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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549
FORM 10-K

b ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES

EXCHANGE ACT OF 1934

For the fiscal year ended December 31, 2010
OR

0 TRANSITION REPORT PURSUANT TO SECTION 13 OR 15 (d) OF THE SECURITIES

EXCHANGE ACT OF 1934

For the transition period from to

Commission file no. 0-15886
THE NAVIGATORS GROUP, INC.
(Exact name of registrant as specified in its charter)

Delaware 13-3138397
(State or other jurisdiction of (I.R.S. Employer Identification No.)
incorporation or organization)

6 International Drive, Rye Brook, New York 10573
(Address of principal executive offices) (Zip Code)
Registrant s telephone number, including area code: (914) 934-8999
Securities registered pursuant to section 12(b) of the Act:

Title of each class: Name of each exchange on which registered:

Common Stock, $.10 Par Value The NASDAQ Global Select Market
Securities registered pursuant to Section 12(g) of the Act:
None
Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities Act.
Yes o No p
Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or 15(d) of the Act. Yes o
No p
Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the
Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past 90 days. Yes p No o
Indicate by check mark whether the registrant has submitted electronically and posted on its corporate website, if any,
every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T (§232.405 of
this chapter) during the preceding 12 months (or for such shorter period that the registrant was required to submit and
post such files). Yes p No o
Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K (§229.405 of this
chapter) is not contained herein, and will not be contained, to the best of the registrant s knowledge, in definitive proxy
or information statements incorporated by reference in Part III of this Form 10-K or any amendment to this Form
10-K. b
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Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer or
a smaller reporting company. See the definitions of large accelerated filer , accelerated filer and smaller reporting
company in Rule 12b-2 of the Exchange Act.

Large accelerated filer o Accelerated filer p Non-accelerated filer o Smaller reporting
company o
Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act). Yes
oNop

The aggregate market value of voting stock held by non-affiliates as of June 30, 2010 was $503,150,035

The number of common shares outstanding as of February 4, 2011 was 15,747,011.

DOCUMENTS INCORPORATED BY REFERENCE

Portions of the Company s 2011 Proxy Statement are incorporated by reference in Part III, Items 10, 11, 12, 13 and 14
of this Form 10-K.
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NOTE ON FORWARD-LOOKING STATEMENTS

Some of the statements in this Annual Report on Form 10-K are forward-looking statements as defined in the Private
Securities Litigation Reform Act of 1995. All statements other than statements of historical fact included in or
incorporated by reference in this Annual Report are forward-looking statements. Whenever used in this report, the
words estimate , expect , believe , may , will , intend , continue or similar expressions or their negative ar
identify such forward-looking statements. Forward-looking statements are derived from information that we currently

have and assumptions that we make. We cannot assure that anticipated results will be achieved, since actual results

may differ materially because of both known and unknown risks and uncertainties which we face. Factors that could
cause actual results to differ materially from our forward-looking statements include, but are not limited to, the factors
described in Part I, Item 1A, Risk Factors of this report. In light of these risks, uncertainties and assumptions, any
forward-looking events discussed in this report may not occur. You are cautioned not to place undue reliance on any
forward-looking statements, which speak only as of their respective dates. We undertake no obligation to publicly
update or revise any forward-looking statement, whether as a result of new information, future events or otherwise.

The discussion and analysis of our financial condition and results of operations contained herein should be read in
conjunction with our Consolidated Financial Statements and accompanying notes which appear elsewhere in this
report. They contain forward-looking statements that involve risks and uncertainties. Please see the above Note on
Forward-Looking Statements for more information. Our actual results could differ materially from those anticipated

in these forward-looking statements as a result of various factors, including those discussed above and elsewhere in

this report.

PART I

Item 1. Business

Overview

The accompanying Consolidated Financial Statements, consisting of the accounts of The Navigators Group, Inc., a
Delaware holding company established in 1982, and its wholly-owned subsidiaries, are prepared on the basis of U.S.
generally accepted accounting principles ( GAAP or U.S. GAAP ). The preparation of these financial statements
requires management to make estimates and assumptions that affect the reported amounts of assets and liabilities at

the date of the financial statements and the reported revenues and expenses during the reporting periods along with
related disclosures. The terms we , us , our and the Company as used herein are used to mean The Navigators Gr
Inc. and its wholly-owned subsidiaries, unless the context otherwise requires. The terms Parent or Parent Company as
used herein are used to mean The Navigators Group, Inc. without its subsidiaries.

We are an international insurance company focusing on specialty products within the overall property/casualty
insurance market. Our largest product line and most long-standing area of specialization is ocean marine insurance.

We have also developed specialty niches in professional liability insurance as well as other specialty insurance lines

such as commercial primary and excess liability.
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Our revenue is primarily comprised of premiums and investment income. We derive our premiums primarily from
business written by wholly-owned underwriting management companies which produce, manage and underwrite
insurance and reinsurance for us. Our products are distributed through multiple channels, utilizing global, national and
regional retail and wholesale insurance brokers.

