaérating results, fluctuations in such rates could affect our operations or results, and do
affecti KS GN}yatlidAaAzy 2F (KSaS NBadg G§a Ayidz2 ! o{d R2f f I NAquilyificreasixky O2 y .
$32.2million as a result of the currency translation adjustment of our Canadian dollar denominated assétsSintillars.
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risk.

COMPLIANCE RISK

The risk arising from violations of, or neconformance with, laws, reguldbns or prescribed practices. Compliance Risk also arises

in situations where the laws or rules governing certain products or activities may be ambiguous or untested. Compliance Risk
exposes the organization to negative publicity, a potential drop in stogkce, fines, criminal and civil monetary penalties,
payment of damages and the voiding of contracts. Compliance risks are also sometimes referred to as Legal/Regulatory, Tax of
Documentation Risks.

If we fail to comply with applicable insurance and seties laws or regulatory requirements, our business, results of operations and financial
condition could be adversely affected.

As a publicly traded holding company listed on the Toronto and New York stock exchanges with insurance subsidiarieshjeet &bensimerous
laws and regulations. These laws and regulations delegate regulatory, supervisory and administrative powers to federaial ppo\state
regulators.

Insurance regulations are generally designed to protect policyholders rather thaghstders, and are related to matters including:
rate setting;

risk-based capital and solvency standards;

restrictions on the amount, type, nature, quality and quantity of securities;

the maintenance of adequate reserves for unearned premiums and ungards;|

restrictions on the types of terms that can be included in insurance policies;

standards for accounting;

marketing practices;

claims settlement practices;

the examination of insurance companies by regulatory authorities, including periodic finandiatarket conduct examinations;
the licensing of insurers and their agents;

limitations on dividends and transactions with affiliates;

approval of certain reinsurance transactions; and

insolvency proceedings.

D0 N N N S S S N N S S N

In light of losses incurred in recent quarteKingsway and its regulated subsidiaries have been subject to intense review and supervision by
insurance regulators. Regulators have taken significant steps to protect the businesses of the entities they regulaste$bage included:
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restrictingor prohibiting the payment of dividends to Kingsway and its subsidiaries;
restricting or prohibiting other payments to Kingsway and its subsidiaries;

requesting additional capital contributions from Kingsway and its subsidiarels;

requiring more frequat reporting, including with respect to capital and liquidity positions.

> >

These and other actions have made it challenging for the Company to continue to maintain focus on its businesses andlargjagssiin the
ordinary course. The Company does ngpect these conditions to change in the foreseeable future.

In light of financial performance and a number of material transactions executed during the year, the Company has beém r@sigeohd to
guestions from and provide information to regulatory besl overseeing insurance and securities laws in Canada and the U.S. The Company has co
operated in all respects with these reviews and has responded to information requests on a timely basis.

Theunauditedtotal adjusted capital of three U.S. subsidiari@Jniversal Casualty Company, American Service and American Country Insurance
[ 2YLI yeo gl a Oft2a8S (G2 GKS YAYAYdzy [ dziK2NRAT SR 02y i NRt mipdigsSuill rebuli 5 S
in them being at the NAIC compamction level. Subsequent to year end, all U.S. regulated insurance subsidiaries with the exception of U.S
Security entered into a pooling agreement which results in the adequacy of statutory surplus of the participants in theipgalssessed for
adeguacy against the combined risk profile of the legal entities in the pool. This pooled structure is a more accuraterrefiehBonay in which
iKS5aS 2LSNIGA2ya FNB YFylFr3aSR IyR LINRP@GARSa I Y amBhe prafdimalRBS ¢iidiverdaii S 2
Casualty Companinproves to 303%the proforma RBC of American Service improves31d% andhe RBC of American Country Insurance
Company improves t@64%. The Company believes that this structural change, combirtacbthier steps taken by the Company, including the
termination of unprofitable lines of business, will improve the capital adequacy going forward as measured by the RBC.

Any failure to comply with applicable laws or regulations could result in the imposif fines or significant restrictions on our ability to do
business, which could adversely affect our results of operations or financial condition. In addition, any changes irelguiatimns, including the
adoption of consumer initiatives regardimgtes charged for automobile or other insurance coverage or claims handling procedures, could
materially adversely affect our business, results of operations and financial condition.

We believe that the Company and its insurance and reinsurance sulssdieme in compliance with applicable regulatory requirements in all
material respects. It is not possible to predict the future impact of changing federal, state and provincial regulatianoperations, and there
can be no assurance that laws and riagions enacted in the future will not be more restrictive than existing laws and regulations.

During the year, the Company enhanced the governance structure through the centralization of regulatory and legal commtimnersuring
greater transpareng of issues emanating from the operating units.

Our business is subject to risks related to litigation and regulatory actions.

In addition to the occasional employmerglated litigation, we are a defendant in a number of claims relating to our insurandeother related
business operations. We may from time to time be subject to a variety of legal and regulatory actions relating to ourangrpast business
operations, including, but not limited to:

A disputes over coverage or claims adjudication;

disputes regarding sales practices, disclosure, premium refunds, licensing, regulatory compliance and compensation arrangements;
disputes with our agents, producers or network providers over compensation and termination of contracts and related claims;

disputes relating to customers regarding the ratio of premiums to benefits in our various business lines;

disputes with taxing authorities regarding our tax liabilities; and

disputes relating to certain businesses acquired or disposed of by us.

I D D >
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In addition, plaintiffs continue to bring new types of legal claimsregansurance and related companies. Current and future court decisions and
legislative activity may increase our exposure to these types of claims. Multiparty or class action claims may presentlaggiosure to
substantial economic, neaconomic orpunitive damage awards. The loss of even one of these claims, if it resulted in a significant damage award
or a judicial ruling that was otherwise detrimental, could create a precedent in our industry that could have a materiss affeet on our rests

of operations and financial condition. This risk of potential liability may make reasonable settlements of claims matetdiffiatain. We cannot
determine with any certainty what new theories of recovery may evolve or what their impact may be bnginess.

We may be subject to governmental or administrative investigations and proceedings in the context of our highly regutated&activity. We
cannot predict the outcome of these investigations, proceedings and reviews, and cannot assuteatyguch investigations, proceedings or
reviews or related litigation or changes in operating policies and practices would not materially adversely affect osirofespkrations and
financial condition. In addition, if we were to experience diffimdtwith our relationship with a regulatory body in a given jurisdiction, it could
have a material adverse effect on our ability to do business in that jurisdiction.
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STRATEGIC RISK

Strategic Risk arises from adverse effects of highkel business decisis or the improper implementation of those decisions.
Strategic Risk also incorporates how management analyzes external factors that impact the strategic direction of the business
Strategic Risk further encompasses reputation risk which is the impactamiags, capital or the ability to do business arising
from negative public opinion from whatever cause.

The Company's transformation program and the achievement of its strategic object@reshighly dependent on effective change management.

The Compayis implementing a transformation programed by the Chief Executive Officerith the objective of focusing on core lines of business,
creating a more effective and efficient operating structure and returning the Company to profitability. The prodraesut in changes to the

[ 2YLIl yeQa adNHzOGdzZNBE FyR odzaaySaa LINRPOSaasSad 2KATS (KSarBore@dile and S a
focused business, success is dependent on management effectively realizing the éhberddits. Ineffective change management may result in
disruptions to the operations of the business or may cause employees to act in a manner which is inconsistent with CojapéargsoBny of
iKSasS S@Syita Oz2dzZ R yS3t i A &Bck.&he Cyhdang thay idk &lways ohiedle yhe expectddBdeirsavivgds and other
benefits of its initiatives.

If we are unable to maintain our current claimgaying ratings, our ability to write insurance and to compete with other insurance companies
may be alversely impacted.

Third party rating agencies assess and rate the clpiaying ability of insurers and reinsurers based upon criteria that they have established.
Periodically these rating agencies evaluate us to confirm that we continue to meet thiéecatéhe ratings previously assigned to us. Financial
strength ratings are an important factor in establishing the competitive position of insurance companies and may be eggentechn effect on
'y AyadzaNIyOS O02YLI yeQa LINBYAdzyaod
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ability to meet policyholder obligations. JEVCO, our operating company in Canada, which was disposed of subsequentippaar®ea & S& |
(Fair) rating (eighth highest of 15 rating levels). Following the assumptive reinsurance transaction between JEVCO ayd3&nggsal Insurance
Company, A.M. Best ceased formally following Kingsway General Insurance Company. All of subdiif@ries possess a Brair) rating.
According to A.M. Best, entities with a R} G Ay 3 | N8 RSSYSR a@dz ySNIotSé¢ FyR KIFE@GS | Fl A
strength is vulnerable to adverse changes in underwriting and econoamditions. A.M. Best continues to hold all of the above ratings under
NEGASE AGK ySIAFIGAGS AYLEAOIGAZ2Yyad ¢KS Wdzy RSNJ NBE JA Sne@orihd. IA tiedmtive A Y R
outlook indicates a possible ratimpwngrade due to unfavourable financial/ market trends relative to its current rating level.

We cannot provide assurance that A.M. Best will not further downgrade our ratings in the future. If we are unable to noaintairrent ratings,

our ability towrite insurance business and compete with other insurance companies may be adversely affected. Rating agencies evalnaée insur
companies based on financial strength and the ability to pay claims, factors that are more relevant to policyholdersitasttos. Financial
strength ratings by rating agencies are not ratings of securities or recommendations to buy, hold or sell any securiyldntbsive relied upon

as such.

We may experience difficulty in managing historic and future growth, whicluld adversely affect our results of operations and financial
condition.

Growth may place a strain on our management systems and operational and financial resources. The successful integratitagentent of
program business, acquired businesses aneotiusiness involve numerous risks that could adversely affect our profitability, and are contingent
on many factors, including:

A expanding our financial, operational and management information systems;

managing our relationships with independent agent©igyram managers and brokers, including maintaining adequate controls;
expanding our executive management and the infrastructure required to effectively control our growth;

maintaining ratings for certain of our insurance subsidiaries;

increasing the statutty capital of our insurance subsidiaries to support growth in written premiums;

accurately setting claims provisions for new business where historical underwriting experience may not be available;

obtaining regulatory approval for appropriate premium ratasd

obtaining the required regulatory approvals to offer additional insurance products or to expand into additional stategiocgso

DD D> D> D

During the year, the Company undertook a detailed review of all lines of business and took steps to eliminak thvestitures and through
product and program terminations those lines which were unprofitable. The Company is now focused on its core lines &f busines

The insurance and related businesses in which we operate may be subject to periodic negativeipublhich may negatively impact our

financial results.

Our products and services are ultimately distributed to individual consumers. From time to time, consumer advocacy gtioepaastia may
focus attention on insurance products and services, theraldyjexting our industry to periodic negative publicity. We also may be negatively
impacted if participants in one or more of our markets engage in practices resulting in increased public attention to ioesskss
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Negativepublicity may also result in iS5 8 SR NB3dz F A2y FyR fS3aratlriArAgdsS aONdHziaye 27
industry as well as increased litigation. These factors may further increase our costs of doing business and adverssly pftditability by
impeding our ability to market our products and services, requiring us to change our products or services or by increasindatioeyrégudens
under which we operate.

The highly competitive environment in which we operate could have an adverse effect orbosiness, results of operations and financial

condition.

The P&C markets in which we operate are highly competitive. We compete with major North American and other insurers, windety ludive

more financial, marketing and management resources than weTtiere may also be other companies of which we are not aware that may be
planning to enter the insurance industry. Insurers in our markets generally compete on the basis of price, consumeracogvetiages offered,

claims handling, financial stabjlitcustomer service and geographic coverage. Although our pricing is influenced to some degree by that of our
competitors, we generally believe that it is not in our best interest to compete solely on price, and may from time totiereerece a loss of
market share during periods of intense price competition. Our business could be adversely impacted by the loss of busingsstitors offering
competitive insurance products at lower prices. This competition could affect our ability to attract arml pedéitable business.

In our nonstandard automobile business, we compete with both large national underwriters and smaller regional companies. Our ca@mpetitor
include other companies that, like us, serve the independent agency market, as well as asitpahisell insurance directly to customers. Direct
underwriters may have certain competitive advantages over agency underwriters, including increased name recognitiomf [dyaltyistomer

base to the insurer rather than to an independent agency agdliced costs to acquire policies. Any new, proposed or potential legislative or
industry developments could further increase competition in our markets. New competition from these developments coultheaiesaand for

our products to decrease, which walhdversely affect our profitability.

Additionally, in certain states, government operated risk plans may providestamlard automobile insurance products at lower prices than those
we provide.

From time to time, our markets may also attract competfitifrom new entrants. In some cases, such entrants may, because of inexperience, the
desire for new business or for other reasons, price their insurance below the rates that we believe offer acceptable pfemivenselated risk.
Further, a number of aucompetitors, including new entrants to our markets, are develophtyginess capabilities which may impact the level of
business transacted through our more traditional distribution channels or that may affect pricing in the market as a whole.

Our busness could be adversely affected as a result of changing political, regulatory, economic or other influences.

The insurance industry is subject to changing political, economic and regulatory influences. These factors affect tee prattiperation of
insurance and reinsurance organizations. Legislatures in Canada, the United States, Barbados, Bermuda and local juriadictiong operate
have periodically considered programs to reform or amend their respective insurance and reinsurance systamty,Rke insurance and
reinsurance regulatory framework has been subject to increased scrutiny in many jurisdictions.

Changes in current insurance regulation may include increased governmental involvement in the insurance industry aweks iitagdat
premium controls, or may otherwise change the business and economic environment in which insurance industry participatastdigeorically,

the automobile insurance industry has been under pressure from time to time from regulators, legislagpseoial interest groups to reduce,
freeze or set rates at levels that are not necessarily related to underlying costs or risks, including initiatives tokralltbenobile and other
personal line rates. These changes may limit our ability to price autdenmsurance adequately and could require us to discontinue unprofitable
product lines, make unplanned modifications of our products and services, or result in delays or cancellations of sajgedficis and services.

Engaging in acquisitions wolves risks and, if we are unable to effectively manage these risks, our business may be materially harmed.
From time to time we engage in discussions concerning acquisition opportunities and, as a result of such discussionst ity aaguisition
transactions.

Acquisitions entail numerous risks, including the following:

A difficulties in the integration of the acquired business;

assumption of unknown material liabilities, including deficient provisions for unpaid claims;
RAGSNRBRAZ2Y 27T Mibnfronddher Busihe@siconkeing; S

failure to achieve financial or operating objectives; and

potential loss of policyholders or key employees of acquired companies.

> D> > >

We may not be able to integrate or operate successfully any business, operations, pErsmmices or products that we may acquire in the
future.
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Various factors may inhibit potential acquisition bids that could be beneficial to our shareholders.

Regulatory provisions may delay, defer or prevent a takeover attempt that shareholdersomsiger in their best interest. For example, under
the terms of applicable U.S. state statutes, any person or entity desiring to purchase more than a specified percentageljcb@¥mbut can

be as low as 5%) of our outstanding voting securities is redquio obtain regulatory approval prior to the purchase of our shares. These
requirements would require a potential bidder to obtain the prior approval by the insurance departments of the states inowhit).S.
subsidiaries are domiciled and may requireeacquisition notification in states that have adopted fequisition notification provisions.
Obtaining these approvals could result in material delays or deter any such transaction.

Regulatory requirements could make a potential acquisition of our @my more difficult and may prevent shareholders from receiving the
benefit from any premium over the market price of our common shares offered by a bidder in a takeover context. Even setite alf a
takeover attempt, the existence of these provisionay adversely affect the prevailing market price of our common shares if they are viewed as
discouraging takeover attempts in the future.

The Shareholder Rights Plaf Kingsway dated February 12, 2004 was reconfirmed at the annual and special meediragedfolders held on

al®d o0ofX HnnT FYR SELANBA GKS SIENIASNI 2FY O0A0 GKS & ctieNiMdoftheiahntal ¢ A Y
meeting of shareholders of the Company in 20T@e board of directors elected not put forward for approval by the shareholders a revised

plan in the belief that not having a Shareholder Rights Plan is in the best interest of current and potential shareholders.

OPERATIONAL RISK

The risk that the Company is unable to deliver its prothuor services to customers or perform vital functions required to
conduct its business in an efficient and cost effective manner. This risk includes the potential for loss from such eviérgts as
breakdown or ineffectiveness of processes, human errorsht®logy and infrastructure failures, etc.

hdzNJ AyadzN» yOS &adzo&d8ARAIFINASEQ LINRPOA&AAZ2YA F2N) dzyLJ AR Of médaidimight- @ 6 S
adversely affect our financial condition.

hdzNJ Ay & dzNJ y O S isiandzfbrauhpaid ¢lakids Gosntx repddeBn@an exact calculation of our actual liability, but are estimates involving
actuarial and statistical projections at a given point in time of what we expect to be the cost of the ultimate settlerdesiramistration of

known and unknown claims. The process for establishing the provision for unpaid claims reflects the uncertainties arahisjgddiemental
factors inherent in estimating future results of both known and unknown claims and as such, the prochssestiyp complex and imprecise.
These estimates are based upon various factors, including:

actuarial projections of the cost of settlement and administration of claims reflecting facts and circumstances then known;
estimates of future trends in claims\serity and frequency;

judicial theories of liability;

variability in claims handling procedures;

economic factors such as inflation;

judicial and legislative trends, and actions such as class action lawsuits and judicial interpretation of coveragaseaciosions; and
the level of insurance fraud.

v B T I D

Most or all of these factors are not directly quantifiable, particularly on a prospective basis, and the effects of theséoeegkben factors could
negatively impact our ability to accurately assess tis&s of the policies that we write. In addition, there may be significant reporting lags
between the occurrence of the insured event and the time it is actually reported to the insurer and additional lags bétevéeretof reporting

and final settlemenbf claims.

We continually refine our estimates in an ongoing process as claims are reported and settled. The following factors raagubatemntial
impact on our future claims incurred:

A the amounts of claims payments;

the expenses that we incur in rdsing claims;

legislative and judicial developments; and

changes in economic conditions, including inflation.

> > >

As time passes and more information about the claims becomes known, the estimates are appropriately adjusted upward orcitwreflact
this additional information. Because of the elements of uncertainty encompassed in this estimation process, and the extendechtinizke to
settle many of the more substantial claims, several years of experience may be required before a meaningfusoorncparbe made between
actual losses and the original provision for unpaid claims.