We conduct operations through our Insurance Companies and our Lloyd s Operations segments. The Insurance
Companies segment consists of Navigators Insurance Company, which includes a United Kingdom Branch (the U.K.
Branch ), and Navigators Specialty Insurance Company, which underwrites specialty and professional liability
insurance on an excess and surplus lines basis. All of the insurance business written by Navigators Specialty Insurance
Company is fully reinsured by Navigators Insurance Company pursuant to a 100% quota share reinsurance agreement.
Our Lloyd s Operations segment includes Navigators Underwriting Agency Ltd. ( NUAL ), a Lloyd s of London
( Lloyd s ) underwriting agency which manages Lloyd s Syndicate 1221 ( Syndicate 1221 ). Our Lloyd s Operatio
primarily underwrite marine and related lines of business along with offshore energy, professional liability insurance
and construction coverages for onshore energy business at Lloyd s through Syndicate 1221. We controlled 100% of
Syndicate 1221 s stamp capacity for the 2010, 2009 and 2008 underwriting years through our wholly-owned
subsidiary, Navigators Corporate Underwriters Ltd. which is referred to as a corporate name in the Lloyd s market. We
have also established underwriting agencies in Antwerp, Belgium, Stockholm, Sweden and Copenhagen, Denmark,
which underwrite risks pursuant to binding authorities with NUAL into Syndicate 1221. We have also established a
presence in Brazil and China through contractual arrangements with local affiliates of Lloyd s. For financial
information by segment, see Note 3 to the Consolidated Financial Statements in Item 8 of this report.

During the 2008 second quarter, we closed two small underwriting agencies in Manchester and Basingstoke, England,
which did not have a material effect on our financial condition or results of operations.

While management takes into consideration a wide range of factors in planning our business strategy and evaluating
results of operations, there are certain factors that management believes are fundamental to understanding how we are
managed. First, underwriting profit is consistently emphasized as a primary goal, above premium growth.
Management s assessment of our trends and potential growth in underwriting profit is the dominant factor in its
decisions with respect to whether or not to expand a business line, enter into a new niche, product or territory or,
conversely, to contract capacity in any business line. In addition, management focuses on controlling the costs of our
operations. Management believes that careful monitoring of the costs of existing operations and assessment of costs of
potential growth opportunities are important to our profitability. Access to capital also has a significant impact on
management s outlook for our operations. The Insurance Companies operations and ability to grow their business and
take advantage of market opportunities are constrained by regulatory capital requirements and rating agency
assessments of capital adequacy. Similarly, the ability to grow our operations at Lloyd s is subject to Lloyd s capital
and operating requirements.

Management s decisions are also greatly influenced by access to specialized underwriting and claims expertise in our
lines of business. We have chosen to operate in specialty niches with certain common characteristics which we believe
provide us with the opportunity to use our technical underwriting expertise in order to realize underwriting profit. As a
result, we have focused on underserved markets for businesses characterized by higher severity and lower frequency
of loss where we believe our intellectual capital and financial strength bring meaningful value. In contrast, we have
avoided niches that we believe have a high frequency of loss activity and/or are subject to a high level of regulatory
requirements, such as workers compensation and personal automobile insurance, because we do not believe our
technical underwriting expertise is of as much value in these types of businesses. Examples of niches that have the
characteristics we look for include bluewater hull which provides coverage for physical damage to, for example,
highly valued cruise ships, and directors and officers liability insurance ( D&O ) which covers litigation exposure of a
corporation s directors and officers. These types of exposures require substantial technical expertise. We attempt to
mitigate the financial impact of severe claims on our results by conservative and detailed underwriting, prudent use of
reinsurance and a balanced portfolio of risks.
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Business Lines

Marine

A summary of our business line divisions and primary products within those divisions, by operating segment, is as
follows:

Marine Insurance Companies Marine and energy liability
Bluewater hull
Brownwater hull
Cargo
Specie
Protection & indemnity
Transport
War
Customs bonds

Inland Marine Insurance Companies Transportation
Construction
Specialty
Commercial output policy

Marine Lloyd s Operations Cargo and specie

Marine liability

Bluewater hull

Marine excess-of-loss reinsurance

War
Within the Insurance Companies marine business, there are a number of different product lines. The largest is marine
liability, which protects businesses from liability to third parties for bodily injury or property damage stemming from
their marine-related operations, such as terminals, marinas and stevedoring. Another significant product line is
bluewater hull, which provides coverage to the owners of ocean-going vessels against physical damage to the vessels.
We also underwrite insurance for harbor craft and other small craft such as fishing vessels, providing physical damage
and third party liability coverage. We underwrite cargo insurance, which provides coverage for physical damage to
goods in the course of transit, whether by water, air or land. Our U.K. Branch also underwrites primary marine
protection and indemnity ( P&I ) business, which complements our marine liability business, which is generally written
above the primary layer on an excess basis. We began to insure customs bonds in 2005. In 2006, we established an
Inland Marine division of Navigators Insurance Company focusing on traditional inland marine insurance products
including builders risk, contractors tools and equipment, fine arts, computer equipment and motor truck cargo.
Navigators Management Company, Inc., a wholly-owned underwriting agent, writes marine business for Navigators
Insurance Company from offices located in major insurance or port locations in Chicago, Houston, Miami, New York,
San Francisco and Seattle. Navigators Management (UK) Ltd., another wholly-owned underwriting agent, writes
marine business in London for the U.K. Branch.
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Prior to the 2006 underwriting year, Navigators Insurance Company obtained marine business through participation
with other unaffiliated insurers in a marine insurance pool managed by our wholly-owned underwriting management
subsidiaries. Commencing with the 2006 underwriting year, the marine insurance pool was eliminated and, therefore,
all of the marine business generated by our underwriting agencies was exclusively for Navigators Insurance Company.
The largest product line within our Lloyd s Operations marine business is currently cargo. Other significant product
lines include marine liability, specie, bluewater hull, and assumed reinsurance of other marine insurers on an
excess-of-loss basis.