The development of the provision for unpaid claims is shown by the difference between estimates of claims as of theaniiatlyand the re
estimated liability at eaclsubsequent year end. Favourable development (reserve redundancy) means that the original claims estimates were
higher than subsequently determined or-estimated. Unfavourable development (reserve deficiency) means that the original claims estimates
L
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were lower than subsequentldetermined or reestimated. We cannot assure you that we will not have additional unfavourable reserve
development in the future. In addition, we have in the past, and may in the future, acquire other insurance companiesnd¥assame you that
the provisions for unpaid claims of the companies that we acquire are or will be adequate.

Actual claims and claim adjustment expenses we incur under insurance policies that we write may deviate, perhaps sybdtantidate
amounts ofprovisions reflected in our financial statements. To the extent that actual claims incurred exceed our expectations aadisl@ngor

unpaid claims reflected on our financial statements, we will be required to reflect those changes by increasimgisiorpfor unpaid claims. In
addition, government regulators could require that we increase our provisions if they determine that our provisions fat olgp@is are
understated. When we increase the provision for unpaid claims, outgeéncreases téhe provision for unpaid claims causes a reduction in our
AYyadaNI yOS &ddzoAARAFNASEAQ adzNLX dzaSa gKAOK O2dzZ R OF dza S dradeRaul yirNd, RA Y
adversely affect our ability to sell insurance ipis. See the Risk Factors section on clgiaysng ratings for a more detailed discussion of the
impact of a ratings downgrade.

During the year, a centralized actuarial function was established which the Company believes will result in a more aoasistently applied
FLIINR FOK (2 SaidlofAdakKAydI NBaSNBSad C2NJ FRRAGAZY T Ay TOZNINGAGGACRdYE 85A¢
Analysis.

We rely on independent agents and are exposed to risks.

We market and distribut®ur automobile insurance products through a network of independent agents in the United States. As a result, we rely
heavily on these agents to attract new business. They typically represent more than one insurance company, which mag éxpasepetiion

within the agencies and, therefore, we cannot rely on their commitment to our insurance products. In some markets, we ppesadat to
G2LISY YENJ] SGé FNNIy3aASYSyida Ay gKAOK 4SS KIF @S y2 T2 Nhkétd LodsBfal driaz v a
substantial portion of the business provided by these intermediaries could have a material adverse effect on our busirisef @perations and
financial condition.

Our independent agents generally have the ability to bimslirance policies and may settle claims on our behalf, actions over which we have a
limited ability to exercise preventative control. In the event that an independent agent exceeds its authority by bindma uisk that does not
comply with our underwiting guidelines, we may be at risk for that policy until we effect a cancellation. Although to date we have not experienced
a material loss from improper use of binding authority by our agents, any improper use of such authority may result ithddssrdd have a
material adverse effect on our business, results of operations and financial condition.

In accordance with industry practice, our customers often pay the premiums for their policies to agents for payment ®sasprémiums are
considered pid when received by the agent and thereafter the customer is no longer liable to us for those amounts, whether or noewe hav
actually received the premiums from the agent. Consequently, we assume a degree of risk associated with our reliancemsemaegents and
program managers in connection with the settlement of insurance balances.

The majority of our gross premiums written are derived from the nstandard automobile markets. If the demand for insurance in this markets
declines, our results obperations could decline significantly.

For the year ended December 31, 2009, approximat@i of our gross premiums written were attributable to nstandard auto insurance. The

size of the norstandard automobile insurance market can be affected sicanitly by many factors outside of our control, such as the underwriting
capacity and underwriting criteria of standard automobile insurance carriers, and we may be specifically affected byctbeseAi@ditionally, an
economic downturn in one or more @ur principal markets could result in fewer automobile sales, resulting in less demand for these insurance
products. To the extent that these insurance markets are affected adversely for any reason, our gross premiums writtedispitbportionately
affected due to our substantial reliance on these insurance markets.

We derive the majority of premiums from a few geographic areas, which may cause our business to be affected by catastvepbgdr
business conditions in these areas.
Some jurisdictios including Floriddllinoisand California generate a significant percentage of total premiums.

Our results of operations may, therefore, be adversely affected by any catastrophic losses in these areas. Catastrapbanlbsseaused by a
wide variey of events, including earthquakes, hurricanes, tropical storms, tornadoes, wind, ice storms, hail, fires, terrorismdrstplasions,
and their incidence and severity are inherently unpredictable. Catastrophic losses are characterized by low yréguidrigh severity due to
aggregation of losses, and could result in adverse effects on our results of operations or financial condition. Ourf rgseitttions may also be
adversely affected by general economic conditions, competition, regulatorgrectir other business conditions that affect losses or business
conditions in the specific areas in which we do most of our business.

If reinsurance rates rise significantly or reinsurance becomes unavailable or reinsurers are unable to pay our claimsybe adversely

affected.

We purchase reinsurance from third parties in order to reduce our liability on individual risks. Reinsurance does nousetiewair primary
fAFOATAGE (2 2dzNJ Ayad2NBERa® ! KA iNdgnessitoNdake paydehty indzNite Ndiis of & yeliardeStédhye
could have a material adverse effect on our financial condition or results of operations. As of December 31, 2009, 4v@rhilib$ recoverable
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from third party reinsurers and other ingers. The majority of these recoverables are unsecured.

The amount and cost of reinsurance available to our insurance companies are subject, in large part, to prevailing matitscoegond our
control. Our ability to provide insurance at compet#igremium rates and coverage limits on a continuing basis depends in part upon the extent to
which we can obtain adequate reinsurance in amounts and at rates that will not adversely affect our competitive positc@mridteassure you

that we will be abldo maintain our current reinsurance facilities, which generally are subject to annual renewal. If we are unable to reméw any
these facilities upon theiexpiration or to obtain other reinsurance facilities in adequate amounts and at favourable ragesaw need to modify

our underwriting practices or reduce our underwriting commitments.

HUMAN RESOURCES RISK
Maximization of available human resources in the achievement of business objectives. This includes people, their experience
knowledge, skills ad work environment.

Our business depends upon key employees, and if we are unable to retain the services of these key employees or to attnaatasnd

additional qualified personnel, our business may suffer.

Our success has been, and will continueby dependent on our ability to retain the services of our existing key employees and to attract and
retain additional qualified personnel in the future. The loss of the services of any of our key employees, or the inddéityify, hire and retain
other highly qualified personnel in the future, could adversely affect the quality and profitability of our business operations

OUTLOOK

LY HAamMAas YAy3Jagl éQa ¥ 2ast@adardduidmobilk @BsurdndeRiStindt@inglithefitad bg [Bwimit 2oyhmercial automobile
insurance for light weight, individual units or small fleets. Over the past two years, through dispositions and by pttaimgres of business into
run-off, the Company has streamlined its operations to focus on the lofdsusiness it believes will produce adequate underwriting results.
Significant progress has also been made in aligning the cost base to this reduced revenue base. The transformation piddgstantedin late

2008 will continue with the objective ofigning the cost base to the ongoing operations by the end of 2010. As the business going forward will be
exclusively in the U.ghe Company is in the process of transitioning the corporate function to thefidr8 Canada.

Following the sale of JEVC@dahe use of a portion of the proceeds to repurchase debt, the Company believes it is in a much stronger financial
position. The Company will seek to deploy this capital to maximize the return for its shareholders, either by investingnin tpe opergions or
other capital initiatives such as further debt buyback, depending upon insurance market and capital market conditions.
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INTERNAL CONTROL OVER FINANCIAL REPORTING

al yI3SySyiQa wSLRNI 2y LYGSNyrt /2yiNRt h@SNI CAylyO

Management is respusible for establishing and maintaining adequate internal control over financial reporting, and have designed such
internal control over financial reporting to provide reasonable assurance regarding the reliability of financial repadtithg gmeparatio

of financial statements for external purposes in accordance with Canadian generally accepted accounting principles @BAlkR),ain
reconciliation to U.S. GAAP.

Management has used the Internal Contrdhtegrated Framework to assess the effectivelies2 T (G KS [/ 2 YLl yeQa Ay i SN

financial reporting as of December 31, 2009, which is a recognized and suitable framework issued by the Committee ohdgsponsori
Organizations of the Treadway Commission (COSO).

Because of inherent limitationsternal control over financial reporting may not prevesttdetect misstatements. Also, projections of any
evaluation of effectiveness to future periods are subject to the risk that controls may become inadequate because oficheomygiions
or that the degree of compliance with the policies or procedures may deteriorate.

alylF3sSySyid KFa aasSaaSR (KS ST¥FSOiUAGSySaa 2F (KS /[ 2YLlanddada Ay i

concluded that such internal control over finanai@porting is effective as of December 31, 200there are no material weaknesses that
have identified by management in this regard.

The independent registered public accounting firm, KPMG LLP, appointed by the Audit Committee and ratified by thedshsirefta
have audited the consolidated financial statements, have also audited the internal control over financial reporting ansshestean

FddSaaliazy 2y (GKS STTFSOUAOSySaa 2F (GKS /2YLIyeQa AYOaSNylLt 02yl

Jhit § o=

Cdin Simpson Daniel Brazier
President & Chief Executive Office Chief Financial Officer

March 31, 2010
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INTERNAL CONTROL OVER FINANCIAL REPORTING

REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Shareholders and Board of Direcs of Kingsway Financial Services Inc.:

28 KIF@S FdzZRAGSR YAy3Jagle CAYyLFLyOAlLt {SNBAOSa LyO®»Qa 6 BG,R®I,/ 2 YL
based on the criteria established in Internal Contrbttegrated Framework isga by the Committee of Sponsoring Organizations of the
Treadway Commission (COSO). The Company's management is responsible for maintaining effective internal control ovesgrdingial

and for its assessment of the effectiveness of internal cont®SoNJ FAY I yOALF £ NBLRNIAYy3 AyOtf dZRSR Ay I
on Internal Control Over Financial Reporting. Our responsibility is to express an opinion on the Company's internalveorfiraneial

reporting based on our audit.

We conducted ar audit in accordance with the standards of the Public Company Accounting Oversight Board (United States). Those
standards require that we plan and perform the audit to obtain reasonable assurance about whether effective internal ceeitrol
financial rgporting was maintained in all material respects. Our audit included obtaining an understanding of internal control ow@alfinan
reporting, assessing the risk that a material weakness exists, and testing and evaluating the design and operatingesffectivgernal

control based on the assessed risk. Our audit also included performing such other procedures as we considered necessary in th
circumstances. We believe that our audit provides a reasonable basis for our opinion.

A company's internal contrabver financial reporting is a process designed to provide reasonable assurance regarding the reliability of
financial reporting and the preparation of financial statements for external purposes in accordance with Canadian geceeptyda
accounting pmciples, including a reconciliation to United States generally accepted accounting principles. A company's internaMeontrol o
financial reporting includes those policies and procedures that (1) pertain to the maintenance of records that, in readetaible
accurately and fairly reflect the transactions and dispositions of the assets of the company; (2) provide reasonableeagisaranc
transactions are recorded as necessary to permit preparation of financial statements in accordance with genespigdamccounting
principles, and that receipts and expenditures of the company are being made only in accordance with authorizations ofnersinage
directors of the company; and (3) provide reasonable assurance regarding prevention or timely detéecti@uiiorized acquisition, use,

or disposition of the company's assets that could have a material effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatedsotsprojections of
any evaluation of effectiveness to future periods are subject to the risk that controls may become inadequate becauseyes ghan
conditions, or that the degree of compliance with the policies or procedures may deteriorate.

In our opnion, the Company maintained, in all material respects, effective internal control over financial reporting as of Deckn20603
based on the criteria established in Internal Contrbitegrated Framework issued by the Committee of Sponsoring Orgamigadf the
Treadway Commission (COSO).

We also have conducted our audits on the consolidated financial statements in accordance with Canadian generally acdépted aud
standards. With respect to the consolidated financial statements for the year endeeniber 31, 2009, we also have conducted our audit
in accordance with the standards of the Public Company Accounting Oversight Board (United States). Our report dated, M8dch 3
expressed an unqualified opinion on those consolidated financial statesnent

L& yold
i

Chartered Accountants, Licensed Public Accountants
Toronto, Canada
March 31, 2010
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CONSOLIDATED FINANCIAL STATEMENTS
a!b! D9a9be¢Q{ {¢!¢9a9b¢ hb wO{thb{L.L[LE¢, Chw CLb! b/

Management is responsible for presentation and preparation & thl yy dzt £ O2y a2t ARI GSR FAYIYyOALft &l

FYR !'ylteéaira o6aas5!¢0 2F GKS FTAYIYyOAlLf O2yRAGAZ2Y I YR aRBpbrdZthéda 2 F

consolidated financial statements have been el in accordance with Canadian generally accepted accounting principles and the

NEIljdzA NSYSyida 2F (GKS ! yAGSR {id+ridS {SOdINRGASE | YR 9EOMdcoEBy / 2YY
2

a
principles in the United States. FiidA | f Ay F2NX I GA2Y | LIWISFNARAYy3I StaSsgKSNBE Ay GKS
consolidated financial statements.

The MDA has been prepared in accordance with the requirements of the applicable securities rules and regulations, iratiodiaig N
Instrument 53102 of the Canadian securities regulators as well as Iltem 303 of Reguldfiaf the Securities Exchange Act of the United
States, and their related published requirements.

The consolidated financial statements and information in M®A necessarily include amounts based on informed judgements and
estimates of the expected effects of current events and transactions with appropriate consideration to materiality. lonadditireparing

the financial information management must maketerminations as to the relevancy of information to be included, and make estimates
and assumptions that affect reported information. The MDA also includes information regarding the estimated impact of current
transactions and events, sources of liquidityd capital resources, operating trends, risks and uncertainties. Actual results in the future may
RATFSNI YFGSNRAFIEfe FTNRBY YIylF3aSySyioa LINBaSyid FaasSaavySyilcueas GKAA
expected and we undertakeo duty to update such forwartboking statements.

In meeting its responsibility for the reliability of the consolidated financial statements and for the accounting systenvehfch they are
derived, management maintains the necessary system of intecoatrols. These controls are designed to provide management with
reasonable assurance that the financial records are reliable for preparing financial statements and other financial oripthettiassets
are safeguarded against unauthorized use or dson and that liabilities are recognized.

¢KS . 2FNR 2F 5ANBOG2NER 20SNBSSE YIyl3aSySyidiQa NBaLRZyaambosed GASE
entirely of directors who are neither officers nor employees of the Compahg. Audit Committee reviews the consolidated financial
atrasSySyta yR NBO2YYSyRa GKSY (2 GKS o02FNR F2NJ I LILINE Ot fofp ¢ KS
internal controls as reported by management or the independent registpragic accounting firm.
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CONSOLIDATED FINANCIAL STATEMENTS

ROLE OF THE ACTUARY

With respect to the preparation of these financial statements, management prepares a valuation, including the selectipropfiap
FaadzYLliAz2yas 27 (K& thé lancd skiedt@ate uaderfinsuBahcé poficiés issued by its subsidiaries. With respect to the
preparation of these financial statements, the independent actuary, Pierre Laurin of Towers Watson, carries out a redieyt lofinS Y Sy (1 Q a
valuation of the stimated unpaid claim liabilities and provides an opinion to the Board of Directors regarding the appropriateness of the
estimated unpaid claim liabilities recorded by management to meet all policyholder claim obligations of the Company kribe slzet

date. The work to form that opinion includes an examination of the sufficiency and reliability of data, and review ofiiiongirocess

used by managemenin performing the review of these estimated liabilities determined by management, which aleipyery nature
inherently variable, the actuary makes assumptions as to future loss ratios, trends, reinsurance recoveries, expensegrand oth
contingencies, and develops appropriate methodologies taking into consideration the circumstances of trenZamgbthe nature of the
insurance policies in accordance with accepted actuarial practice, applicable legislation, and associated regulatiorectares.din
carrying out its work, the independent actuary makes use of the work of the independenteregigpublic accounting firm with regards to

data upon which their calculations are based.

The valuation is based on projections of future claims and claim adjustment expenses on claims incurred at the balanzdéesHeet

certain that actual futureclaims and claim adjustment expenses will not develop exactly as projected and may, in fact, vary significantly
from the projections. Further, the projections make no provision for new classes or claim categories not sufficientlyeelcioghie claims
database.

alyl3sSySyid Aa NBaLRyairAoftS FT2NI GKS I OO0dz2NF 08 | yR O2YLX Stb&lyie8aa 27
the scope of the review and the opinion.

ROLE OF THE AUDITOR

The independent registered public accountingmi KPMG LLP, has been appointed by the Audit Committee and ratified by the
shareholders. Its responsibility is to conduct an independent and objective audit of the financial statements in accoitta@anadian

generally accepted auditing standards ahé standards of the Public Company Accounting Oversight Board (United States) and to report
thereon to the shareholders. In carrying out their audit procedures relating to the claims liabilities of the Companyditbes amake use

of the work and repar of the independent actuary. KPMG has full and unrestricted access to the Board of Directors and the Audit

I 2YYAGGSS (2 RA&aOdzaa FdZRAGEI FAYFYOALFf NBLRNIAY3 | yardthéiBopihiadnhS R F Ay

Jhit § 5o

Colin Simpson Daniel Brazier
President & Chief Executive Officer Chief Financial Officer

March31, 2010
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CONSOLIDATED FINANCIAL STATEMENTS
REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Shareholders and Board of Directors of Kingg Financial Services Inc.:

28 KIF@FS dZRAGSR (KS O2yaz2ftARIFIGSR oFflyOS akKSSta 2F YAyF:dol @

Cc

December 31, 2008 and the consolidated statements of operations, statements of changes in st&féold Slj dzA 18X O2 YLINBK

and cash flows for each of the years in the thyemr period ended December 31, 2009. These consolidated financial statements are the

NBalRyaAroAtAaide 2F GKS /2YLI yeQa Yl yl o8 e dorsolidaszNinadabistainiehts indedl A G &

on our audits.

We conducted our audits in accordance with Canadian generally accepted auditing standards. With respect to the consotidatald f
statements for the years ended December 31, 2009 and 2@@8also conducted our audiin accordance with the standards of the Public
Company Accounting Oversight Board (United States). Those standards require that we plan and @edadit to obtain reasonable
assurance whether the financial statements dree of material misstatement. An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial statements. An audit also includes assessing the accounting psedipled
significant estimates made by magement, as well as evaluating the overall financial statement presentation.

In our opinion,these consolidated financial statements present fairly, in all material respects, the financial position of the Company as at
December 31, 2009 and December 31,2@0d the results of its operations and its cash flows for each of the years in theytbae@eriod
ended December 31, 2009 in conformity with Canadian generally accepted accounting principles.

Canadian generally accepted accounting principles varyriainesignificant respects from U.S. generally accepted accounting principles.
Information relating to the nature and effect of such differences is presented in Note 21 to the consolidated finanaia¢state

We have also audited, in accordance with théi Y RIF NRa 2F GKS tdzot A0 /2YLIye ! O002dzyiAy3
internal control over financial reporting as of December 31, 2009, based on the criteria established in Internal Chmé&giated

Framework issued by the Commigtef Sponsoring Organizations of the Treadway Commission (COSO), and our report datedlMarch 3
Hamn SELINB&AASR Ly dzyljdd t ATASR 2LIAYAZ2Y 2y (KS ST¥FSOUuA@SySaa 27

Kins *
s L

Chartered Accountants, Licensed PubAccountants
Toronto, Canada
March31, 2010

Kingsway Financial Services Inc. 2009 Annual Report Page49

l.j



CONSOLIDATED FINANCIAL STATEMENTS
/¢y tw, Q{ w9t hwte

I have reviewed the unpaid claims liabilities of Kingsway Financial Services Inc. determined by management and resocdedaiidated
balance sheettaDecember 31, 2009 and 2008 and their changes in the consolidated statement of operations for each of the years in the
three year period ended December 31, 2009 in accordance with Canadian accepted actuarial practice.

Under Canadian accepted actuariabgtice, the valuation of unpaid claims liabilities reflects the time value of money. Management has
chosen not to reflect the time value of money in determining the valuation of the unpaid claims liabilities in the coesofidancial
statements.

INY& 2LAYA2YySY SEOSLII ad RSaAONROSR Ay (KS LINBOSRAYI LJ NiaBAKHdLIKE Y
the consolidated financial statements fairly present the results of the valuation.

o 6 o

Pierre Laurin, Towers Watson
Fdlow Canadian Institute of Actuaries
March31, 2010
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CONSOLIDATED BALANCE SHEETS

(In thousands of U.S. dollars)

As at December 31

2009 200¢
Assets
Cash and cash equivalents $ 58,726  $ 63,92¢
Securities (N 5) 512,197 637,59¢
Accrued investment income 4,158 16,75¢
Financed premiums 15,237 16,53:
Accounts receivable and other assets 94,285 133,17
Due from reinsurers and other insurers (Note 13) 4938 15,79¢
Deferred policy acquisition costs 29,088 39,29(
Income taxes recoverable 15,883 44¢
Future income taxes (Note 14) 9,481 15,84(
Capital assets (Nogel,9) 30,308 31,511
Goodwill ad intangible assets (Notds 2(e), 20) 37573 50,21t
Assets held for sale (Natd, 27(b)) 1,145481 2,322,36¢
$ 1,957,355 $ 3,343,444
[AFloAfAGASE YR {KINBK2f RSNBRQ 9l dza (@
Liabilities:
Loans payable (Note 17(d)) $ 66,222 $ 66,222
Accounts payable and accrued liabilities 61,041 81,467
Unearned premiums 120,657 163,11
Unpaid claims (Note 15) 368,501 374,79¢
Senior unsecured debentures (fdg17(b), 27(b)) 176,764 185,20:
Subordinated indebtedness (Notel7(c)) 87,415 87,38:
Liabilities held for sale (Nasd, 27(b)) 907,416 1,931,68¢«
$ 1,788,016 $ 2,889,86!
{KI NBK2ft RSNERQ Sljdaadey
Share capital (Note 10) 295,291 322,34
Contributed surplus 20,549 9,791
Retained earnings (deficit) (193572 98,56«
Accumulated other comprehensive income 47071 22,87:
169,339 453,57:
Contingent liabilitiesNotes 4, 19
Subsequent events (Notes 4, 28)
$ 1,957,355 $ 3,343,444

See accompanying notes to consolidated financial statements.

On behalf of the Board:

/sl Sencer Schneider

Spencer Schneider
Director

/s/ Greg Hannon

Greg Hnnon
Director

Kingsway Financial Services Inc.
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CONSOLIDATED STATEMENTS OF OPERATIONS

(In thousands of U.S. dollars, except per share amounts)

Years ended December 31

2009 200¢ 2007
Gross premiums written $ 376,792 $ 524,19: $ 510,14:
Net premiums written $ 385,638 $ 510,00¢ $ 503,17:
Revenue:
Net premiums earned (Note 13) $ 430,221 $ 524,81¢ $ 500,10:
Net investment income (Note 5) 2,728 35,311 42,24
Netrealizedinvestmentgains (losses) (Note 5) 10,248 (11,202 2,207
443,197 548,92¢ 544 55!
Expenses:
Claims incurred (Notes 13 and 15) 355,905 372682 357,13:
Commissions angremium taxes (Note 13) 73,714 85,997 89,86¢
General and administrative expenses 110,484 109570 97,74
Restructuring cost@Note 24) 14,783 - -
Interest expense 23,912 35,02: 38,86¢
Amortization of intangible asse{®ote 1) 10,650 10,39« 7,167
Goodwill impairment (Note 20) - 50,07 -
589,448 66373¢ 590,77
Loss from continuing operations before unusual item and incomestax (146,252 (114,819 (46,226
Gain on buyback of debiNote 17) 9,501 652 -
Loss from continuing operations before income taxes (136,750 (114,163 (46,226
Income taxes (recovery) (Note 14):
Current (32,702) (10,835 6,475
Future 2,292 39,44( (10,7®)
(30,410 28,60t (4,233
Loss from continuing operations $ (106,340 $ (142,767 $ (41,993
Income(loss)from discontinued operations, net ééxes (Note 4) (186,132 (297,597 23,46
Gain on disposal of discontinued operations, net of takéste 4) 2,185 34,49¢ -
Net loss $ (290287 $ (405,865 $ (18,526
Per share amounts (in dollars) (Note 10):
Loss per share continuing operations
Basic $ 1.97) $ 259 $ 0.74)
Diluted $ @97 % (259 $ (0.74)
Loss per share discontinuing loss
Basic $ (3.41) $ 479 $ 0.4z
Diluted $ (341) 479 $ 0.4z
Loss per share net loss
Basic $ (5.38) $ (735 % 0.2)
Diluted $ (538 $ (735 % (0.2)
Dividends declared per common share (in Canadian dollars) $ 004 $ 03C $ 0.3C

See accomgnying notes to consolidated financial statements.
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CONSOLI DATED STATEMENTS OF CHANGES I N SHAREHOLDE

(In thousands of U.S. dollars)

Years ended December 31

2009 200¢ 2007
Share capital
Balance at beginning of year $ 322344 % 326,15 $ 328,47:
Issued during the year - 89 1,082
Repurchased for cancellation (27,053’ (3,896 (3,404
Balance at end of year 295,291 322,34« 326,15:
Gontributed surplus
Balance at beginning of year $ 9,791 $ 7,61¢ $ 5,352
Stock optioradjustment (4,186) 2,172 2,267
Repurchase of shares for cancellation 14,944 - -
Balance at end of year 20,54¢ 9,791 7,61¢
Retained earninggdeficit)
Balance at beginning of year $ 98,564 $ 521,16t $ 560,12¢
Net loss for the year (290,287 (405,865 (18,526
Common share dividends (1,849) (15,460 (15,710
Repurchase of shares for cancellation - (1,276 (4,725
Balance at end of year (193,572 98,56+ 521,16
Accumulated other comprehensive income
Balance at beginning of yea $ 22873 $ 85,86¢ $ 7,011
Cumulative effect of adopting new accounting policies - - 17,67:
Other comprehensive income (loss) (Nd2éc)) 24198 (62,993 61,18:
Balance at end of year 47071 22,87¢ 85,86¢

04

¢20lf aKINBK2ft RSNERQ SldAade ad Sy 2F ¢$ 169,33¢ $ 45357: $  940,80:

CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME (LOSS)

(In thousands of U.S. dollars)
Years ended December 31

2009 200¢ 2007

Comprehensive income (loss)

Net loss $ (290,287 $ (405,865 $ (18,526
Other comprehensive income (loss), net of taxes:

w [/ KFEy3aS Ay dzy NBIl f AT $oRsaldsedustias: 6f 254540

Unrealized gains arising during the year, net of income tixes 7,170 14,201 19,88t

Reclassification to ndbssof realized gains, net of income taxés (24,069 (11,361 (13,312
®w ! YNB I f (ods)on Eahsktfd financial statements

of selfsustaining foreign operations 34,48¢ (56,988 54,61(
wGain (losspn cash flow hedge 6,603 (8,845 -
Other comprehensive income (loss) 24,198 (62,993 61,18:
Comprehensive income (loss) $ (266,089 $ (468,858 $ 42,65

(1) Net of income tax (recovery) of%403)in 2009, $(3,827) in 2008.
(2) Net of income tax of $530in 2009, $5,516 in 2008.
See accompanying notes to amlidated financial statements.
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CONSOLIDATED STATEMENTS OF CASH FLOWS

(in thousands of U.S. dollars)

Years ended December 31

200¢ 200¢ 2007
Cash provided by (used in):
Operating activities:
Net loss $ (290,287 $ (405,865 $ (18,526)
Items not affecting cash:
Loss (Income) on discontinued operations 183,94° 263,09¢ (23,467)
Amortization of intangibles and goodwill impairment 10,65C 60,46¢ 7,167
Amortization of capital assets and deferred charges 3,20¢ 4,35¢ 4,899
Future and current income taxes (30,410 28,60¢ (4,233)
Net realized losses (gains) (10,2498 11,20z (2,27)
Amortization of bond premiums and discounts 5,881 477 2,212
(127,253 (37,659 (34,155)
Change in norash balances:
Deferred policy acquisition costs 10,20z 3,88 (15,113
Due from reinsurers and other insurers 10,857 29,96¢ (62,769
Unearned premiums (42,4%) (49,927 63,215
Unpaid claims (6,28) (16,097 69,986
Increase in contributed surplus 10,75¢ 2,172 2,267
Net change in other nenash balances (522,129 (468,549 169,542
(666,319 (536,210 192,975
Financing activities:
Increase (decrease) in share capital, net - 89 1,082
Repurchase of common shares for cancellation (27,053 (5,172 (8,129)
Common share dividend (1,849 (15,460 (15,710)
Increase (decrease) in bank indebtedness and loans payable 32 29 (3,146)
Increase (decrease) in senior unsecured debentures (8,439 (34,877 28,151
(37,309 (55,39) 2,248
Investing activities:
Purchase of securities (1,866,041} (544,247 (1,206,750
Proceeds from sale of securities 2,459,16( 984,21! 1,060,409
Financed premiums receivable, net 1,29¢ (481 (4,010
Acquisitions - - (44,721)
Net proceeds from sale of discontinued operations 43,85¢ 44,06 -
Additions to capital assets (2,005 7,77¢ (16,127
636,26¢ 491,32 (211,199
Net change in cash and cash equivalents for discontinued operations 62,15¢ 41,72¢ 39,163
Increase (decrease) in cash position during the year (5,202 (58,544 23,187
Cash and cash equivalents, beginning of year 63,92¢ 122,47 99,285
Cash and cash equivalents, end of year $ 58,72¢ $ 63,92¢ $ 122472
Supplementary disclosure of cash information:
Represented by:
Cash on hand and balances with banks 53,70z 59,32! 116,855
Investments with maturities less than 30 days 5,024 4,607 5,617
Cash and cash equivalents, end of year $ 58,72t $ 63,92¢ $ 122,472
Cash paid for:
Interest $ 28,98t $ 36,58 $ 35,586
Income taxes (21,262 5,59¢ 24,321

See accompanying noté&s consolidated financial statements.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 1 CHANGES IN ACCOUNTING POLICIES
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NOTE 16 SEGMENTED INFORMATION

NOTE 17 INDEBEDNESS

NOTE 18 VARIABLE INTEREST ENTITIES

NOTE 19 COMMITMENTS AND CONTINGENT LIABILITIES

NOTE 20 GOODWILL AND INTANGIBLE ASSETS

NOTE 21 RECONCILIATION OF CANADIAN AND UNITED STATES GENERALLY ACCEPTED ACCOUNTING PRIN
NOTE 22 CONTRACTUAL OBLIGATIONS

NOTE 23 RELATED PARTY TRANSACTIONS

NOTE 24 RESTRUCTURING CHARGES

NOTE 25 COMPARATIVE FIGURES

NOTE 26 SUPPLEMENTAL CONDENSED CONSOLIDATING FINANCIAL INFORMATION
NOTE 27 SUBSEQUENTHENTS

Kingsway Financial Services Inc. 2009 Annual Report Pages5



NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

(Tabular amounts in thousands of U.S. dollars, except for per share amounts)

YAy3aglte CAYFYyOAlLf {SNWBAOSa LyOd o00GKS da/ 2 YL} yeé OnSeéptemberilg,02 N1J2
1989. The Company is a financial services holding Company which, through its subsidiaries in Canada, the United Stitesriglarba
Bermuda, is engaged in property and casualty insurance.

‘ NOTE 1 ‘ CHANGES IN ACCOUNTING POLICIES:

Commengf 3 Wk ydzr NBE MZ HandgE GKS /2YLIlye |R2LIGSR GKS /J/FYyFRALFLY Ly
3064, Goodwill and Intangible Assets which replaced Section 3062, Goodwill and Other Intangible Assets and Section&@450, Rese
and Developrant Costs. The new standard establishes standards for the recognition, measurement and disclosure of goodwill and
intangible assets. As a result of adopting the new standard, certain software costs previously recorded as Capitabassets ar
recorded aslntangible assets in the Consolidated Balance Sheemparative figures have beenctassified to conform to the

financial statement presentation adopted in the current yedccordingly, as at December 31, 20880.4million was reclassified

from Capial assets to Intangible assets. The related amortization expense that was previously recorded in General and administrative
expenses on the Consolidated Statement of Operations is now recorded as Amortization of intangibles. Accosdingiiliod for

the year ended December 31, 2008 was reclassified from General and administrative expenses to Amortization of intangibles.

9FFSOGADBS WIydd NBE mMZ uwunnd GKS /2YLIlye FR2LIGSR GKS / Lhel 9YS!
Fairt | £ dz8 2F CAylFyOAlf ! aa®daébwiRo QA NOORA §a [(AK D A 2AVISAASES MIaDALY Y
credit risk of the counterparty in determining the fair value of financial assets and financial liabilities, indedirzgive instruments.

There was no resulting difference noted on adoption.

In June 2009, the CICA issued amendments to CICA Handbook Section 3862, Financial InstRiswdossres. The amendments
focused on improving disclosures about financialrinstents. The amendments are effective for annual financial statements for fiscal
years ending after September 30, 2009. The Company has adopted these amendments and has included these disclosures in Note 6.

‘ NOTE 2 ‘ SUMMARY OF SIGNIFICANT ACCOUNTING BOLICIE

@

Principles of consolidation:

The consolidated financial statements include the accounts of the Company and its subsidiaries. Acquisitions are acedynted fo
the purchase method, whereby the results of acquired companies are inchrlgdrom the date of acquisition, and divestitures are
included up to the date of disposal. Assets and liabilities of the acquired companies are included in the financial stadeitheint

fair values at the date of acquisition. The Company holds isterén variable interest entities that are not included in the
consolidated financial statements and which are more fully described in Note 18.

The following is a list of the material subsidiaries, all of which are 100% owned, directly or indirectlyhewijtirisdiction of
incorporation indicated in brackets: 7120 Hurontario Limited Partnership (Ontario); American Country Insurance Compidsjy (lllin
American Country Underwriting Agency Inc. (lllinois); American Service Investment Corporation (Aimeigan Service Insurance
Company, Inc. (lllinois); ARK Insurance Agency Inc. (lllinois); Appco Finance Corporation (Pennsylvania); HamiltondrigntManag
Company (Florida); Insurance Management Services Inc. (Florida); Jevco Insurance Company, (giei@apital LLC (Delaware);
Kingsway 2007 General Partnership (Delaware); Kingsway America Inc. (Delaware); Kingsway America Il Inc. (Delaware); Kingsway
General Insurance Company (Ontario); Kingsway Nova Scotia Finance, ULC (Nova Scotia); KingstaageR@esmuda) Ltd.
(Bermuda); Kingsway Reinsurance Corporation (Barbados); Mendota Insurance Company (Minnesota); Mendakota Insurance
Company (Minnesota); Northeast Alliance Insurance Agency L.L.C. (formerly RPC Insurance Agency) (Delaware), fBeiffieen Un
Insurance Company (Alabama); Southern United General Agency of Texas, Inc. (Texas); U.S. Security Insurance Company (Florida)
and Universal Casualty Company (lllinois);
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(b) Use of estimates:

The preparation of financial statements régps management to make estimates and assumptions that affect the reported amounts
of assets and liabilities and disclosure of contingent assets and liabilities at the date of the financial statementsrapdrted
amounts of revenues and expenses dgrime year. Actual results could differ from these estimates and changes in estimates are
recorded in the accounting period in which they are determined.

(c) Securities:

The Company has classified the securities held in its investment portfadicedlablefor-a € S 6 a! Cio&¥ 6 CHMNR I BESHRI ¢ a
5dz2NAy3 GKS &@SINE (GKS /2YLIl ye O2yO0tdzRSR (KFd AG KIR o02diK GKS
investments to maturity and accordingly reclassified a portion ofnt®stment portfolio to the HTM category. Séte 5 for

further details. The HTM portfolio, which was established during 2008e WS @02 L y & dzNJ y O SseduriéS pirtifly 6 @ WS @
Ad AyOfdzRSR Ay 4! 3a8ia KStR F2NJ artS¢ +a +id 58508Y68NJomI Hnand

AFSfixed income and equity investments are carried at their fair value, whereby the unrealized gains and losses are included in
1 OO0dzydzAf  iSR hiGKSNJ / 2YLINBKSYaA @S Lyidbeembrary impahnent & becodmzédpat whigh £ S 2 |
point cumulative unrealized gains or losses are transferred to the statement of operations. Realized gains and losses on sale,
determined on an average cost basis, and wdtevns to reflect othetthan-i S Y LJ2 NI NB A YLI AN¥YSyGa Ay @It
reail SR 3L Aya o6f2aa8480éd |1 ¢a Ay@dSadySyida NB OFNNASR Fd | Y2NIAIT

The Company accounted for the transfer of fixed income investments from the AFS to the HTM category at the estimated fair val
of the investments at the date of transfer which represethtsir amortized cost as HTM investments. Any unrealized gains or losses,
net of taxes, at the date of transfer continue to be reported as a component of accumulated other comprehensive incoméd, and w
be amortized over the remaining life of the investmetiirough other comprehensive income. The original premium or discount will
continue to be amortized on a constant yield basis to maturity as a component of investment income.