Property Casualty

A summary of our business line divisions and primary products within those divisions, by operating segment, is as
follows. All of the Insurance Companies business line divisions are divisions of Navigators Management Company,
Inc.:

Property and Casualty Life sciences
Insurance Companies Exporters package liability
Primary Casualty Insurance Companies General liability

Environmental liability

Excess Casualty Insurance Companies Umbrella & excess (wholesale brokerage)
Umbrella & excess (retail agency)

Navigators Technical Risk (NavTech) Offshore energy
Insurance Companies Onshore energy
Operational engineering
Construction
Navigators Re (NavRe) Accident and health reinsurance
Latin America property reinsurance
Agriculture
Casualty Lloyd s Operations Bloodstock
U.S. Casualty written through Lloyd s
Navigators Technical Risk (NavTech) Offshore energy
Lloyd s Operations Onshore energy

Engineering and construction
On January 14, 2011, we announced that we entered into a transaction for the sale of the renewal rights for our middle
market commercial package and commercial automobile businesses underwritten through our NAV PAC division. We
determined that we would not achieve sufficient scale to become profitable in our middle market commercial package
and auto business due to the current soft market conditions. This transaction did not include our life sciences and
exporters package liability products. During 2010, NAV PAC wrote gross written premiums of $39.3 million, of
which approximately $33 million was included in the transaction.
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The Primary Casualty division primarily writes general liability insurance focusing on small general and artisan
contractors and other targeted commercial risks. We have developed underwriting and claims expertise that we believe
has allowed us to minimize our exposure to many of the large losses sustained in the past several years by other
insurers, including losses stemming from coverages provided to larger contractors who work on condominiums,
cooperative developments and other large housing developments. Consistent with our approach of emphasizing
underwriting profit over market share, we direct our capacity to small to medium-size general contractors as well as
artisan contractors. Commencing in 2005, we expanded our product line in this area by writing a limited number of
construction wrap-up policies that are general liability policies for owners and developers of residential construction
projects. In 2008, the Primary Casualty division diversified its industry focus and product capability to include
products liability insurance to life sciences firms as well as environmental coverages, including liability insurance for
contractors and environmental consultants and site pollution coverage.

The Excess Casualty division provides commercial umbrella and excess casualty insurance coverage. Areas of
specialty include manufacturing and wholesale distribution, commercial construction, residential construction,
construction project and wrap-up covers, business services, hospitality and real estate and niche programs.

In 2009, we reorganized our offshore energy, onshore energy, engineering and construction businesses under our
NavTech division, which primarily underwrites through our Lloyd s Operations. Our engineering and construction
business consists of coverage for construction projects including damage to machinery and equipment and loss of use
due to delays. Our onshore and offshore energy insurance principally focuses on the oil and gas, chemical and
petrochemical industries, with coverages primarily for property damage and business interruption. In 2010, our
NavTech division established an underwriting presence in Brazil through an affiliate of Lloyd s.

The European property business, written by the Lloyd s Operations and the U.K. Branch beginning in 2006, was
discontinued during the 2008 second quarter, which did not have any significant effect on our financial condition or
results of operations.

In the fourth quarter of 2010 we established Navigators Re, a division focused on specialty assumed reinsurance
business. The specialty products on which the unit is currently focused are proportional and excess-of-loss treaty
reinsurance covering medical health care exposures, property treaty exposures in Central and South America and the
Caribbean, and U.S. Agriculture exposures. We had established our Agriculture reinsurance line in 2009 under the
Property and Casualty segment, but reclassified the line under the Navigators Re division in the fourth quarter of
2010.
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Professional Liability
A summary of our business line divisions and products within those divisions, by operating segment, is as follows:

Navigators Professional Liability (Navigators Pro) Directors & officers liability
Insurance Companies Employment practices liability
Fiduciary liability
Crime liability

Accountants professional liability
Lawyers professional liability
Insurance agent errors & omissions
Miscellaneous professional liability
Technology & media liability
Design professionals liability

Navigators Professional Liability (Navigators Pro) Directors & officers liability

Lloyd s Operations Lawyers professional liability
Navigators Pro, a division of one of our wholly-owned insurance agencies, writes professional liability insurance. Our
principal product in this division is directors and officers liability insurance we offer for both privately held and
publicly traded corporations listed on national exchanges. In addition, we provide fiduciary liability and crime
insurance to our directors and officers liability insurance clients.
Navigators Pro writes employment practices liability, lawyers professional liability and miscellaneous professional
liability coverages. Our current target market for lawyers professional liability is smaller law firms. In 2005, we
commenced writing professional liability coverages for architects and engineers in our Insurance Companies and
international directors and officers liability business in our Lloyd s Operations.
In September 2008, Syndicate 1221 began to underwrite professional and general liability insurance coverage in
China through the Navigators Underwriting Division of Lloyd s Reinsurance Company (China) Ltd.
In July 2008 and October 2009, we opened underwriting offices in Stockholm, Sweden and Copenhagen, Denmark,
respectively, to write professional and management liability business.
Ratings
Our ability to underwrite business is dependent upon the financial strength of the Insurance Companies and Lloyd s.
Financial strength ratings represent the opinions of the rating agencies on the financial strength of a company and its
capacity to meet the obligations of insurance policies. Independent ratings are one of the important factors that
establish our competitive position in the insurance markets. The rating agencies consider many factors in determining
the financial strength rating of an insurance company, including the relative level of statutory surplus necessary to
support the business operations of the company. These ratings are based upon factors relevant to policyholders, agents
and intermediaries and are not directed toward the protection of investors. Such ratings are not recommendations to
buy, sell or hold securities. We could be adversely impacted by a downgrade in the Insurance Companies or Lloyd
financial strength ratings, including a possible reduction in demand for our products, higher borrowing costs and our
ability to access the capital markets.
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For the Insurance Companies, Navigators Insurance Company and Navigators Specialty Insurance Company utilize
the financial strength ratings from A.M. Best Company ( A.M. Best ) and Standard and Poor s Rating Services ( S&P )
for underwriting purposes. Navigators Insurance Company and Navigators Specialty Insurance Company are both
rated A (Excellent stable outlook) by A.M. Bestand A (Strong stable outlook) by S&P. Syndicate 1221 utilizes th
ratings from A.M. Best and S&P for underwriting purposes which apply to all Lloyd s syndicates. Lloyd sisrated A
(Excellent stable outlook) by A.M. Best and A+ (Strong stable outlook) by S&P.