5ABARSYRa IyR AYUSNBal AyO02YS 7FNERYylK Sy 255G deNALIYASSSE (YN GA yWFEC
accrues. Dividend income on common and preferred shares is recorded on-tfiéaend date.

The Company accounts for all financial instruments using trade date accounting.

Transaction costs are capitalizaeshd, where applicable, amortized over the expected life of the instrument using the effective
interest rate method.

The Company conducts a quarterly review to identify and evaluate securities (both debt and equity) that show objectitieriadica

of possilke impairment. Impairmentis charged to income if the fair value of a security falls below its cost/amortized cost, and the
decline is considered otheéhan-temporary. Factors considered in determining whether a loss is dtter-temporary include the

length of time and extent to which fair value has been below cost; financial condition andereaprospects of the issuer; and the

[ 2YLI yeQa FoAtAGE YR AyGSyid (2 K2fR &SO0dz2NAiGASEa F2NJ I LISNA2R

(d) Cash and cash equivalents:
Cash and cash equivalents includes cash and securities with maturities of less than thirty days.
(e) Goodwill and intangible assets:

When the Company acquires a subsidiary or other business where it exertgcaigniffluence, the fair value of the net tangible
and intangible assets acquired is determined and compared to the amount paid for the subsidiary or business acquireésfny exc
of the amount paid over the fair value of those net assets is considerbd tgmodwill.

Goodwill is tested at least annually for impairment to ensure that its fair value is greater than or equal to the carlygndi\ngt
excess of carrying value over fair value is charged to income in the period in which the impairmentisrdzter

When the Company acquires a subsidiary or other business where it exerts significant influence or acquires certairtasgiéls, in
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assets may be acquired, which are recorded at their fair value at the time of the acquisition. An intangibleitssetiefinite
useful life is amortized to income over its defined useful life. The Company writes down the value of an intangible hsaet wit
definite useful life when the undiscounted cash flows are not expected to allow for full recovery of thiagamiue.

Intangible assets with indefinite useful lives are not subject to amortization and are tested at least annually for imp&irmen
ensure that fair values are greater than or equal to carrying values. Any excess of carrying value over faichahged to income
in the period in which the impairment is determined.

() Deferred policy acquisition costs:

¢KS /2YLIlyeé RSTSNE ONRB1SNEQ O2YYA&daA2y&ar LINBYAdzy GFESE FyR 3
acquisiton of premiums written to the extent they are considered recoverable. These costs are then expensed as the related
premiums are earned. The method followed in determining the deferred policy acquisition costs limits the deferral taziéblesal

value bygiving consideration to estimated future claims and expenses to be incurred as premiums are earned. Changes in
estimates, if any, are recorded in the accounting period in which they are determined. Anticipated investment incomeesl iimclu
determiningthe realizable value of the deferred policy acquisition costs.

(9) Premium revenue and unearned premiums:

The Company earns premium revenue over the period covered by each individual insurance contract in proportion to thesinsuranc
protection povided. For motorcycle premiums, a higher percentage of the premiums are earned during the summer months, which
constitute the motorcycle riding season in Canada. For all other lines of business, the premiums are earned evenly avieathe c
period. Urearned premiums represent the portion of premiums written related to the unexpired risk portion of the policy at the
year end.

CKS NBAYAdINBNBEQ &KFINB 2F dzy SIFNYySR LINBYAdzra A& NBO23yABSR &
method for determining the unearned premium liability.

' AAIYATAOLYG LERNIAZ2Y 2F (GKS /2YLI yeQa NBOSydzS Aa adzeeSOG G2
other than for fleet automobiles are regulated by the provincial governnaenhorities. In the United States, property and casualty
insurance premium rates are subject to regulation by state government authorities. Regulation of premium rates is baaiedson cl

and other costs of providing insurance coverage. Regulatory apisraaa limit or reduce premium rates that can be charged, or

delay the implementation of changes in rates.

(h) Unpaid claims:

The provision for unpaid claims includes adjustment expenses and represents an estimate for the full amount oftelil exsts,
including investigation, and the projected final settlements of claims incurred on or before the balance sheet date. Tienprov
does not take into consideration the time value of money or make an explicit provision for adverse deviation.

The® estimates of future loss activity are necessarily subject to uncertainty and are selected from a wide range of possible
outcomes. All provisions are periodically reviewed and evaluated in the light of emerging claims experience and changing
circumstancesThe resulting changes in estimates of the ultimate liability are recorded as incurred claims in the accounting period in
which they are determined.

0] Reinsurance:

Net premiums earned and claims incurred are recorded net of amounts cedethdorecoverable from, reinsurers. Estimates of

amounts recoverable from reinsurers on unpaid claims are recorded separately from estimated amounts payable to policyholders.
Unearned premiums are also reported before reduction for business ceded to rebBurel Yy R G KS NBAYadzZNBNBEQ L2
amounts due from reinsurers.

lY2dzyda NBO2@OSNIofS FTNRY NBAYyAadzZNBENE FFNBE SadAYIGESR FyR NBO23
determining the related policy liability associated wittetreinsured policy.
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)] Translation of foreign currencies:

¢KS O2yaz2tARIFIGSR FTAYlFIYyOAlLt aGlraSySyida KIFI@S 0SSy LINBawsSgid SR Ay
influenced primarily by the U.S. dollar. The operasiaf its subsidiaries in Canada, Bermuda and its head office operations are self
sustaining. Assets and liabilities of non U.S. dollar denominated subsidiaries are translated at year end rates of &ebhamges

and expenses of non U.S. dollar denomé@thsubsidiaries are translated into U.S. dollars at the average monthly exchange rate. The

ySi dzyNBIFftAT SR 3l Aya 2N 284858 6KAOK NB&adzZ i FNRY GNIigiafl GAz2y
a! O0dzydzE I 1 SR 2 0 KENISODY WNKEK OANNBY Oy G NI yat A2y |RedaAldGYSYyld oA
U.S. dollar exchange rate.

The unrealized foreign currency translation gains and losses arising from avhilabéde financial assets are included in other
comprehensive income as unrealized gains/losses on avaifabisale securities until realized, at which time they are reclassified
from accumulated other comprehensive income to the Consolidated Statement of Operations.

All amounts expressed in the financsghtements are in U.S. dollars unless otherwise noted.
(k) Income taxes:

The Company follows the asset and liability method of accounting for income taxes, whereby future tax assets and &iebilities
recognized for the future tax consequencdgilutable to differences between the financial statement carrying amount of existing
assets and liabilities and their respective tax bases and operating loss and tax credit carryforwards. Future tax akabilitiand

are measured using enacted orbstantively enacted tax rates expected to apply to taxable income in the years in which those
temporary differences are expected to be recovered or settled. The effect on future tax assets and liabilities of a cteanigedn

is recognized in income the period that includes the date of enactment or substantive enactment.

0] Stockbased compensation plan:

The Company has a stebksed compensation plan which is described in Note 11. The Company uses rauimethod of
accounting for ®ck-based compensation awards granted to employees andemployee directors for options granted on or after
January 1, 2003. The Company determines the fair value of the stock options on their grant date using H$eHgiEskoption
pricing model andrecords the fair value as a compensation expense over the period that the stock options vest, with a
corresponding increase to contributed surplus. When these stock options are exercised, the amount of proceeds togetiher with t
amount recorded in contribied surplus, is recorded in share capital.

No compensation expense is recognized for stock options granted prior to January 1, 2003. The consideration paid by emgloyees
non-employee directors on exercise of these stock options is credited to sharalcapi

(m) Capital assets:

Capital assets are reported in the financial statements at amortized cost. Amortization of capital assets has been Bingdbe u
straightline method over the estimated useful lives of such assets. The useful livgs fi]mm 10 to 40 years for buildings, 3 to 39
years for leasehold improvements, 3 to 10 years for furniture and equipment, 3 to 5 years for computer hardware and 8rto 5 ye
for automobiles.

‘ NOTE 3 ‘ FUTURE ACCOUNTING CHANGEBERNATIONAL FINANCIAL FEPIG STANDARDS:

Ly CSoOoNMHzZENE HnnyX GKS [/ FyFRAFY | 002dzy i A y-arienfed puifliBly atEvdntable2 I NR
SYGSNIINKR&S gAaff 0SS NBIdZANBR 2 FR2LI Ly dSNY!I (A 2Gahatian@dngral y OA | f
FOOSLIWISR 1 002dzyiAy3 LINAYyOALX Sa o6aD!!téo F2N) K248 Sy SNLINR & ¢
periods commencing January 1, 2011, including the preparation and reporting of one year of comparativeTlga@smpany has

established a changeover plan in order to transition its financial statement reporting, presentation and disclosure ubdemleRt

the January 1, 2011 deadline.
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The Company has undertaken the following Phases of the IFRS conveosiesspr

Phase 1, Initial Assessment:

Prepared a project charter;

Formed a steering committee;

Established a project plan;

t SNF2NX¥SR + KAIK S8t AYLIOG Faasaavsyli

Phase 2, Detailed Assessment:

Identified the IFRS v€anadian GAAP gap analysis;

Performed the accounting strategy analysis;

Performed the information technology and internal controls impact assessments;
Performed the business impact assessment;

Designed employee training strategy;

Elected the IFRS 1 Firshe adoption of IFRS optional exemptions.

Phase 3, Solutions Development:

Selected IFRS accounting policies;

Designed internal controls;

Identified proposed system changes;

Quantification of IFRS and Canadian GAAP differences;
Preparation of proforma IFREnhancial Statements;
Income Tax impact assessment;

Renegotiation of contracts impacted by IFRS.

Phase 4, Implementation:

2y GKS /2YLIyeQ

Preparation of 2010 IFRS opening balance sheet and comparatives for each quarter of 2010;

Implementation of IFRS accounting policies;

Perform system enhancements to report under IFRS;
Implement new accounting and business processes;
Execute IFRS technical training and change to processes;
Update accounting policy manual and guidelines

Phase 1 and Phase 2 of the Conversion Project wemgpleted in 2008 and 2009 respectively, and the Company has commenced
Phase 3. The project is expected to be completed by December 31, 2010.

As accounting standards and interpretations continue to change prior to the transition, the Company has aadtiviie to adjust
its IFRS conversigslian accordingly. The Company has been monitoring the development of standards as issued by the International
1 002dzyGAy3a {GFyRINRA .2FNR o6aL!{.é0 FYyR (GKS
Securities Administrators and the Office of the Superinamaf Financial Institutioné & B.{€ 0

‘ NOTE 4 ‘ DISCONTINUED OPERATIONS AND RELATED CONTINGENCIES:

! I ¥ th& Ednalian! O{ . =

2 f AKANB ! 884dz2NF yOS / 2YLIl yé& o6az2faKAaNDBER I B4SLIKE N AL&Ta daNd WIOBS ¥ 2y
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Iy R

B

discontinued operations and the results of their operations are reported separately for all periods presented.
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Summarized financial information for discontinued operations is shown below.

Years ended December 31

2009 200¢ 2007
Operations:
Revenue 616,651 1,032,74 1,513,14.
Income (loss) from discontinued operations before income taxes (168,380 (257,832 24,81¢
Income Bixes (recovery) 17,752 39,76¢ 1,34¢
Income (lossjrom discontinued operations beforgain ondisposal, net of taxes (186,132 (297,597 23,467
Disposals:
Gain on disposal before income taxes 1,860 41,411 -
Income taxes (recovery) (325) 6,912 -
Gain on disposal, net of taxes 2,185 34,49¢ -
Income (lossjrom discontinued operations, net of taxes (183,947 (263,099 23,467

In the following téle, the assetand liabilities at December 31, 2009 relate to Jevco, and the 2008 comparatives consist of Jevco and

all other companies disposed in 2009.

As at December 31

200¢ 200¢
Assets
Cash and cash equivalents $ 62,158 $ 41,72¢
Securities 852,13 1,732,89!
Accrued Investment Income 5,97( 7,79¢
Finance Premiums 51,34( 45,08:
Accounts Receivable and other assets 19,930 143282
Due from reinsurers and othénsurers 76,29 162,15(
Deferred policy acquisition costs 29,97¢ 114,46:
Income taxes recoverable (5,295 14,28¢
Future income taxes 2,80z 9,451
Capital assets 48,88t 71,43(
Goodwill and inangible assets 1,2% 5,99¢
Assets held for sale and of discontinued operations $ 1,14548. $ 2,348,564
Liabilities
Accounts payable and accrued liabilities $ 9,75¢ % 54,09¢
Unearned premiums 144,32 373,36¢
Unpaid claims 753,33¢ 1,504,21
Liabilitiesheld for sale andf discontinued operations $ 907,41¢ $ 1,931,68:

Kingsway Financial Services Inc.

Walshire:

In May 2009, the Company placed al[oh y O2f y DSy SNJI f

O2yiAydz$SR (2 SELSNASYOS f2aasa
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losses also contributed to the financial strength rating downgrades of all operating companies.
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On October 19, 200 A 1 K G KS 2062SOGAGS 2F LINRPGSOGAYIYXNRTA 4lya SINAE NSO LG ¢
indirect wholly owned subsidiary of the Company, disposed of its entire interest in its wholly owned subsidiary, Walsitétére \ig

the sole shareholder of Lincoln. All of the stock of Walshire has been donated to charities, and with thégtidisjhincoln ceases

being a member of the Kingsway group of companies.

¢KS tSyyaet@dryil LyadaNIyOS 5SLINIYSYyld o6a5hLé0 KFa OKFfftSy3asi
O2YLX FAYG Ay GKS [/ 2YY2ygS| 20y S/ deNKl / 2TzNT S Wy & &bl AlyyaNil G&KS/ 2 Y LIt
RSOfINIdGA2Y OGKIFG GKS RAALRAAGAZY 61 & dzytl gFdAd | yR y2ithedl f AR®
donations of Walshire shares to the charities were lawfilR @ f A R ® hy b2@SYOSNI mpX HnndpI GKS
Company and KAl filed a complaint in the Commonwealth Court against the DOI seeking a declaration that the statute upbe which

DOI principally relies did not apply to the donatigns Ly NB&aLRYy&asS (2 (GKS / aNewMsterQressdrer LI | A
'/ 2dzy GSNDEFAYOD ¢KS /2YLIlyeé KF& RSYdINNBR (G2 SIFOK 27 ofthkS Of I
5hLQ& Of I Th¥énaldgdus puedérelz® Ontario, would be a motion to strike out a pleading for failure to disclose a cause of
action The demurrers were argued to a panel of the Commonwealth Court on February 9, 2010, which has reserved its déeision.

timing of the decision istahe discretion of the Commonwealth Court.

If the demurrers are unsuccessful, the complaints would proceed through the courts in due cdutke.ultimate decision of the

courtsis unfavorable for the Company, tentrol of Lincolrmay revertbacktod KS / 2 YL y&3X KA OK g2dzZ R NBa
results being inclded ini KS / 2 YLI yeQa O2yaz2ft A Rithdi@Rmofivesith goddr b higher dolirdieBnsdhg i & @
transaction to be invalid, itould ultimately lead tdhe Companybeing in breach of its public debt covenants should Lincoln go into
liquidation while still part ofthe Company¢ K S / 2 Ypublio/delf & material, and a breach in covenants could lead to the
liquidation of theCompany if principal and interest paymentseecalled before maturity.

¢CKS /2YLIlyeQa O2YYAlGYSyd G2 GKS 5hL (G2 LINBGARS I bPmanodn YAfC
Company also maintains an obligation to provide certain contiradgrdinistrativesupport to the ruroff management team at Lincoln

and human resources services previously provided to Lincoln by the Contparg/been terminated. The Company also has
continuing obligations on reinsurance agreements with Lincoln which are at market serthsonditions These ongoing obligations

are not significant and do not provide the Company with any comtraignificant influence over the operating activities or financial

results of Lincoln.

On June 29, 2009, Kingsway and Lincoln entered into a consulting agreemeranwettternal ruroff manager to provide certain
consulting services relating to Lincoln, including advice and assistance in the development obf Ran.In addition to base
compensation of $1.3 million annually, the agreement provides for a minimub2.6fmillion to be paid to the runff manager at the
termination of the contract (provided the contract is not terminated for cause), which, at the latest will be March 1A20H 4esult of
the October 19, 2009 disposition of Walshire and Lincoln,Gbenpany has accrued $2.5 million for the minimum and an additional
$3.4 million relating to the annual service contract for a total compensation of $5.9 million as at December 31, 20@Btiom #te
Company has guaranteed the portion of the managetniees payable by Lincoln to the maff manager. See Note 19(d) for
additional details.

At September 302009, the total investment in Walshire was written down to ri{fter taking into account the operating loss of

Lincoln from October 1 to 19, 200fctoring in realized investment gains and the write down of net assets, a net gain on disposal of
$1.4 million wasrecorded and included in discontiad operations The results of Lincoln frodanuary 1 to October 19, 200he

aggregate of the writelown of the investment in Walshire and the $10.0 million cash payrhen¢ beenincluded in the income (loss)

from discontinued operations, net of taxdime itemAy G(KS /2YLIl yeQa O2yaz2fARIGSR &adl GdSyS$§
December 31, 2009.

TheO2 YLI y&Qa NBZSydzSa FTNBY RA&O2y A RAIRIliod B2NImillian2agdaBedNBilioninA vy 3 2
HnngX wnny YR Hnnt NBALISOGAOBSteod Ly G2dltz GKS / 2YsWaye Qa f
$156.9million, $259.1million and $5.4million in 2009, 2008 and 2007 respectively.