Debt ratings apply to short-term and long-term debt as well as preferred stock. These ratings are assessments of the
likelihood that we will make timely payments of the principal and interest for our senior debt. It is possible that, in the
future, one or more of the rating agencies may reduce our existing debt ratings. If one or more of our debt ratings were
downgraded, we could incur higher borrowing costs and our ability to access the capital markets could be impacted.

We utilize the senior debt ratings from S&P. Our senior debt is rated BBB (Adequate stable outlook) by S&P.

Loss Reserves

We maintain reserves for unpaid losses and unpaid loss adjustment expenses for all lines of business. Loss reserves
consist of both reserves for reported claims, known as case reserves, and reserves for losses that have occurred but
have not yet been reported, known as incurred but not reported losses ( IBNR ). Case reserves are established when
notice of a claim is first received. Reserves for such reported claims are established on a case-by-case basis by
evaluating several factors, including the type of risk involved, knowledge of the circumstances surrounding such
claim, severity of injury or damage, the potential for ultimate exposure, experience with the insured and the broker on
the line of business, and the policy provisions relating to the type of claim. Reserves for IBNR are determined in part
on the basis of statistical information and in part on the basis of industry experience. To the extent that reserves are
deficient or redundant, the amount of such deficiency or redundancy is treated as a charge or credit to earnings in the
period in which the deficiency or redundancy is identified. These reserves are intended to cover the probable ultimate
cost of settling all losses incurred and unpaid, including those incurred but not reported. The determination of reserves
for losses and loss adjustment expenses (  LAE ) is dependent upon the receipt of information from insureds, brokers
and agents.

Generally, there is a lag between the time premiums are written and related losses and loss adjustment expenses are
incurred, and the time such events are reported to us. Our loss reserves include amounts related to short tail and long
tail classes of business. Short tail business refers to claims that are generally reported quickly upon occurrence of an
event, making estimation of loss reserves less complex. Our long tail business includes our marine liability, casualty
and professional liability insurance products. For the long tail lines, significant periods of time, ranging up to several
years or more, may elapse between the occurrence of the loss, the reporting of the loss and the settlement of the claim.
Generally, the longer the time span between the incidence of a loss and the settlement of the claim, the more likely the
ultimate settlement amount will vary from the original estimate. See the Casualty and Professional Liability section
below for additional information.
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Loss reserves are estimates of what the insurer or reinsurer expects to pay on claims, based on facts and circumstances
then known. It is possible that the ultimate liability may exceed or be less than such estimates. In setting our loss
reserve estimates, we review statistical data covering several years, analyze patterns by line of business and consider
several factors including trends in claims frequency and severity, changes in operations, emerging economic and
social trends, inflation and changes in the regulatory and litigation environment. Based on this review, we make a best
estimate of our ultimate liability. We do not establish a range of loss estimates around the best estimate we use to
establish our reserves and loss adjustment expenses. During the loss settlement period, which, in some cases, may last
several years, additional facts regarding individual claims may become known and, accordingly, it often becomes
necessary to refine and adjust the estimates of liability on a claim upward or downward. Such estimates are regularly
reviewed and updated and any resulting adjustments are included in the current period s earnings. Even then, the
ultimate liability may exceed or be less than the revised estimates. The reserving process is intended to provide
implicit recognition of the impact of inflation and other factors affecting loss payments by taking into account changes
in historical payment patterns and perceived probable trends. There is generally no precise method for the subsequent
evaluation of the adequacy of the consideration given to inflation, or to any other specific factor, because the eventual
deficiency or redundancy of reserves is affected by many factors, some of which are interdependent.

Another factor related to reserve development is that we record those premiums which are reported to us through the
end of each calendar year and accrue estimates for premiums and loss reserves where there is a time lag between when
the policy is bound and the recording of the policy. A substantial portion of the estimated premium is from
international business where there can be significant time lags. To the extent that the actual premium varies from
estimates, the difference, along with the related loss reserves and underwriting expenses, is recorded in current
earnings.

As part of our risk management process, we purchase reinsurance to limit our liability on individual risks and to
protect against catastrophic loss. We purchase both quota share reinsurance and excess-of-loss reinsurance. Quota
share reinsurance is often utilized on the lower layers of risk and excess-of-loss reinsurance is used above the quota
share reinsurance to limit our net retention per risk. Net retention represents the risk that we keep for our own account.
Once our initial reserve is established and our net retention is exceeded, any adverse development will directly affect
the gross loss reserve, but would generally have no impact on our net retained loss unless the aggregate limits
available under the impacted excess-of-loss reinsurance treaty are exhausted. Reinstatement premiums triggered under
our excess of loss reinsurance by such additional loss development could have a potential impact on our net premiums
during the period in which such additional loss development is recognized. Generally, our limits of exposure are
known with greater certainty when estimating our net loss versus our gross loss. This situation tends to create greater
volatility in the deficiencies and redundancies of the gross reserves as compared to the net reserves.