At the date of disposition, the securities, other roash assets and total liabilities of Walshire were $649.1 milliag2 % million and
$889.3 million respectivegl
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Zephyr:

On October 30, 2009, the company completed its previously announced sale of Zephyr, a specialty property insurance company
founded specifically to protect Hawaii homeowners and residents from catastrophic loss due to hurricanes, for $3hSluslia
settlement of preclosing earningand other post closing adjustments of $5.5 million.

As a result of the disposal, the Company recognized an aftegaaxof $2.9YAf f A2y RdzZNAY 3 Hnndd ¢tKS C
discontinued operations relatmto Zephyr were $4.1million, $14.6 million and 4.0.1million in 2009, 2008 and 2007 respectively. In

G2aG1 2 GKS [ goxshiibny dis€batinukd/opetavioBmcludingthe gain on disposahet of taxes were $1.6million, $(0.2)

million and $49 million in 2009, 2008 and 2007 respectively

Avalon:

On October 9, 2009, specific assets of Avalon Risk Management Inc. were sold for $1.5 million pursuant to an Asset Purchase
agreement with FMG Specialty Insurance Agency LLC. The agreement atlsliadiansition services agreement.

As a result of the disposal, the Company recognized an aftegaianof $1.0 million during 2009.As described in Note 20(b), the

Company wrote down the remaining associated intangible assets of $1.6 millibie. combJ- y &8 Qa4 NB @Sy dz§& FTNRY
operations relating to Avalon weres$! million, $15.1 million and $1.6 million in 2009, 2008 and 2007 respectively. In total, the
/2YLIl yeQa t2aa FTNRBY RA&O2yi(Aydz$SR 2 L85 niliahis2 ¥ riillioNahd $1.6 millich in 2309, | G f 3
2008 and 2007 respectively.

Canadian Operations:

l'a | NBadzZ G 2ngoing $r&egit @iafives §l&ted4), on October 1, 2009, Jevco assumed the assets and liabilities of
KGIC, a wholly owned Canalisubsidiary of the Company.

On November 202009> (G KS / 2YLIl ye& sl a I ROAASR o6& '@ ad .Sad /2YLIye oa!
gla R26yINI RSRIMFWRH2 @3S¥0 SN WaX wands Fa | NBGAHE RAFY M ywdad . SE
the company undertook to dispose of its majority interest in Jevco.

hy WIFydzZd NE wpX wamnI GKS /2YLIye SYiSNBR Ayid2 | RSTAgseliAdsS LI

all of the issued and ostanding shares of Jevco to Westai®nMarch 29 2010,after receipt of all required regulatory approvals,
the sale was completefibr a purchase price o€$264.2million. This wakased orB4.5% of the difference between the book value of
Jevco as at Dember 31, 2009 and dividend ofC$10.8 millionan investment portfolio adjustment relating to the change in market
value at the clsing date and isubject to certairfuture contingent adjustments. The contingent adjustments include up to C$20.0
million decrease in the purchase price relating to specific future adverse ctiéredopmentto be determined at the end of 2012.
The Company also has the option to sell a property that was included in the purchase agreement. The purchase priceagdlidecr
the sale price of the property is less than its carrying valpeto a maximum oépproximately C$6.3 million. The purchase price will
increase by 94.5% of every dollar that the sale price exceeds the carrying vidie€ompanycurrently has an offerfrom a third
party to purchasethe property, for approximately its carrying value

In connection withthe sale of Jevgahe Company recorded a wridown of $26.6 million, which represents the difference between
the net book value of Jevco and the puask price less selling costs and excluding any contingent adjustments not determinable until
a future date.

In addition, since thgurchase price of Jevco was less than its net book vélueas determined that the goodwill relating to the
Canadian opeting segment was fully impaired. As a result, the Company recorded in operating incomecashogoodwill
impairment charge relating to the Canadian operations of $6.9 million.

Due to covenant restrictions associated with the sale of restricted subigisiander the Kingsway America Inc., 7.50% senior notes
and the Kingsway 2007 General Partnership0% senior unsecured debentures, the Company was required to lower its applicable
ratios to a level where the restrictions would no longer apply. Sulesetjio December 31, 2009, the company entered into a series
of contingent trades whickvere completedon March30, 2010, whereby the Company repurchasedt 8 million of par value of the
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seniorunsecured debentures The repurchase resulted in a gain 6% million, which will be recorded in thérst quarter 2010
results. SeeNote 27(b)or additional details.

¢KS /2YLIyeQa NBGSydzSa FTNBY RAaAO2Yy(GAYydzSR FLI3nNbni KA graillioNahd | G A y 3
$489.9milioninH nnpXE wnny FYR Hannt NBaLSOGAGSted Ly dzdrtz GKS /2YL
the Canadian Operations, net of taxes wer28[) million, $£5.4) million and $3.3million in 2009, 2008 and 2007 respectively.

At Decembe 31, 2009, the securities, other namash assets and total liabilities of Jevco being held for sale were $852.1 million,
$231.3 million and $ 907.4 million respectively.

York Fire:

On September 30, 2008, the Company sold York Fire, a primarily standardnce writer, to La Capitale General Insurance Inc. for

C$95 million in cash. The final settlement was completed in the first quarter of 2009 and the adjustments were refleadidgygco

¢tKS /2YLIyeQa NBOSydzSa ¥FNE Yo YRk Ri® defdisioy)daslion, 8806 miillioh and $183.4NdBlibrl-ini A y 3
HnngX Hnny YR wnannt NBaLSOGAGSted Ly G20lfxX GKS / 2Yedwgré Qa 3t
$(3.8) million and $23.4 million and $12.3 millior2B09, 2008 and 2007 respectively.

‘ NOTE 5 ‘ SECURITIES:

The amortized cost and fair values of investments are summarized below:

December 31, 20(

Gros: Gros:

Amortizec Unrealizec Unrealizec Fail

Cos Gains Losse Value

Term deposits $ 23,791 $ - $ - $ 23,791
Bonds:

Canadian - Government 20¢ 7 - 21E

uU.S. - Government 265,11° 4,24( 551 268,80¢

- Corporate 186,50: 4,13¢ 1,094 189,54!

- Commercial Mortgage backed 14,141 - 18¢ 13,95:

- Other asset backed 7,57 18¢ 66 7,692

Subtotal $ 497,33. $ 8561 $ 1,90 $ 503,99¢

Preferred shares- Canadian 9,01« - 89:< 8,121

-U.S. 92 - 15 77

$ 506,43¢ $ 8567 $ 2,80¢ $ 512,197
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December 31, 20(

Gros: Gros:
Amortized Unrealizec Unrealizec Fail
Cos Gains Losse Value
Term deposits $ 184,437 $ 771 % 20 $ 185,18¢
Bonds:
Canadian - Government 149,20( 8,31( 7 157,50¢
- Corporate 178,27( 1,881 7,562 172,58¢
- Commercial Mortgage backed 66,18¢ 45E 4,731 61,90¢
- Other asset backed 13,30¢ 78 127 13,25¢
uU.S. - Government 54285C 43,15¢ 177 585,83:
- Corporate 758,94( 13,59: 22,981 749,55:
- Commercial Mortgage backed 25,43¢ 49E 2,977 22,95:
- Residential Morgage backed 1,50(C - 86¢ 632
- Other asset backed 19,13¢ 8 1,39¢ 17,74¢
Other - Corporate 128,38: 4,32¢ 99¢ 131,71:
Subtotal $ 2,067,64. $ 73,07¢ % 41,84¢ $ 2,098,87:
Common shares - Canadian 114,16¢ 2,59C - 116,75¢
-U.S. 146,40¢ 4,88: - 151,28¢
Preferred shares- Canadian 6,692 8 3,62¢ 3,071
-U.S. 63t - 13¢ 49€
$ 233554 % 80,55¢ $ 45,61¢ $ 2,370,48!
Lesdiscontinued Operations and Assets held for sale (1,732,89C
Total excluding discontinued operatioard assets held for sale $ 637,59t
The following tables highlight the aggregate unrealized loss position, by security typadioigs in an unrealized loss position as at
December 31, 2009 and 2008. The tables segregate the holdings based on the period of time the securities have been lyontinuous
held in an unrealized loss position.
December 31, 20(
0¢ 12 Months Over 12Months
Fail Unrealizec Fail Unrealizec
Value Los: Value Los:
Bonds:
u.s. - Government $ 161,53t $ (551 $ - $ -
- Corpoate 91,98¢ (956) 1,87¢ (138
- Commercial Mortgage backed 13,95: (189 - -
- Other asset backed 1,80F (12) 99¢ (55
Subtotal $ 269,28: $ 1,707 $ 287,/ % (193
Preferred shares- Canadian 8,121 (893 - -
-U.sS. - - 77 (15
$ 277,40: 3% (2,600 $ 2951 $ (208
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December 31, 28

0¢ 12 Months Over12 Months

Faii Unrealizec Fail Unrealizec

Value Los: Value Los:

Term deposits $ 18,85¢ $ (20, $ - $ =
Bonds:

Canadian - Government 2,48z (7 - -

- Corporate 63,031 (5,392 30,56« (2,170)

- Commercial Mortgage backed 17,49: (1,023 31,39i (3,708

- Other asset backed 3,27¢ (29 3,472 (98)

u.S. - Government 9,28( @avr, 79 -

- Corporate 253,47 (14,940 97,517 (8,041

- Commercial mortgage backed 7,292 (1,638 4,441 (1,339

- Residential mortgage backed - - 632 (868)

- Other asset backed 13,68: (780 3,05(C (619

Other - Corporate 6,38z (112 3,321 (887,

Subtotal $ 395,25 % (24,118 $ 174,47 $ (17,730

Preferred shares- Canadian - - 3,07¢ (3,629

-U.S. 10z (2) 39t (137

$ 39535" $ (24,120 $ 177,94.  $ (21,496

Note: 2008 analysis includes both continuing and discontinuing operations

Fair values of term deposits, bonds and common andepred shares are considered to approximate quoted market values based on
the latest bid prices in active markets. Fair values of securities for which no active market exists are derived fronmguioéed
prices of similar securities or other third pagyidence.

alylFr3IsSySyd LISNF2N¥a | ljdzr NISNI e Fylrfteara 2F GKS /2YLI R Qa Ay
than temporary. The analysis includes some or all of the following procedures as deemed appropriate by management:

wdentifying all security holdings in unrealized loss positions that have existed for at least six months or other cir@snisiainc
management believes may impact the recoverability of the security;

abbtaining a valuation analysis from third party inwvesint managers regarding the intrinsic value of these holdings based on their
knowledge, experience and other market based valuation techniques;

weviewing the trading range of certain securities over the preceding calendar period;

aassessing if declinea market value are other than temporary for debt security holdings based on their investment grade credit
ratings from third party security rating agencies;

uassessing if declines in market value are other than temporary for any debt security holdingowinvestment grade credit rating
based on the continuity of its debt service record,;

watletermining the necessary provision for declines in market value that are considered other than temporary based on tles analys
performed; and

uassessing the Compa® Qa | 6 A f fo hald thiesg Becukitigsialgast until the investment impairment is recovered.

The risks and uncertainties inherent in the assessment methodology utilized to determine declines in market value thag¢rare ot
than temporary includebut may not be limited to, the following:
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uthe opinion of professional investment managers could be incorrect;
uthe past trading patterns of individual securities may not reflect future valuation trends;

athe credit ratings assigned by independemnedit rating agencies may be incorrect due to unforeseen or unknown facts related to a
I 2YLIhyeQa FAYLFYOALFf &aAlbdzr GA2YT I yR

uihe debt service pattern of neinvestment grade securities may not reflect future debt service capabilities and may not te#ect
[2YLI yédQa dzyly26y dzyRSNI&@Ay3a FAYIFIyOAlLfT LINROofSYao

As a result of the above analysis performed by management to determine declines in market value that are other than temporary
write-downs for otherthan temporary impairmentgelating to continuing opetionswere $.7 million (2008- $12.7 million) during

the year. These impairment charges included §008- $8.5 million) from the write down of common stocks an@l.$ million (2008

- $4.2) from the writedown of debt securities.

Management has reviesd currently available information regarding other securities whose estimated fair values are less than their
carrying amountsnd believes that these unrealized losses are not other than temporary and are primarily due to temporary market
and sector relagd factors rather than to issuapecific factors. Debt securities whose carrying amounts exceed fair value can be held
until maturity when management expects to receive the principal amount.

Net investment income for the years ended December 31 is caegmas follows:

2009 2008 2007
Investment income:
Interest $ 19,289 $ 36,040 $ 43,708
Dividends 516 1,043 977
Premium financing (683) (513) (1,435)
Other (14,833 1,281 2,121
Gross investment income 4,289 37,851 45,371
Investment expenses 1,561 2,540 3,128
Net investment income $ 2,728 $ 35311 $ 42,243

The decrease in interest income in 200@mpared to 2008 is primarily due to the impact on yields from a reduction in short term
interest rates and from the duration and risk profile of the portfolio having been reduced during the year. Also contributieg

reduction in interest income is geduction in the size of the securities portfolio as a result of reduced volumes of business in the

[ 2YLIyeQa O2yliAydAay3d 2LISNIGA2yasy GKS | OOStSNIdGA2y 2F v FAY LI
The decrease in investmeiricome in 2008 compared to 2007 is primarily due to lower short term yields and a reduction in the size

2F GKS LRNIF2fA2 & F NBadA G 2F GKS NBLI&yYSyid 2F GKS /2YLI yec

The significant reduction in dividend income in 2009 compared to 2008 isuisina result of the decision by the Company to divest
of substantially all of the common equities in the securities portfolio. The dividend income in 2009 represents the dividens
earned on the common equity portfolio prior to the divestitures d#sed above, as well as dividend income earned on the remaining
preferred share portfolio.

Other investment income in 2009 includasnet loss of approximately $17.0 million due to the impact of the strengthening of the
Canadian dollar on U.S. dollar assit the Canadian head office and net Canadian dollar liabilities in the U.S. oper&ifsetting
this impact,on the statement of operationthe stronger Canadian dollar increased the book value of our Canadian operations in U.S.

dollar termsand thisA Yy ONB | a8 Ay 06221 @FtdzS§ A& NBFiSOGUSR Ay 20KSNJ O2 YLINJ
statements

The reduction in investment expenses reflect the lower investment management fees paid as a result of a smaller, eficledively
incomesecurities portfolio.
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Net realized gains and (losses) for the years ended December 31 are comprised as follows:

2009 2008 2007

Fixed income $ 12276 $ 1,799 $ (819)

Equities (1,339) 3,282 3,279

Other than temporary impairment (689) (12,689 (253)

Net realized gains and (losses) $ 10248 $ (11,202) $ 2,207

‘NOTEG

The Company incurred net realized gains in 2009 of $10.2 million compared to net realized losses of $11.2 million e 2688. T
LAY AY wHnnd A& RdzS (2 3FAya NBFEAT SR FTNRY (GKS fAljddpdyiaAzy 2
Barbados to facilitate the related party reinsurance commutation transactions, partially offset by realizedlogseslisposal of the

/I 2YLI yeQa O02YY2y Sljdade LRNITF2fA2 FyR AYLIANYSyGa ¥F2mMargdKSNI (
due to the challenging fixed income and equity markets which began in late 2007 and includes é¢hgowritof all of the unrealized
t2aas8a 2y (KS O02YY2y &aKINB Sldade LR2NITF2tA2 & | NBadzZd 2F (K
FINANCIAL INSTRUMENTS:

(@)

Financial risk management objectives and policies:

BB QOANIdzS 2F GKS ylLGdaNBE 2F (GKS /2YLIlyeQa odzaiySaa I OGmedAlGASaE
risks which arise from transacting financial instruments include credit risk, market risk, liquidity risk and cash flohesskrisks

may be caused by factors specific to an individual instrument or factors affecting all instruments traded in the marktmipaay

has a risk management framework in place to monitor, evaluate and manage the risks assumed in conductisigess.blhe

Company manages these risks using risk management policies and practices.

Further details are provided below on the risk management objectives and policies as they relate to the specific fiskesicial ri

Credit risk:

The Company is exposed tredit risk principally through its fixed income securities and balances receivable from policyholders and
reinsurers. The Company monitors concentration and credit quality risk through policies to limit and monitor its exposure to
individual issuers or rated groups (with the exception of U.S. and Canadian government bonds) as well as through ongoing review of
GKS ONBRAG NrdAaAy3a 2F AaadzsSNBR KSER Ay GKS aSOdzNA (A Befiisnde NI T2 €
material. T® / 2YLIl yeQa LRfAOASEA:E K26SOSNE FNB RAAGNAROdzZIiSR o0& F3ISyi:
its behalf. The Company has policies to evaluate the financial condition of its reinsurers and monitors concentratiotis ii§kcre

arising from similar geographic regions, activities, or economic characteristics of the reinsurers to minimize its exposuifctmsign

losses from reinsurer insolvency.

The table below summarizes the credit exposure of the Company from its investmenediinibome securities and term deposits
68 NI dGAy3I & aaAa3dySR o6& {dGFyRINR 9 t22NDa o0a{3té0 BNy az22Re&Q
where there is a split rating:

2009 2008
AAA/Aaa $ 314,780 62.4 % $ 1,146,703 54.7 %
AA/Aa 71,587 14.2 341,280 16.3
A/A 106,174 21.1 505,748 24.1
BBB/Baa 8,936 1.8 65,255 3.1
BB/Ba - - 5,122 0.2
B/B - - 7,838 0.4
CCC/Caa or lower, or not rated 2,522 0.5 26,925 1.2
Total $ 503,999 100.0 % $ 2,098,871 100.0 %

Note: 2008 analysis includes both continuing and discontinued operations
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Market risk:

The marketrisk exposure of the Company consists mainly of changes in interest rates and equity prices and to a smaller extent, to
foreign currency exchange rates. Market risk is subject to risk management. The Investment Committee of the Board and senior
managemefi 2F (GKS /2YLIl ye Y2yAd2NJ GKS /2YLIlyeQa YINJ SO NRE&A]l SELR:

Interest rate risk:

The Company is exposed to changes in the value of its fixed income securities to the extent that market interest rgeesTttean
Company actively manages its interest rate exposure with the objective of enhancing net interest income within estalslished ri
tolerances and Board approved investment policies. Because most of the securities portfolio is comprised of fixeddocoities

that are usually held to maturity, periodic changes in interest rate levels generally impact the financial results toetitetleatt
reinvestment yields are different than the original yields on maturing securities. Also, during periodmg@fimsrest rates, the
market value of the existing fixed income securities will generally decrease and realized gains on fixed income seltUikeds lvei
reduced. The reverse is true during periods of declining interest rates.