10
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The following table presents an analysis of losses and loss adjustment expenses for each of the last three calendar
years:

Year Ended December 31,
2010 2009 2008
($ in thousands)
Net reserves for losses and LAE at beginning of year $ 1,112,934 $ 999,871 $ 847,303
Provision for losses and LAE for claims occurring in the current
year 434,957 444,939 443,877
Decrease in estimated losses and LAE for claims occurring in prior
years (13,802) (8,941) (50,746)
Incurred losses and LAE 421,155 435,998 393,131

Losses and LAE paid for claims occurring during:

Current year (76,982) (59,412) (60,104)
Prior years (314,565) (263,523) (180,459)
Losses and LAE payments (391,547) (322,935) (240,563)
Net reserves for losses and LAE at end of year 1,142,542 1,112,934 999,871
Reinsurance recoverables on unpaid losses and LAE 843,296 807,352 853,793
Gross reserves for losses and LAE at end of year $ 1,985,838 $ 1,920,286 $ 1,853,664

The following table presents the development of the loss and LAE reserves for 2000 through 2010. The line Net
reserves for losses and LAE reflects the net reserves at the balance sheet date for each of the indicated years and
represents the estimated amount of losses and loss adjustment expenses arising in all prior years that are unpaid at the
balance sheet date. The Reserves for losses and LAE re-estimated lines of the table reflect the re-estimated amount of
the previously recorded reserves based on experience as of the end of each succeeding year. The reserve estimates
may change as more information becomes known about the frequency and severity of claims for individual years. The
net and gross cumulative redundancy (deficiency) lines of the table reflect the cumulative amounts developed as of
successive years with respect to the aforementioned reserve liability. The cumulative redundancy or deficiency
represents the aggregate change in the estimates over all prior years.

The table calculates losses and loss adjustment expenses reported and recorded in subsequent years for all prior years
starting with the year in which the loss was incurred. For example, assuming that a loss occurred in 2000 and was not
reported until 2002, the amount of such loss will appear as a deficiency in both 2000 and 2001. Conditions and trends
that have affected development of the liability in the past may not necessarily occur in the future. Accordingly, it may
not be appropriate to extrapolate future redundancies or deficiencies based on the table.

A significant portion of the favorable or adverse development on our gross reserves has been ceded to our
excess-of-loss reinsurance treaties. As a result of these reinsurance arrangements, our gross losses and related reserve
deficiencies and redundancies tend to be more sensitive to favorable or adverse developments such as those described
above than our net losses and related reserve deficiencies and redundancies.
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Our gross loss reserves include estimated losses related to the 2005 Hurricanes Katrina and Rita and the 2008
Hurricanes Ike and Gustav and were in total approximately 3.2% of the total December 31, 2010 gross loss reserves
and 6.6% of the total December 31, 2009 gross loss reserves. In addition, 3.8% of our 2010 gross loss reserves include
estimated losses related to the Deepwater Horizon loss event. When recording these losses, we assess our reinsurance
coverage, potential reinsurance recoverable, and the recoverability of those balances.

Losses incurred on business recently written are primarily covered by reinsurance agreements written by companies
with whom we are currently doing reinsurance business and whose credit we continue to assess in the normal course

of business. See Management s Discussion of Financial Condition and Results of Operations Results of Operations
Operating Expenses  Net Losses and Loss Adjustment Expenses Incurred and Note 5  Loss Reserves for Losses and
Loss Adjustment Expenses in the Notes to Consolidated Financial Statements, both of which are included herein, for
additional information regarding Hurricanes Katrina, Rita, Ike and Gustav and our asbestos exposure.

12
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latest 246,365

220,765

dancy (deficiency) (109,457)
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2001

202,759

209,797
266,459
266,097
256,236
264,431
260,264
257,852
250,021
256,615

(53,856)

64,785
112,746
138,086
159,042
185,037
196,098
198,760
203,370
208,150

401,177
198,418
202,759

529,894
273,280

256,614

(128,717)

$

2002

264,647

323,282
328,683
321,213
334,991
325,249
314,332
305,051
308,593

(43,946)

84,385
133,911
170,236
208,266
226,798
234,284
241,083
248,850

489,642
224,995

264,647

639,350
330,757

308,594

(149,708)

2003

370,335
360,964
377,229
362,227
343,182
333,857
336,790

37,381

80,034
140,644
195,961
223,847
239,355
251,006
263,072

724,612
350,441

374,171

695,923
359,133

336,790

28,689

13

Year Ended December 31,

2004

460,007
457,769
432,988
401,380
391,766
401,071

62,717

96,981
180,121
238,673
262,425
283,538
305,214

966,117
502,329

463,788

869,081
468,010

401,071

97,036

2005

2006

($ in thousands)
$374,171 $463,788 $ 578,976 $ 696,116

561,762
523,541
481,532
461,563
469,195

109,781
133,337
219,125
264,663

302,273
337,559

1,557,991
979,015

578,976

1,373,048
903,853

469,196

184,943

649,107
589,044
555,448
559,368

136,748
142,938
233,211

300,328
359,592

1,607,555
911,439

696,116

1,394,109
834,741

559,368

213,446

2007
847,303
796,557

776,845
767,600

79,703
180,459

322,892
441,267

1,648,764
801,461

847,303

1,549,651
782,051

767,600

99,113

2008

$ 999,871

990,930
971,048

28,823

263,523
460,058

1,853,664
853,793

999,871

1,836,848
865,799

971,048

16,817
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The following tables identify the approximate gross and net cumulative redundancy (deficiency) at each year-end
balance sheet date for the Insurance Companies and Lloyd s Operations contained in the preceding ten year table:

Gross Cumulative Redundancy (Deficiency)

Consolidated Insurance Companies
Year Grand Excluding All
Ended Total Asbestos Total Asbestos Other®
($ in thousands)
2009 $ L1155 $ 1,753 % (13,904) $ (638) $ (13,266)
2008 16,817 18,384 (17,428) (1,567) (15,861)
2007 99,113 101,476 46,442 (2,363) 48,805
2006 213,446 215,029 107,267 (1,583) 108,850
2005 184,943 186,772 94,498 (1,829) 96,327
2004 97,036 81,456 79,646 15,580 64,066
2003 28,689 14,292 16,874 14,397 2,477
2002 (149,708) (86,268) (148,119) (63,440) (84,679)
2001 (128,717) (64,920) (118,715) (63,797) (54,918)
2000 (109,457) (45,412) (79,579) (64,045) (15,534)
Net Cumulative Redundancy (Deficiency)
Consolidated Insurance Companies
Year Grand Excluding All
Ended Total Asbestos Total Asbestos Other®
($ in thousands)

2009 $ 13,802 $ 14,080 $ 5,455 $ (@78 $ 5,733
2008 28,823 29,076 14,533 (253) 14,786
2007 79,703 80,219 54,945 (516) 55,461
2006 136,748 139,043 93,642 (2,295) 95,937
2005 109,781 112,305 84,788 (2,524) 87,312
2004 62,717 65,770 48,828 (3,053) 51,881
2003 37,381 40,839 17,125 (3,458) 20,583
2002 (43,946) (8,808) (53,507) (35,138) (18,369)
2001 (53,856) (18,570) (49,144) (35,286) (13,858)
2000 (45,883) (10,503) (29,696) (35,380) 5,684

Lloyd s
Operations

$ 15019
34,245
52,671

106,179
90,445
17,390
11,815
(1,589)

(10,002)

(29,878)

Lloyd s
Operations

$ 8,347
14,290
24,758
43,106
24,993
13,889
20,256

9,561
4,712)
(16,187)

1) Contains cumulative loss development for all active and run-off lines of business exclusive of asbestos losses.

14

Table of Contents

20



Edgar Filing: NAVIGATORS GROUP INC - Form 10-K

Table of Contents

Casualty and Professional Liability. Substantially all of our casualty business involves general liability policies which
generate third party liability claims that are long tail in nature. A significant portion of our general liability reserves
relate to construction defect claims.
The professional liability business generates third party claims, which are also longer tail in nature. The professional
liability policies mainly provide coverage on a claims-made basis, whereby coverage is generally provided only for
those claims that are made during the policy period. The substantial majority of our claims-made policies provide
coverage for one year periods. We have also issued a limited number of multi-year claims-made professional liability
policies known as tail coverage that provide for insurance protection for wrongful acts prior to the run-off date. Such
multi-year policies provide insurance protection for several years.
Our professional liability loss estimates are based on expected losses, an assessment of the characteristics of reported
losses at the claim level, evaluation of loss trends, industry data, and the legal, regulatory and current risk environment
because anticipated loss experience in this area is less predictable due to the small number of claims and/or erratic
claim severity patterns. We believe that we have made a reasonable estimate of the required loss reserves for
professional liability. The expected ultimate losses may be adjusted up or down as the accident years mature.
Additional information regarding our loss and loss adjustment expenses incurred and loss reserves can be found in
Management s Discussion and Analysis of Financial Condition and Results of Operations Results of Operations
Operating Expenses Net Losses and Loss Adjustment Expenses Incurred and Note 5, Reserves for Losses and Loss
Adjustment Expenses, in the Notes to Consolidated Financial Statements, both of which are included herein.
Catastrophe Risk Management
We have exposure to losses caused by hurricanes and other natural and man-made catastrophic events. The frequency
and severity of catastrophes are unpredictable.
The extent of losses from a catastrophe is a function of both the total amount of insured exposure in an area affected
by the event and the severity of the event. We continually assess our concentration of underwriting exposures in
catastrophe exposed areas globally and attempt to manage this exposure through individual risk selection and through
the purchase of reinsurance. We also use modeling and concentration management tools that allow us to better
monitor and control our accumulations of potential losses from catastrophe exposures. Despite these efforts, there
remains uncertainty about the characteristics, timing and extent of insured losses given the nature of catastrophes. The
occurrence of one or more severe catastrophic events could have a material adverse effect on our results of operations,
financial condition and/or liquidity.
We have significant natural catastrophe exposures throughout the world. Historically, our largest natural catastrophe
exposure emanated from offshore energy platforms exposed to hurricanes in the Gulf of Mexico. In 2009 we reduced
our exposure to that peril. The majority of the offshore energy policies that have historically exposed us to this peril
renew in the second and third quarters of the year. During the third quarter of 2009, we found the available market
pricing and policy terms to be unacceptable in most cases and, therefore, offered coverage for the peril of the
windstorm in the Gulf of Mexico on only a very small number of risks. This has remained the case in 2010.
Accordingly, our current exposure to hurricanes in the Gulf of Mexico is materially less than what it was in the past,
and it therefore no longer represents our largest natural catastrophe exposure.
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We estimate that our largest exposure to loss from a single natural catastrophe event now comes from an earthquake
on the west coast of the United States. As of January 1, 2011, we estimate that our probable maximum pre-tax gross
and net loss exposure for an earthquake event centered at San Francisco, California would be approximately
$147 million and $27 million, respectively, including the cost of reinsurance reinstatement premiums.

Like all catastrophe exposure estimates, the foregoing estimate of our probable maximum loss is inherently uncertain.
This estimate is highly dependent upon numerous assumptions and subjective underwriting judgments. Examples of
significant assumptions and judgments related to such an estimate include the intensity, depth and location of the
earthquake, the various types of the insured risks exposed to the event at the time the event occurs and the estimated
costs or damages incurred for each insured risk. The composition of our portfolio also makes such estimates
challenging due to the non-static nature of the exposures covered under our policies in lines of business such as cargo
and hull. There can be no assurances that the gross and net loss amounts that we could incur in such an event or in any
natural catastrophe event would not be materially higher than the estimates discussed above given the significant
uncertainties with respect to such an estimate. Moreover, our portfolio of insured risks changes dynamically over time
and there can be no assurance that our probable maximum loss will not change materially over time.

The occurrence of large loss events could reduce the reinsurance coverage that is available to us and could weaken the
financial condition of our reinsurers, which could have a material adverse effect on our results of operations. Although
the reinsurance agreements make the reinsurers liable to us to the extent the risk is transferred or ceded to the
reinsurer, ceded reinsurance arrangements do not eliminate our obligation to pay claims to our policyholders as we are
required to pay the losses if a reinsurer fails to meet its obligations under the reinsurance agreement. Accordingly, we
bear credit risk with respect to our reinsurers. Specifically, our reinsurers may not pay claims made by us on a timely
basis, or they may not pay some or all of these claims. Either of these events would increase our costs and could have
a material adverse effect on our business.

Hurricanes Gustav, Ike, Katrina and Rita

Hurricanes Gustav and Ike (the 2008 Hurricanes ) which occurred in the 2008 third quarter and Hurricanes Katrina and
Rita (the 2005 Hurricanes ) which occurred in the 2005 third quarter generated substantial losses in our marine and
energy lines of business, due principally to offshore energy losses. There were no significant hurricane losses in 2010,
2009, 2007 or 2006 that impacted our marine and energy lines of business.

We monitor the development of paid and reported claims activities in relation to the estimate of ultimate losses
established for the 2008 Hurricanes and the 2005 Hurricanes. Management believes that should any adverse loss
development for gross claims occur from the 2008 Hurricanes or the 2005 Hurricanes, it would be contained within
our reinsurance program. Our actual losses from such hurricanes may differ materially from our estimated losses as a
result of, among other things, the receipt of additional information from insureds or brokers, the attribution of losses to
coverages that, for the purposes of our estimates, we assumed would not be exposed and inflation in repair costs due
to the limited availability of labor and materials. In particular, in developing our loss estimate, we have assumed that
the wreckage of certain oil rigs damaged by Hurricane Rita will not be required to be removed as a result of the
federal Rigs To Reef program. If our actual losses from the 2008 Hurricanes or the 2005 Hurricanes are materially
greater than our estimated losses, our business, results of operations and financial condition could be materially
adversely affected.

16

Table of Contents 22



Edgar Filing: NAVIGATORS GROUP INC - Form 10-K

Table of Contents

See Management s Discussion of Financial Condition and Results of Operations Results of Operations and Overview
Operating Expenses  Net Losses and Loss Adjustment Expenses Incurred and Note 5  Loss Reserves for Losses and
Loss Adjustment Expenses in the Notes to Consolidated Financial Statements, both of which are included herein, for
additional information regarding Hurricanes Katrina, Rita, Ike and Gustav.

Reinsurance Recoverables

We utilize reinsurance principally to reduce our exposure on individual risks, to protect against catastrophic losses and

to stabilize loss ratios and underwriting results. We are protected by various treaty and facultative reinsurance
agreements. The reinsurance is placed either directly by us or through reinsurance intermediaries. The reinsurance
intermediaries are compensated by the reinsurers.

Although reinsurance makes the reinsurer liable to us to the extent the risk is transferred or ceded to the reinsurer,
ceded reinsurance arrangements do not eliminate our obligation to pay claims to our policyholders. Accordingly, we
bear credit risk with respect to our reinsurers. Specifically, our reinsurers may not pay claims made by us on a timely
basis, or they may not pay some or all of these claims. Either of these events would increase our costs and could have

a material adverse effect on our business. Losses we incurred due to Hurricanes Katrina and Rita in 2005, Hurricanes
Gustav and Ike in 2008 and Deepwater Horizon in 2010 have significantly increased our reinsurance recoverables,
resulting in an increase to our credit risk exposure to our reinsurers.

We have established a reserve for uncollectible reinsurance in the amount of $13.0 million, which was determined by
considering reinsurer specific default risk as indicated by their financial strength ratings.