It is estimated thaan immediate hypothetical 100 basis point increase in interest rates would decrease the market value of the fixed
income securities by 1%5.7 million, representing3.1% of the $12.1 million fair value fixed income securities portfolio. Since the
continuing operationssecurities portfolio is classified as availafile-sale, the impact of this hypothetical increase in interest rates
would affect other comprehensive income and have no affect on net income until the security is sold or written down dsaf resu
other than temporary impairment.

Computation of the prospective effect of hypothetical interest rate changes are based on numerous assumptions, including
maintenance of the existing levels and composition of fixed income security assets at ttadaddiate and should not be relied on
as indicative of future results. The analysis is done on the following assumptions:

(@) iKS aSOdNRGASE Ay (GKS /2YLI yeQa LRNITF2tA2 INB y23d AYLI AN
(b) credit and liquidity risks have not been considered;

(c) interest rates and egjty prices move independently; and

(d) shifts in the yield curve are parallel.

Availablefor-sale securities in an unrealized loss position as reflected in Accumulated Other Comprehensive Income, may at some
point in the future be realized through a saleimpairment.

Equity price risk:

The Company is exposed to changes in the value of equity securities as a result of market conditions. This is thesriikeofolos
adverse movements in equity prices.

In early 2009, the Company elected to significamédduce this equ‘i\ty risk by liquidating virtually all of the common equity portfolio.
l'a  NBadzZ 6 GKS /2YLI yeQa SELR&MINB G2 Sljdzaide LINAOS NmR&a|l A&

e

Foreign currency risk:

The Company is exposed to changes in the U.S. to Canadianfdaign currency exchange ratprimarily through Canadian dollar
indebtedness It does not hedge any of this foreign currency exposure. Its U.S. operations generally hold their investments in U.S.
dollar denominated securities, and the Canadian operetim Canadian dollar denominated securitieen& centappreciationin the

value of the Canadian dollar relative to the U.S. dollar decreases net income before income taxes by apprdsdmdandlion.

Liquidity and cash flow risk:

Liquidity risk ighe risk of having insufficient cash resources to meet current financial obligations without raising funds at unfavorable
rates or selling assets on a forced basis. Liquidity risk arises from general business activities and in the coursengfth@nsgis

and liabilities. There is the risk of loss to the extent that the sale of a security prior to its maturity is requireditie piguidity to

satisfy policyholder and other cash outflows. Cash flow risk arises from risk that future inflationoyhplaler cash flow exceeds
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returns on longdated investment securities. The purpose of liquidity and cash flow management is to ensure that there is sufficient
cash to meet all financial commitments and obligations as they fall due. The liquidity an@f éaghg NXB|j dzA NBYSyia 27T
business have been met primarily by funds generated from operations, asset maturities and income and other returns received o
securitiesas well as the sale of certain operation€ash provided from these sources is diggrimarily for claims and claim
adjustment expense payments and operating expenses. The timing and amount of catastrophe claims are inherently unpredictable
and may create increased liquidity requirements. To meet these cash requirements, the Companlidias to limit and monitor its
exposure to individual issuers or related groups and to ensure that assets and liabilities are broadly matched in teeirs of th
duration and currency. The Company believes that it has the flexibility to obtain, fronmahteourcesand the sale of Jevco, (Note

27), the funds needed to fulfill the cash requirements during the current financial year and also to satisfy regulatory capital
requirements.

The Company holds88.5million in cash and high grade shderm asses, representing approximately 14% of invested assets. The
majority of the other fixed income securities are also liquid.

The following table summarizes carrying amounts of financial instruments from continuing operations by contractual maturity o
expectal cash flow dates. Since only assets from continuing operations are disclosed in the taB@26@#2million proceeds from

the sale of Jevco subsequent to year end are not refleciedhsequent to year en&69.1 million from the proceedsof the sale of
Jevcowere used to repurchase total par value of $36.9 million of senior unsecured indebtedness maturing in 2012 and $47.9 million
of the senior unsecured indebtedness maturing in 2014. The Company may seek to repurchase additional indebtedneassiie, the f
depending upon market conditions and capital requirements within the group. For this reasowell as the fact that certain
securities and debentures have the right to call or prepay obligations, the actual settlement dates may differ fromteahtrac
maturity.

As at December 31 One year o One to five Five to ter More than No Specifi Total
less years years ten year: date

Asses:

Cash and cash equivalents $ 58,726 $ - $ - 8 - % - $ 58,72¢
Securities 68,138 293,868 94,675 55,439 77 512,197
Accrued investment income 4,158 - - - - 4,15¢
Finance premiums 15,237 - - - - 15,230
Accounts receivable and other assets 94,285 - - - - 94,28¢
Due from reinsurers and other insure 2,387 2,260 280 11 - 4,93¢
Total: 242,931 296,128 94,9% 55,450 77 689,54
Liabilities:

Loans payable - - 66,222 - - 66,222
Accounts payable and accrued liabilit 61,041 - - - - 61,041
Unpaid claims 181,302 165,836 20,553 810 - 368,50:
Senior unsecured debentures - 176,64 - - - 176,76¢
Subordinated indebtedness - - - 87,415 - 87,41¢
Total: 242,343 342,600 86,775 88,225 - 759943

(b)

The coupon rates for the fixed ter securities range fron@.7%to 9.5%at December 31, 2009. The average effective yield (using
amortized cost and the contractual interest rates, adjusted for any amortization of premiums and discoRra2Vis

Fair value:

Fair value amountsepresent estimates of the consideration that would currently be agreed upon between knowledgeable, willing
parties who are under no compulsion to act.

Fair value is best evidenced by quoted bid or ask price, as appropriate, in an active market. Wioeraskigrices are not available,
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such as in an illiquid or inactive market, the closing price of the most recent transaction of that instrument subjectojoriapm
adjustments as required is used. Where quoted market prices are not available, the quratesl of similar financial instruments or
valuation models with observable market based inputs are used to estimate the fair value. These valuation models mayplise mult
observable market inputs, includingbservable interest rates, foreign exchangd¢es index levels, credit spreads, equity prices,
counterparty credit quality, corresponding market volatility levels and option volatilities. Minimal management judgmenired

for fair values calculated using quoted market prices or observable mamets for models.The calculation of estimated fair value
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instruments carried at cost or amortized cost, the bookueais not adjusted to reflect increases or decreases in fair value due to
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recovery of fair value, which may be to maturity.
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TheCompany records the AFS securities held in its securities portfolio at their fair VaRi€ompany primarily uses the services of
external securities pricing vendors to obtain these valuHsesecurities are valued using quoted market prices or prastablished

using observable market inputs. In the current volatile market conditions, these quoted market prices or observablenpatget i
can change rapidly causing a significant impact on fair value and financial results recorded.

Refer to Note 5 vith respect to fair value disclosure on securities.

The Compangmploys a fair value hierarchy to categorize the inputs it uses in valuation techniques to measure the fair value. The
extent of use of quoted market prices (Level 1), internal models usiegreéble market information (Level 2) and internal models
without observable market information (Level 3) in the valuation of securities as at December 31, 2009 was as follows:

As at December 31, 2009

Description Available for sale securities
Equity Fixed income
Fair value $8,198 $503,999
Based on:
Quoted market priceflevel 1) 100.0% -
Valuation techniquesSignificant market observable Inputsvel 2) - 100.0%
Valuation techniques Significant unobservable market inputsvel 3) - -
The table below summarizes the fair valuation of debt liabilities, though they are held
amortized cost on the consolidated balance sheet:
As at December 31 . Total 200¢
Total Fai .
Value* Carrying Favouable/
Value (Unfavourable
Loans payable $ 24,187 $ 66,22: $ 42,03t
Senior unsecured debentures 103,51: 176,76« 73,25%
Subordinated indebtedness $ 22,78¢ $ 87,41F $ 64,627
As at December 31 Total Fai Tota 200¢
Value® Carryng Favourable
Value (Unfavourable
Loans payable $ 43,09« $ 66,227 $ 23,12¢
Senior unsecured debentures 128,49° 185,20: 56,70¢
Subordinated indebtedness $ 17,71 $ 87,38 $ 69,671

* The fair vale is based on market observable inputs.

The fair value of debt is currently considerably below the carrying vedfiecting the credit riskto K2 f RSNE 2 F

securities.
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The carrying value of unpaid claims does not take into considerationithe ¥alue of money or make an explicit provision for

adverse deviation. In order to estimate the fair value of the unpaid claims, the Company uses an actuarial approachngetiognizi

time value of money which incorporates assumptions concerning projectesth flows and appropriate provisions for adverse
deviation. As at December 31, 2009, the estimated fair value of unpaid claim®38a8 million (8860Y At f A2y ySi 27F N
share of unpaid claims). The estimated fair value is approximateyBnillion above the undiscounted carrying value as a result of

the inclusion of a provision for adverse development totat3g.8million in addition to the present value of unpaid clairiere is

no active market for policy liabilities; hence market \eaisi notdeterminable

The carrying value of all other financial instruments approximates their fair value due to the short term to maturityedfirihasial
instruments.

‘ NOTE 7 ‘ CAPITAL MANAGEMENT:

Objectives, policies and procedures:

The Company hathree capital management objectives: to meet regulatory requirements, to develop strong financial strength
ratings and to maximize returns to shareholders. It manages capital in accordance with policies established by the Bswmard. The
policies relate to apital strength, capital mix, dividends and return on capital, and the unconsolidated capital adequacy of all
regulated entities. The Company has a capital management process in place to measure, deploy and monitor its availabldcapita
assess its ade@cy on a continuous basis. Senior executive management develops the capital strategy and oversees the capital
management processes of the Company. Capital is managed using both regulatory capital measures and internal metrics. The
I 2YLI ye QA NDNYLINAE R RENBIOSR FTNRY 02YY2y aKINBK2ft RSNARAQ SljdAade:x
income.

As a holding company, the Company derives cash from its subsidiaries generally in the form of dividends and manageroent fees t
meet its obligd A 2y a3 @KAOK LINAYINRfe Oz2yarai 2F RABGARSYR |yR AyiSNB:
obligations primarily through the premium and investment income and maturities in the securities portfolio. The operatiagdes

subsidiares require regulatory approval for the return of capital and, in certain circumstances, prior to the payment of dividends. In

the event that dividends and management fees available to the holding company are inadequate to service its obligations, the
Company would need to raise capital, sell assets or restructure its debt obligations.

¢CKS /2YLI yeQd RAGARSYR ¢l a adaLISYRSR Ay G(KS aSO02yR |jdz NISNI 2%

CKNRdZAK2dzi wHnnd GKS /2YLIlye KLEa O2yiAydzsSR (2saldsulbfimhirss ghgodg f 2 & & ¢
tf2aasa 3ANBLGf& NBRIZOSR GKS /2YLIlyeQa OFLAGET TtabElmdingfthed & o@
dividend capacity of the operating subsidiaries description of the negative covenants is ttised below. For further details on the
OFLAGEE | RSIdzr 08 2F (GKS 2LISNI GAy3 adzoaiARAIFINASaAES &aS8SS thekS wwSs
financial statements.

Certain debentures issued by the Company contain negativenamis in their trust indentures, placing limitations and restrictions
over certain actions without the prior written consent of the indenture trustees. Included in the negative covenantsiisitigoh

on the incurrence of additional debt in the evetitat the total debt to total capital ratio or the senior debt to total capital ratio
exceed 50% and 35%, respectively. The total debt is calculated onfarpra basis taking into account the issuance of additional
debt. The debentures also include covatalimiting the issuance and sale of voting stock of restricted subsidiaries, the payment of
dividends or any other payment in respect of capital stock of the Company, or the retirement of debt subordinate to theigeben
covered by the trust indentures, after giving effect to such payments as described in the trust indentures, the total debt to total
capital ratio exceeds 50%lIn this calculation, total debt and senior debt are determined on a current basis and total capital is
determined based onhte most recent publicly filed financial statements.

Based on théDecember 31, 2008inancial statementsi KS / 2 YL} y&@Qa G2aG+t RSod G2 OFLMAGEE |
66.6%and 48.7%respectively. As a result, the limitations and restrictidlescribed above are applicabl&/hen reviewing applicable

activities, compliance is based on a calculation of the last reported equity balance and the debt level at the pointaifthime
transaction.

Early in 2010 the Company announced that it hateesd into a definitive agreement for the sale of Jevco.Narch 29 201Q the
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sale of Jevco was completedlthough Jevco is a restricted subsidiary, prohibiting the sale of its voting stock under the terms of the
restrictive covenants described aboweportion of the proceeds from this transactiomasused to repay outstanding indebtedness

sufficient to lower the ratios applicable to the restrictive covenants to a level where the restriaimtsngerapply following the

application of the proceeds it KA & Y| yy SN C2tt2gAy3 (-¢08 reshiB thé tehtS3o capkal ratiksS / 2 Y
described abovexceedthe thresholds and as a result these restrictions are applicable from March 31, 2010.

Debt and Equity Buyback Initiative:

In May 200%he Board of Directors delegated to the Capital Committee of the Board of Directors the authority to repurchase debt of
the Company up to a maximum of $80nillion.

On June 26, 2009, KFS Capital LLC, an indirect soholsd subsidiary of the Companggmmenced a tak@ 3SNJ 60 AR 6 G KS &
hTFFSNEOD (2 | OlidzANB dzZld 62 mZInnnsnnn LINBFSNNBRI NBGNI Qristaat S NJ
a price per unit of C$12.00 in cash. The KLROC Offer expired on Tuesday, Aug08tahd2694,015 units were tendered. This

tender was paid for using available cash.

Kingsway 2007 General Partnership, an indirect whalimed subsidiary of the Compangnnounced on July 14, 2009 the
O02YYSyOSYSyid 2F | Y2RATFTASBNIGBAZEOK A Hdz@A A AW SUBYRIRINEF  LJ2 NI A 2
550S8yidNBa RdzS WdzZ & wmmMZI HaAMH O0GKS aunmu 5S5S06SylidNBaédodcet KS Hn
per C$1,000 principal amount of debentures of not less 16885840 and not greater than C$620, for a maximum aggregate purchase

price to the offer or not to exceed C$31 million (excluding accrued and unpaid interest). The 2012 Offer expired Friday,4Augu

2009 with valid tenders (that were not withdrawn) of C$B4,000 in aggregate principal amount of Debentures. Kingsway 2007
General Partnership accepted for purchase all such tendered Debentures at the highest price specified of C$620 per i@8hal00 pr
amount. This tender was paid for using available cash.

The Company continues to explore opportunities to buy back debt in the market in order to reduce the debt to capitalelatios b

the level at which these operating restrictions apply, while ensuring that the debt covenants are fully complied witt2 YHeICy € Q &
public debt is material and a breach in covenants could lead to the liquidation of the Company if principal and interesttpayen

called before maturity.

In November 2009, the Company repaid in full a $6.9 million mortgage on a property.

¢KS /JFLAGEE [/ 2YYAGGSS 2F GKS /2YLIyeQa .2FNR 2F 5ANBOGhAat2 NBE K|
NEBYIFAYSR dzydzZaSR F2ff26Ay3a (GKS SELIANE 2FY 60A0 (KS YZ®RMBHSR &5
Debentures due July 11, 2012, and (ii) the expiry of the-tadex bid for units of the Kingsway Linked Return of Capital Trust, be

F LILX ASR (2 GKS NBLHNOKF&S 2F YAy3asgle 0O02YY2y &Kl NB& LlzNEdz yi

The Companyramounced on July 29, 2009 an amendment to its normal course issuer bid for common shares had been approved by
GKS ¢2NRyG2 {0201 9EOKIYy3aS 66¢{-60d ¢KS y2NXIf O2dzNBAS A&a&dzSNJ
Purchases under theormal course issuer bid from December 2, 2008 to December 1, 2009 were limited to 2,753,426 common
shares (or approximately 5% of the aggregate number of common shares outstanding on November 15, 2008). Purchases under the
normal course issuer bid, as anded, are now limited to 5,386,545 common shares, or 10% of the public float on November 28,
2008. Purchases underighamendednormal course issuer bidxpiredon December 1, 2009. During 2009, 3,472,700 shares have

been repurchased under the current moal course issuer bid at an average price of C$3.77.

As at December 31, 2009, the Company Bacb95828 common shares outstanding compared with 55,068,528 common shares
outstanding at December 31, 2008.

As at December 31, 2009, of the $a@nillion authorized by the Board of Directors to repurchase debt and equity of the Company,
approximately 83.7 million had been used.This repurchase program is no longer active.

Regulatory capital requirements and ratios:

Effective October 1, 2009 Jevco assumed dheets and liabilities of KGIC and all intercompany reinsurance agreements between
Jevco, KGIC and Kingsway Reinsurance (Bermuda) Limited were commuted. In addition, capital has been injected into Jevco to
support the consolidated operations.

As a restlof the above transactions, all insurance operations in Canada were consolidated within Jevco with effect from October 1,
2009. During the fourth quarter the Company announced its intent to dispose of its majority stake in Jevco. Subsequerdnd yea
the sale of 100% of Jevco was completed.
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In Canada, Jevco is regulated by OSFI. OSFI expects each institution to maintain ongoing capital at no less than ting s&rgetvis
aAyAYdzy /FLAGEE ¢Sad odaa/ ¢é0 2T  ™mp mstitutibnydd altérhadive SugeivisanyfttadrgetieXel A y O
0FaSR dzLRY |y AYRAGARdzZ £ AyadAdlddziai2yadBCTNR229% ataiphBalof dpBokimdtely | (5 .
$91.0 million in excess of the 150% level.

In the United States, afis 6 aSR OFLIAGIE odaw./ €0 F2N¥dzZ | Aad dzaSR o0& (GKS bl
identify property and casualty insurance companies that may not be adequately capitalized. The NAIC requires that capital and
surplus not fall belov200% of the authorized control level. As at December 31, 288$d on the unaudited statutory basis financial
statements and after reflecting the effect of dividend and capital contributions in January 2010.S. subsidiaries are above the

required BC levels, with RBC ratio estimates ranging betw2ei?o and 38,172%, and have estimated aggregate capital of
approximately $44.5 million in excess of the 200% level.

On October 19, 2009, the Company announced that its indirect wholly owned subsidigrijakAlisposed of its entire interest in
YI'LQa ¢oK2ffte 26ySR a4dzo0dARAINE 21 fAKANB® 2| f AaKANB Adnaigki® az2ft S
charity, and with this disposition Lincoln ceases being a member of the Kingpaay of companies. As of the date of the
disposition of Walshirefl KS / 2 tudtrof éved &Valshire and its subsidiaries, including Linawés lost. Accordingly, Walshire

and its subsidiaries are no longer consolidated beginning October 19, 2009.

The Compar@ abligations in connection with Walshire and its subsidiawes a $10 million cash contribution to Lincoln which was
made in the fourth quarter of 2009; continued compliance with a-ofihmanagement agreement, including certain continued
support to the runroff management team at Lincoln; and continuing guarantee and reinsurance obligations t&€orggany and
third party insurance providers in respect of certain Lincoln obligations.

As part of the ongoing transformation program, duringetsecond quarter the Company began terminating all related party
reinsurance treaties. As at September 30, 2009, all treaties between Kingsway Reinsurance Corporation and the U.S. operating
companieswere commuted. As noted above, treaties between the Giiaa operating companies and Kingsway Reinsurance
(Bermuda) Limited were commuted effective October 1, 2009. These initiatives have resulted in increased ciygitaparating
companies and it has released excess capital from the captive reinsurezsutet for corporate purposes.

As at December 31, 2009, following the commutation of all intercompany reinsurance treaties between Kingsway Reinsurance

I 2NLIR NI GA2Y YR (GKS /2YLIyeQa ! &f{ & 2LISNI i A yaHat RinpswvayARRiRsuraikeS 3 = |
Corporation was repatriated. A portion of this capital wasleployed directly into the U.S. operating subsidiaries and a portion was

held at the parent company for corporate purposes. The regulatory capital remaining in EynBginsurance Corporation following

the commutation of all related party reinsurance treaties is below the amount required under the Insurance Act of Barbados wh
Kingsway Reinsurance Corporation is domiciled. The calculation of the minimum capitedddgbased upon the premiums of the

previous calendar year when the level of underwriting activity was significantly greater than those of the ongoing Bapbeatitno

This situation has been communicated to the Office of the Supervisor of Insukayfce . | NbF R2a4 6 KAOK KIF & | OO0¢
commitment to resolve the shortfall in early 2010.

As at December 31, 2009, the capital maintained by Kingsway Reinsurance (Bermuda) Limited was approximately $1.0 million in
excess of the regulatory capitaquirements in Bermuda.

‘ NOTEB ‘ HEDGES

On July 10, 2007, a general partnership of the Company (Kingsway 2007 General Partnership) issued a five year C$H million d
obligation due on July 11, 2012 with fixed semhual C$3 million interest payment® YAy 3da gl & wnnt DSy SNJI f
management objective is to lock in the cash flow requirements on this debt obligation in U.S. dollar terms which is tiey é¢nrre

which its cash inflows are received, thus mitigating exposure to variabiligxpected future cash flows. In order to meet this
objective, Kingsway 2007 General Partnership had entered into a-cuosncy swap with Bank of Nova Scotia to swap U.S. dollar

cash flows into Canadian dollar cash flows providing the Company with th@eddCanadian dollar funds each seannual period

and upon maturity to settle the senior debenture offering interest payments. The swap transaction had been designatedhas a ca
flow hedge. Any changes in the fair value of the hedging instruments we@ded in other comprehensive income until the

hedged item affects the Consolidated Statement of Income.

On June 2, 2009, the company discontinued the swap transaction which was designated as a cash flow hedge. Any changes in the
fair value of this hedgingstrument had been recorded in other comprehensive income. When a cash flow hedge is discontinued,
any cumulative adjustment to the hedging instrument that had been recorded through other comprehensive income is recognized i
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income over the remaining ten of the hedged item, or when the hedged item is derecognized. The amount of loss recorded in
other comprehensive income at the time of the discontinuance of the cash flow hedge was $6.2 million before tax of which $2.1
million has been reclassified to niecome for the year ended December 31, 2009.

‘ NOTE 9 ‘ CAPITAL ASSETS:

200¢

Accumulated Carrying

Cos Amortization Value

Land $ 4,19¢ $ = G 4,19¢
Buildings 19,11 3,95¢ 15,15¢
Leasehold improvements 12,13¢ 4,147 7,992
Furniture and equipment 8,04: 5,55¢ 2,487
Computer hardware 8,10 7,71¢ 38t
Automobiles 348 254 89
Total $ 51931 $ 21,62¢ $ 30,30¢
200¢

Accumulated Carrying

Cos Amortization Value

Land $ 419 $ - $ 4,19¢
Buildings 19,11 3,363 15,75(
Leasehold improvements 12,02 3,371 8,644
Furniture and equipment 5,95¢ 3,7% 2,20z
Computer hardware 6,05¢€ 5,51¢ 53¢
Automobiles 421 241 18C
Total $ 47,766 % 16,258 $ 31,511

As discussed in Note h, 2009, he Company adopted the CICA Handbook Section.3864result, certain capital assetsave been
reclassifiedo intangible assets.

e ——
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‘ NOTE 10‘ SHARE CAPITAL:

Authorized:
Unlimited number of common shares

Share transactions consist of the following:

Weighted
Average
Shares Issue  Stock Option Exercisi Amount
Price*
Balance aat December 31, 2006 55,884,52! 2,344.87¢ $ 18.07 $ 328,47:
Stock options:
Granted in year 571,00C 23.0C
Granted in year 25,00C 12.0¢
Exercisedn year 76,30z (76,303 12.9¢ 88C
Forfeited in year (91,750 22.3(
Stockbased compensation expense 202
Normal course issuer bid Note 10 (e) (445,100 (3,404
Balance as at December 31, 2007 55,515,72i 2,772,82: % 19.0: $  326,15:
Stock options:
Granted in year 652,35( 13.47
Granted in year 12,00C 9.4
Granted in year 3,000 9.6C
Exercised in year 21,00( (21,000 4.3C 89
Forfeited in year (92,334 19.7¢
Normal course issuer bid Note 10 (f) (468,200 (3,896)
Balance as at December 31, 2008 55,068,52 3,326,83¢ 17.97 322,34+
Stock options:
Granted in year 65,00C 1.9C
Granted in year 376,50( 10.0¢
Expired in year (333,735 15.1¢
Forfeited in year (1,410,520 17.5C
Normal course issuer bid Note 10(f) (3,472,70C (27,053
Balance as at December 31, 2009 51,595,82 2,024,08¢ 16.77 295,29:
*Weighted average price is gt in Canadian dollars as per the terms of the option.
(@ During the year ended December 31, 2009, options to acquire nil shares{2Q0®00; 200# 76,303 shares) were exercised at nil
per share (2008 C$4.30 to C$19.70 per share; 2007%$4.30 taC$19.70 per share).
(b) The weighted average number of shares outstanding for the years ended December 31, 2009, 2008 and 2007 were 53,901,615,

55,196,596 and 56,656,913, respectively. On a diluted basis, the weighted average number of shares outstatingears
ended December 31, 2009, 2008 and 2007 were 53,936,748, 55,250,693 and 55,944,060, respectively.

(c) During 2009, the Company declared dividends payable in Canadian dollars of C$0.02 per share payable for the first and second
quarter. There wre no dividends declared for the second half of 2009. Total dividends declared in 2009 were C$0.04 per common
share. Dividends paid to common shareholders during 2009 were C$2,202,741 and C$16,548,983 in 2008.

(d) Options exercised during the year regdtin an increase in share capital from contributed surplus of nil for the year ended
December 31, 2009 and $89,000 for the year ended December 31, 2008.
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(e)

®

On November 9, 2007, the Company obtained approval from the TSX to make a normal course isuéstidmmon shares. For

the twelve month period commencing November 13, 2007 and ending November 12, 2008, the Company could repurchase up to
2,780,000 of its common shares representing less than 5% of the then outstanding common shares. For ttod plenednber 13,

2007 to December 31, 2007, the Company had repurchased 123,700 of its common shares at an average price of $16.68. For the
year ended, December 31, 2007 the Company had repurchased a total of 445,100 of its common shares at an awemige pric
$18.20. All of the repurchased common shares were cancelled.

On November 28, 2008 and amended on July 29, 2009, a normal course issuer bid was approved by the TSX, effectivevfer the twel
month period commencing December 2, 2008 and ending Deeertib 2009, whereby the Company could repurchase up to
5,386,545 common shares or approximately 10% of the public fléat.the period of December 2, 2008 to December 31, 2008, the
Company did not repurchase any common shares. For the year ended, Dercg@hi2009 the Company had repurchased a total of
3,472,700 of its common shares at an average price of C$aIVdf the repurchased common shares were cancelled.

‘ NOTE 11 ‘ STOCKBASED COMPENSATION:

@

The Company has established a stock optionrtice plan for directors, officers and key employees of the Company and its
subsidiaries. At December 31, 2009, the maximum number of common shares that may be issued under the plan is 4,800;000 (2008
4,800,000) common shares. The maximum number of comsiwares available for issuance to any one person under the stock
option plan is 5% of the common shares outstanding at the time of the grant.

The exercise price is based on the market value of the shares at the time the option is granted. In gemenations vest evenly
over a three year period and are exercisable for periods not exceeding 10 years.

¢tKS AYGUNAYyaAO Gl tdzS 2F | aiG201 2LIA2y 3ANIyld Aad (GKS ReaRdF SNBy O
the exercise pricef the option. The aggregate intrinsic values for the stock options outstanding at December 31, 2009, 2008 and

2007 were nifor each yearThe aggregate intrinsic values for stock options exercisable at December 31, 2009, 2008 and 2007 were
nil for eachyear.

The following tables summarize information about stock options outstanding as at December 31, 2009, December 31, 2008 and
December 31, 2007:

Exercise prices are stated in Canadian dollars as per the terms of the option.

December 31, 2009

Exercisi Date of Expiry Remaining Contractual Number Number

Price Grani Date Life (Years) Outstanding Exercisable
C$ 1.9C 05-Mar-09 05-Mar-14 3.9 65,000 -
C$ 10.0¢ 05-Mar-09 05-Mar-14 3.9 257,000 -
C$ 9.6( 02-Sep08 02-Sep13 3.7 3,000 1,000
C$ 9.84 12-May-08 12-May-13 34 12,000 4,000
C$ 13.4% 20-Feb08 20-Feb13 31 297,350 99,117
C$ 12.0¢ 31-Dec07 31-Decl0 1.0 25,000 25,000
C$ 23.0C 12-Feb07 12-Feb12 21 288,500 225,667
C$ 24 5t 13-Feb06 13-Feb11 11 310,000 310,000
C$ 19.7C 14-Feb05 14-Feb10 0.1 271,034 271,034
C$ 13.5: 10-Feb03 10-Feb13 3.1 213,000 213,000
C$ 19.6€ 21-Feb02 21-Feb12 21 184,500 184,500
C$ 7.8C 22-Feb01 22-Feb11 1.2 78,500 78,500
C$ 4.3C 24-Feb00 14-Feb10 0.2 19,200 19,200
Total 22 2,024,084 1,431018
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December 31, 2008

Exercis Date of Expiry Remaining Contractual Number Number
Price Grani Date Life (Years) Outstanding Exercisable

C$ 9.6( 02-Sep08 02-Sep13 4.7 3,000 -

C$ 9.84 12-May-08 12-May-13 4.4 12,000 -

C$ 13.4% 20-Feb08 20-Feb13 4.1 639,850 -
C$ 12.0¢ 31-Dec07 31-Decl0 2.0 25,000 25,000
C$ 23.0C 12-Feb07 12-Feb12 3.1 535,250 245,083
C$ 24.5¢ 13-Feb06 13-Feb11 2.1 540,100 393,400
C$ 19.7C 14-Feb05 14-Feb10 11 455,867 455,867
C$ 15.1¢ 12-Feb04 12-Feb09 0.1 333,735 333,735
C$ 13.5:¢ 10-Feb03 10-Feb13 4.1 315,334 315,334
C$ 19.6¢€ 21-Feb02 21-Feb12 3.1 287,000 287,000
C$ 7.8C 22-Feb01 22-Feb11 2.2 122,002 122,002
C$ 4.3C 24-Feb00 14-Feb10 12 57,701 57,701
Tota 2.6 3,326,839 2,235,122

December 31, 2007

Exercisi Date of Expiry RemainingContractual Numbet Number
Price Granl Date Life (Years) Outstanding Exercisable
C$ 12.0¢ 31-Dec07 31-Decl0 3.0 25,00( 25,000
Cs$ 23.0C 12-Feb07 12-Feb-12 4.1 552,75( -
C$ 24 5t 13-Feb06 13-Febl1 3.1 558,60( 186,200
Cs$ 19.7(C 14-Feb05 14-Feb10 2.1 478,70( 316,033
C$ 15.1¢ 12-Feb04 12-Feb09 1.1 342,73¢ 342,736
C$ 13.5¢ 10-Feb03 10-Feb13 5.1 319,33« 319,334
C$ 19.6¢€ 21-Feb02 21-Feb12 4.2 295,00( 295,000
C$ 7.8C 22-Feb01 22-Febl1l 3.2 122,00: 122,002
C$ 4.3C 24-Feb00 14-Feb10 2.2 78,701 78,701
Tota 3.2 2,772,82: 1,685,006

At December 31, 2009, 2008 and 2007 the number of options exercisable were0l,434,235,122 and 835,006, respectively, with
weighted average prices of C$18.89, C$18.23 and C$16.45, respectively.

The Company determines the fair values of options granted using the-8tdakes option pricing moddhuring March 2009, the
Company issued two option grenat varying exercise prices. Per share fair value of these grants was C$0.97 and ES6 vilue

of options granted in February 2008 was C$2.88, May 2008 was C$2.43 and September 2008 was C$2.45. Fair value of options
granted in February 2007 was 884 and in December 2007 was C$2.38.

The Company does not record any compensation expense for stock options granted prior to 2003. When these stock options are
exercised, the Company will include the amount of proceeds in share capital. The impactioconet and earnings per share if the
Company had measured the compensation element of stock options granted based on the fair value on the date of grant on all
outstanding stock options on their grant date is disclosed as follows:

Kingsway Financial Services Inc. 2009 Annual Report Pager8



200¢ 200¢ 2007
Stock optionadjustmentincluded in
employee compensation expense $ (4,189 $ 2,172 $ 2,46¢
Netloss as reported $ (290,289 $ (405,865 $ (18,526
Pro forma nefoss $ (290,289 $ (405865 $ (18,526
As reported $ (538 $ (735 $ (0.2
Pro forma (5.38) (7.35 0.2)
Dilutedlossper share
As reported $ (538) $ (735 $ (0.2
Pro forma (5.38) (7.35 0.2)
Stock option expense aboveda OKIF NHSR (2 SINyiAy3da yR Aa AyOtdzRSR Fa | &aSL

OFLIWiA2Yy &/ 2y iNRKROodzi SR { dzNLJ dza ¢ ©
The fair value of the options granted was estimated at the date of grant using the-8tadkes option pricing model with the
following weighted average assumptions:

Mar Sey May Fet Dec Fet
200¢ 200¢ 200¢ 200¢ 2007 2007
Riskfree interest rate 1.7¢% 291% 3.02 % 3.2z % 3.82 % 4.119
Dividend yield 4.21% 3.1% 3.1 % 2.2 % 2.5 % 1.2
t2thdAtade 2F GKS SELISOGSR YN 88.1% 37.6% 356 % 27.€ % 28E% 252
shares
Expected option life (in years) 4.0 4.C 4.C 4.0 3.C 4.C

(b)

(©

The BlaciScholes option valuatiomodel was developed for use in estimating fair value of traded options that have no vesting
restrictions and are fully transferable. As the Company's employee stock options have characteristics significantlyfobffetbnse

of traded options, and bewise changes in the subjective input assumptions can materially affect the fair value estimate, in
management's opinion, the above pro forma adjustments are not necessarily a reliable single measure of the fair value of the
Company's employee stock optians

The Company has an employee share purchase plan where qualifying employees can choose each year to have up to 5% of their
Fyydz £ oFasS SIENyAy3a gAGKKSER G2 LJ2NDKFasS GKS /2YLlyeQa 02V
contribution amount, and its contributions vest immediately. All contributions are used by the plan administrator to purchase
02YY2y &KINBa Ay GKS 2Ly YINJSGiod ¢KS /2YLIkyeQa O2y(iNRodziAz2y
2008 and 2007 tatled $556,000, $840,000 and $885,000, respectively.

9FFTSOUADS alé& HnnyX (GKS O02YLI yeé KTha putposdkd théS DENBiAgram ksltdNdBomatey/ah {
greater alignment of interests between members of the Board and the shatet®bf the Company. As such, emaf of the annual
retainer fee for serving as a member of the board will be credited as D@Hddition, each director has the option to choose to
receive all or a percentage of their remaining annual remuneration WsDS

0

DSUs are credited to an account maintained for each director by the Company. The number of DSUs to be credited is deyermined
RAGARAY3I GKS Y2dzyld 2F GKS RANBOG2NNA NBYdzy SNIrdipkicgntiadayp S RS T &
I RANBOG2NI gK2 KlFa OGSNN¥AYIFIGSR ASNWBAOS YI& NBRSSY (GKS 55{!a ON
year subsequent to the year the eligible director terminated service. The Company will makg aum cash payment (net of any

FLILX AOFo0ofS AGKK2f RAy3a 2NJ RSRdzOGA2yauv Sldat G2 GKS ffldzyo SNI 2
notice of redemption of the DSUs multiplied by the fair market value per share.
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The total nmber of DSUs held, for the years ended December 31, 2009, 2008, 2007 was 87,450, 32,327 and nil, respéetively.
program was terminated effective January 1, 2010.

‘ NOTE 12‘ PENSION BENEFITS:

The Company maintains separate defined contribution pengiams in Canada and in the U.S. for all of its qualified employees
including the employees of all subsidiaries. In Canada, qualifying employees can choose each year to have up to 5%noftheir a
base earnings subject to the maximum Registered RetirerfentdA y 3& tf Ly odaww{t é¢0 RSRdzOGA2Yy f A
applicable plan. The RRSP deduction limit is the lesser of 18% of earned income for the preceding year or C$21,000ar@$20,000
C$19,000 for 2009, 2008 and 2007 respectively. The Compeaiches one half of the employee contribution amount, and its
contributions vest immediately. In the U.S., qualifying employees can choose to voluntarily contribute up to 60% of their ann
earnings subject to an overall limitation of $16,500 in 200%,5%00 in 2008 and $15,500 in 2007. The Company matches 50% of the
employee contribution amount each payroll period up to 5%.

The contributions for the U.S. plan vest based on years of service with 100% vesting after five years of service. Th&d@ompany
contribution is expensed as paid and for the years ended December 31, 2009, 2008 and 2007 totaled $1,471,000, $1,643,000, and
$1,389,000, respectively. All Company obligations to the plans were fully funded as of December 31, 2009.

Prior to December 31, 1997 &adzoadl ydAaltte Fff alFflFrNASR SyLXz2es8Sa 2F (GKS [/ 2)
defined benefit pension plan sponsored by American Country. Effective December 31, 1997, upon resolution of its Boatdrsf Dire

the plan was frozen.hie reported pension expense for American Country was $121,000, $53,000 and $25,000 in 2009, 2008, and
2007 respectively.

‘ NOTE 13‘ UNDERWRITING POLICY AND REINSURANCE CEDED:

In the normal course of business, the Company seeks to reduce the loss thatiseafr@n catastrophe or other events that cause
unfavourable underwriting results by reinsuring certain levels of risk, in various areas of exposure, with other insar@smphany

is not relieved of its primary obligation to the policyholder as a tesfuthe reinsurance transaction.

Failure of reinsurers to honour their obligations could result in losses to the Company. Consequently, the Company gontinuall
evaluates the financial condition of its reinsurers and monitors concentrations of credibrisinimize its exposure to significant
losses from reinsurer insolvency.

Underwriting risk:

Underwriting risk is the risk that the total cost of claims and acquisition expenses will exceed premiums received aisé ¢amar
numerous factors, includingriging risk, reserving risk, catastrophic risk, catastrophic loss risk and reinsurance coverage risk.

CKS /2YLI yeQa dzyRSNBNARGAY3I 202S0GABS A& (2 RSOSt2L) Gdamevey Saa ¢
profitable underwriting results (i.e. a combined ratio between 95% and 100%)

Pricing risk:

Pricing risk arises when actual claims experience differs from the assumptions included in pricing calculations. Higtaically
underwriting results of the property and casualty inthyshave fluctuated significantly due to the cyclicality of the insurance market.

The market cycle is affected by the frequency and severity of losses, levels of capacity and demand, general econoorie aodditi

price competition. The Company focuses mofitable underwriting using a combination of experienced underwriting staff, pricing
models and price adequacy monitoring tools. The products are priced taking into account numerous factors including claims
frequency and severity trends, product linepexise ratios, special risk factors, the capital required to support the product line, and
G6KS Ay@SaildySyid Ayo02YS SIENYySR 2y GKFG OFLRAGEHEE® ¢KS /2Yid yeQa
also providing longerm rate stabiliy. These factors are reviewed and adjusted periodically to ensure they reflect the current
environment.
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Reinsurance risk:

The Company relies on reinsurance to manage the underwriting risk; however, reinsurance does not release the Company from its
primarycommitments to its policyholders. Therefore, the Company is exposed to the credit risk associated with the amounts ceded to
reinsurers. The Company assesses the financial soundness of the reinsurers before signing any reinsurance treaties r@riti@inonito
situation on a regular basis. In addition, the Company has minimum rating requirements for its reinsurers. The Compasy tender
reinsurance requirements on a regular basis to ensure that the best price possible is obtained. The Company works with well
edablished reinsurers that have expertise in their field as well as an understanding of the business. Management revignaaceins
programs to manage cost efficiency and reduce the likelihood of coverage gaps.

The Company follows the policy of underwriin YR NBAY aAdz2NAYy 3 O2y G NI OGa 2F AyadaNryOS:
the following maximum amounts:

Years ended December 31

200¢ 200¢ 2007
Property claims $ 500 $ 50C $ 50C
Casualty claims $ 1,000 $ 1,00 $ 1,00

In addition, the Company has obtained catastrophe reinsurance protection which provides coverage in the event of a series of
events. This reinsurance limits its net retained exposure and provides coverage up to certain maximwoup@noe amounts in
excess of the retained loss as follows:

Years ended December 31

200¢ 200¢ 2007
Retained loss $ 2,00 $ 2,00C $ 5,00(C
Maximum coverage $ 38,00( $ 38,000 $ 20,00(

The uneaned premium balance is affected by the reinsurance ceded as a portion of the unearned premium will be owed to the
reinsurer as the premiums are earned in the subsequent periods. The amounts deducted for reinsurance ceded from net premiums
earned, claimsnicurred and commissions and premium taxes for the years ended December 31, 2008, 2007 and 2006 were as

follows:
2009 200¢ 2007
Net premiums earned $ 12,393 $ 12,04 $ 11,78¢
Claims incurred 412 1,31¢ 1,23¢
Commissions and premium taxes 11,658 15,37: 8,41¢

The amounts of assumed premiums written we®4,439,000 $36,829,000and $39,587,000for the years ended December 31,
2009, 2008 and 2007, respectively. The amowfitassumed premiums earned weré&&146,000 $44,548,000and $2,536,0000or
the years ended December 31, 2009, 2008 and 2007, respectively

e ——
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‘ NOTE 14‘ INCOME TAXES:

[N

(@) CKS /2YLIl yeQa LINPGAAAZY F2NJ AyO2VYSedasiBwsz O2YLI NBR (2 &

200¢ 200¢ 2007
Provision for taxes at Canadian statutory marginal income tax rate $ (45128 $ (38,243 $ (16,689
Valuation allowance 21,73¢ 67,67¢ -
Norntaxable investment income (59) (580 (353
Foreign operations subject to different tax rates 11,267 11,847 (2,923
Change in tax rates and other (18,229 (12,095 15,72¢
Provision for income taxes for continuing operations $ (30410 $ 28,805 $ (4,233
(b) The components of future income tax balances are as follows:

2009 200¢

Future income tax assets:
Losses carried forward $ 235604 $ 88,68:
Unpaid claims and unearned premiums 24,920 16,64¢
Securities 2,314 8,041
Profit commission accruals 237 2,01
Other 2,969 4,44;
Valuation allowance (242,756) (96,221
Future income tax assets 23,288 23,60
Deferred policyacquisition costs (6,255) (5,800
Securities (5,253) (727)
Guaranteed payments - (1,240
Other (2,299) -
Future income tax liabilities (13,807) (7,767
Net future income tax assets $ 9481 $ 15,84C
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(c) Amounts and expiration dates of the operating loss carry forwards are as follows:

Year of ne Expiratior Net operating
operating los: date loss
U.S. operations: 1997 2012 1,284
200C 202( 507

2001 2021 14,898

200z 202z 4,367

200z 202¢ 202

2004 2024 138

200t 202t 41

200¢€ 202¢ 32,268

2007 2027 70,113

200¢ 202¢ 55,010

200¢ 202¢ 501,856

In addition, there are operating lossirry forwards relating to the operations in Barbados in the amouni88;351000 All of these
losses will expire in 2018.

(d) The Company established valuation allowances 2#2$755000 (U.S. Operations $239,583000; Other - $3,172000 and
$67,676,000(U.S. Operations$67,676000; Other ¢ nil) for its gross future tax assets at December 31, 2009 and 2008, respectively.
.aSR 2y GKS /2YLIl yeéeqa SELISOGIGAZY&E 2F GFEFOofS AyOnmxfmreAr(a | ¢
tax liabilities, management believes it is more likely than not that the Company will fully realinetthgure tax assets (Canadian
operations- $8,283000 U.S. operations $1,198000), with the exception of the aforementioned valuation allamce. The Company
has, therefore established the valuation allowance at December 31, 8td8ly as a result of the potential inability to utilize a
portion of its net operating losses in the U.S. that do not expire for up to 20 years. The uncertainty &@&r / 2 YLJ y&@ Q& | o
utilize a portion of these losses over the short term has led to the Company recording valuation allowances.

‘ NOTE 15 ‘ UNPAID CLAIMS:

@) Nature of unpaid claims:

The establishment of the estimated provision for unpeldims is based on known facts and interpretation of circumstances and is

therefore a complex and dynamic process influenced by a large variety of factors. These factors include the Companyiseexperie
with similar cases and historical trends involvirgral payment patterns, loss payments, pending levels of unpaid claims, product mix
or concentration, claims severity and claim frequency patterns.

Other factors include the continually evolving and changing regulatory and legal environment, actuariak,sprdifessional
experience and expertise of the Company's claims departments' personnel and independent adjusters retained to handlalindividu
claims, the quality of the data used for projection purposes, existing claims management practices inchidisghahdling and
settlement practices, the effect of inflationary trends on future claims settlement costs, court decisions, economic peratitib
public attitudes. In addition, time can be a critical part of the provision determination, since therléhgespan between the
incidence of a loss and the payment, or settlement of the claims, the more variable the ultimate settlement amount can be.
Accordingly, short tail claims such as property claims, tend to be more reasonably predictable than Iolagriajlsuch as general
liability and automobile accident benefit claims that are less predictable.

Consequently, the process of establishing the estimated provision for unpaid claims is complex and imprecise as itttalies on
judgment and opinions of lrge number of individuals, on historical precedent and trends, on prevailing legal, economic, social and
regulatory trends and on expectations as to future developments. The process of determining the provision necessariyrigksive
that the actualresults will deviate, perhaps substantially, from the best estimates made.

Kingsway Financial Services Inc. 2009 Annual Report Page33



(b)

Provision for unpaid claims:

¢KS /2YLIlyeQa Fyyddt S@Ftdad GA2y 2 Testitdid ofthe Bakildylfod @npall Elainzyelaling R Of |
to each preceding financial year compared to the liability that was originally established. The results of this comparison and the

changes in the provision for unpaid claims, net of amounts recoverable from reinsurers, for the years ended December 20082009
and 2007 were as follows:

2009 2008 2007

Unpaid claims beginning of year net $ 368,888 $ 392,070 $ 317,019
Net unpaid claims of subsidiaries acquired - - 65,332
Provision for claims ocering:

In the current year 334540 380,095 360,318

In prior years 21,548 (5,364) (5,602)
Claims paid during the year relating to:

The current year (168,142) (209,32) (216,306)

The prior years (192,522) (188,541) (128,691)
Unpaid claims end of year net 364,312 368,888 392,070
WSAYEAdzZNBENEQ YR 20KSNJ Ayadz2NENBEQ aKI NB 4,188 5,911 6,293
Unpaid chims- end of year $ 368501 $ 37479 $ 398,363

The results for the year ended December 31, 2009, were adversely affected by the evaluation of unpaid claims relategetrqrior

The Company reported unfavourable reserve developmer2df.5 million in 2009 compared to a favourable development of $5.4

million in 2008. Non Standard Auto business contribu$2d.8Y A f t A2y 2F (GKS LINA2N 8SIFNBQ Ofl AYa&

favourable claims developmer$3.9 million in 2008 and aalvourable claims development of $4.4 million in 2007. Property and

liability business favourably contribute®l.2YAf f A2y 2F GKS LINA2NJ 8SFNBRQ Ofl AvYya RS@St

contribution of $10 million in 2008 and a favourable contution of $1.2million in 2007.

(c) Ranges of unpaid claims:

In accordance with actuarial standards for 2009 and 2008, the independent appointed actuary develops a variability efntkee res
estimates, more commonly known as a range of reasonatderve estimates, and a recommended actuarial central estimate of

NE&aSNBSad ¢KS | Olidzr NAFE OSYdNlf SadAYIdS aAa AYyiSyRSRnai2z NBLN

necessarily be at the migoint of the high and low estimat of the range. The range of reasonable reserve estimates reflects the
uncertainties associated with analyzing the reserves, and includes estimates that could be produced by appropriateraethadal
and assumptionsThis range does not reflect thange of all possible outcomes. Actual results outside of this range are possible.

The ranges of provision for gross unpaid claimsUds.operations estimated by our independent actuary and the actual carried
provision for unpaid claims were as follows:

Actuaria
Low Higr Centra Carriec

Estimate
As & December 31, 2009 $ 336,94° $ 403,21¢ $ 368,47¢ $ 367,32«
As & December 31, 2008 $ 334,81¢ $ 407,24. $ 370,08 $ 37429E

In addition, the Company has carried a provision for unpaid clairksngsway Reinsurance Corporatafr$s1,177,000 an&504000
Fd 550SY0SN) omEI wHnnd YR uwnny NBALISOGAOSted ¢ KS /7290001ay @ Q&
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December 31, 2009 and 2008 respectively.

As part of the reserving process, the external independent actuary performs various quarterly reviews throughout the galandar
to assess whether the actual results of the operating insurance comganynaterially different than what was expected based on
loss development factors previously established.

As the processes of management and the external independent actuary are undertaken independently, the provision for unpaid
claims recorded by manageryidi OFy RAFFSNI FNRY (KS Ay RMihifoyhe oyith quarerioti2oogith@sd OSy
[2YLIye YR SIFIOK 2yS 2F AGa adzwaAiARALFNASA 2LISNI GSR dzy RSsNJ | LJ2
provision for unpaid eims (net of salvage and subrogation) at December 31 of each year was less than the actuarial central estimate
as recommended by its independent appointed actuary, the Company increased the gross provision for unpaid claims to an amount
that was not lesshan the final actuarial central estimate of each subsidiary as recommended by the independent appointed actuary.
Ly GKS F2dzNILK ljdz-r NISNI 2F wnngpX SFEOK &dzoaARAFNE NBO2NRSR YlIy
consolidated Compée Qa dzyLJ AR OflAYyYya o6& (GKS I33INBILGES RAFFSNBYyOS oS
aggregate actuarial central estimate.

Beginning in 2010, the Company will no longer operate under the policy described above of adjusting reserviesttaheef
AYRSLISYRSy(d I OGdzad NEQa OSyaGNIt SadGAYIFIGESd /2YLI NAY3I YIyldaSySyi
range of reasonable reserves independently determined by the appointed actuary continues to be an important stegsentviag

process, however, where differences exist and the Company believes the internally developed reserve estimate to be nateg accur
YEylF3sSySyiQa SaatAavyriasS Attt y2i 0SS OKFry3ISRd 2S5 0SSt mBebusti KA a
reserving process in place.

l'a +d 580SY0SNIomI HwnndE GKS 33INBIFGS FY2dzyi o0& 6KAOKAdOIKS 1
reserve estimate was $6.6 million. Because of the change in policy described aboveowistop for unpaid claims has not been
AYONBLIFaSR 2NJ RSONBIFaSR Ay GKS FAYIFIyOArt &adlGdSySyda 2FhaniKS adz
that of the actuarial central estimate. The Company elected to increase the corisdlidserves by $6.6illion to reflect the above

difference on a consolidated basis in order to present the financial position of the consolidated Company on a consistent bas
throughout the year.

‘ NOTE 16 ‘ SEGMENTED INFORMATION:

The Company provides guerty and casualty insurancePreviously, the Company managed these businesses in three reportable
segments: Canada, the United States and CorporAtea result of implementing its corporate restructuring plans, exiting-ame

businesses and the sal# its remaining Canadian operations, the Company now manages its business in the following three
segments: the United States, Business in-Rifnand CorporateThe United States segment consists of U.S. operations and includes
transactions withone ofi KS / 2 YLJ y@ Q& NBA Y & dzNJ y OS -Off iszoompribetl bf ik Scithern WKitSd Foedza A v S
Insurance Company Inc. business.Sa dzf a4 F2NJ GKS /2YLIl yeQa 2LISNIGAy3a as3ayvySyida
reporting systems and amonsistent with those followed in the preparation of the consolidated financial statements.

The segmented information for December 31, 2009 is summarized as follows:

United State: RunOff Corporate Total
Gross premiumsyritten $ 369,57¢ $ 7,21€ $ - $ 376,79:
Net premiums earned 410,69( 19,531 - 430,22:
Investment income (loss) 16,07¢ 477 (13,8279 2,72¢
Net realized gain (loss) 10,239 11 2 10,248
Interest expense 23,917 - - 23,91:
Amortization of capital assets 2,66¢ 42 502 3,20¢
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Amortization of intangible assets and goodwill impairment 8,301 17 2,332 10,65(

Income tax expensg@ecovery) (15,022 - (15,389 (30,419
Loss from continuing operations (55,811) (10,011 (40,519 (106,340
Total asset¢excluding assets held for sale)* $ 756,37: $ 33,93¢ $ 21,56¢ $ 811,87

* Total assets were $1,957,355 and assets held for sale were $1,145,481

The segmented information for December 31, 2008 is summarized as follows:

United State! RunOff Corporate Total
Gross premiums written $ 470,49C $ 53,701 $ - $ 524,19:
Net premiums earned 470,76 54,05¢ - 524,81¢
Investment income (loss) 34,28 52¢ 48E 35,311
Net realized gain (loss) (11,211 9 - (11,202
Interestexpense 31,04 - 3,92¢ 35,02:
Amortization of capital assets 2,72¢ 99 1,52¢ 4,357
Amortization of intangible assets and goodwill impairment 56,99¢ 17 3,45¢ 60,46¢
Income tax expense (recomg 43,39 - (14,788 28,60¢
Income (loss) from continuing operations (122,422 (14,513 (5,832 (142,767
Total asset¢excluding assets held for sale)* $ 902,93( $ 73,571 $ 4457¢ $ 1,021,07

* Total assets were $3,343,441 and assets held for sale wer@ %363}

The segmented information for December 31, 2007 is summarized as follows:

United State: RunOff Corporate Total
Gross premiums written $ 468,48¢ $ 41,65 $ - $ 510,14
Net premiums earned 463,13: 36,96¢ - 500,10:
Investment income (loss) 43,110 514 (2,381 42,24:
Net realized gain (loss) 2,267 (51 9) 2,207
Interest expense 30,26: - 8,60¢ 38,86¢
Amortization of capital assets 2,097 (58 2,86( 4,89¢
Amortization of intangible assets and goodwill impairment 5,28:% 15¢ 1,72¢ 7,167
Income tax expense (recovery) (10,312 - 6,07¢ (4,233
Income (loss) from continuing operations 2,641 (7,386 (37,248 (41,99)
Total assetg¢excluding assets held for sale)* $ 892,65 $ 71,50 $ 41,431 $ 1,005,60:

* Total assets were $4,657,405 and assets held for sale were $3,651,803
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