Our exposure to credit risk from any one reinsurer is managed through diversification by reinsuring with a number of
different reinsurers, principally in the United States and European reinsurance markets. When reinsurance is placed,
our standards of acceptability generally require that a reinsurer must have a rating from A.M. Best and/or S&P of A or
better, or an equivalent financial strength if not rated, plus at least $250 million in policyholders surplus. Our
Reinsurance Security Committee, which is included within our Enterprise Risk Management Finance and Credit
Sub-Committee, monitors the financial strength of our reinsurers and the related reinsurance recoverables and
periodically reviews the list of acceptable reinsurers.
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The credit quality distribution of the Company s reinsurance recoverables of $1.06 billion at December 31, 2010 for
ceded paid and unpaid losses and loss adjustment expenses and ceded unearned premiums based on insurer financial
strength ratings from A.M. Best was as follows:

A.M. Best Rating Recoverable Percent
Rating @ Description Amounts of Total
($ in millions)

A++, A+ Superior $ 447.8 42%
A, A- Excellent 585.0 56%
B++, B+ Very good 4.4 0%
NR Not rated 19.7 2% 2
Total $ 1,056.9 100%

() Equivalent S&P rating used for certain companies when an A.M. Best rating was unavailable.
2> The Company holds offsetting collateral of approximately 80.2% for B++ and B+ companies and 75.6% for not

rated companies which includes letters of credit, ceded balances payable and other balances held by our Insurance
Companies and our Lloyd s Operations.
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The following table lists our 20 largest reinsurers measured by the amount of reinsurance recoverable for ceded paid
and unpaid losses and loss adjustment expense and ceded unearned premium (constituting 75.7% of our total
recoverables) together with the collateral held by us at December 31, 2010, and the reinsurers financial strength rating
from the indicated rating agency:

Reinsurance Recoverables
Unearned Unpaid/Paid Collateral Rating &
Reinsurer Premium  Losses Total Held M  Rating Agency @
($ in millions)

Swiss Reinsurance America Corporation $ 82 § 984 $ 1066 $ 920 A AMB
Munich Reinsurance America Inc. 16.5 80.7 97.2 45 A+ AMB
Everest Reinsurance Company 19.4 67.1 86.5 9.0 A+ AMB
Transatlantic Reinsurance Company 21.4 62.6 84.0 87 A AMB
National Indemnity Company 10.1 29.3 394 35 A++ AMB
Scor Holding (Switzerland) AG 9.1 29.4 38.5 115 A AMB
General Reinsurance Corporation 1.5 349 36.4 1.3 A++ AMB
White Mountains Reinsurance of America 0.3 36.0 36.3 02 A- AMB
Partner Reinsurance Europe 8.3 26.8 35.1 16.7 AA- S&P
Munchener Ruckversicherungs-Gesellschaft 1.1 32.7 33.8 7.7 A+ AMB
Berkley Insurance Company 34 29.2 32.6 02 A+ AMB
Platinum Underwriters Re 2.1 26.7 28.8 25 A AMB
Lloyd s Syndicate #2003 29 23.8 26.7 42 A AMB
Ace Property and Casualty Insurance Company 5.5 19.1 24.6 25 A+ AMB
Allied World Reinsurance 7.1 13.1 20.2 28 A AMB
Swiss Re International SE 0.7 15.6 16.3 57 A AMB
AXIS Re Europe 3.6 11.5 15.1 40 A AMB
Axa Corporate Solutions 0.4 14.0 14.4 0.7 AA- S&P
Hannover Ruckversicherung 0.5 13.6 14.1 28 A AMB
Validus Reinsurance Ltd. 1.8 11.9 13.7 56 A- AMB
Top 20 Total $ 1239 $ 6764 $ 8003 $ 103.1

All Other 33.0 223.6 256.6 76.1

Total $ 1569 $ 900.0 $1,0569 § 179.2

() Collateral includes letters of credit, ceded balances payable and other balances held by our Insurance Companies
and our Lloyd s Operations.

@  A.M. Best
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The largest portion of the collateral held consists of letters of credit obtained from reinsurers in accordance with New
York Insurance Department Regulation No. 133. Such regulation requires collateral to be held by the ceding company
from reinsurers not licensed in New York State in order for the ceding company to take credit for the reinsurance
recoverables on its statutory balance sheet. The specific requirements governing the letters of credit include a clean
and unconditional letter of credit and an evergreen clause which prevents the expiration of the letter of credit without
due notice to the Company. Only banks considered qualified by the National Association of Insurance Commissioners

( NAIC ) may be deemed acceptable issuers of letters of credit by the New York Insurance Department. In addition,
based on our credit assessment of the reinsurer, there are certain instances where we require collateral from a reinsurer
even if the reinsurer is licensed in New York State, generally applying the requirements of Regulation No. 133. The
contractual terms of the letters of credit require that access to the collateral is unrestricted. In the event that the
counterparty to our collateral would be deemed not qualified by the NAIC, the reinsurer would be required by
agreement to replace such collateral with acceptable security under the reinsurance agreement. There is no assurance,
however, that the reinsurer would be able to replace the counterparty bank in the event such counterparty bank
becomes unqualified and the reinsurer experiences significant financial deterioration. Under such circumstances, we
could incur a substantial loss from uncollectible reinsurance from such reinsurer.

Approximately $73.5 million of the reinsurance recoverables for paid and unpaid losses at December 31, 2010 was
due from reinsurers as a result of the losses from the 2008 and 2005 Hurricanes. In addition, at December 31, 2010,
reinsurance recoverables for paid and unpaid losses of approximately $76.2 million was due from reinsurers in
connection with the Deepwater Horizon incident. Also included in reinsurance recoverable for paid and unpaid losses
were approximately $8.4 million and $8.9 million in 2010 and 2009, respectively, due from reinsurers in connection
with our asbestos exposures.

See Business Regulation United States below for information regarding the Terrorism Risk Insurance Act, the
Terrorism Risk Insurance Extension Act and the Terrorism Risk Insurance Program Reauthorization Act.

Investments

The objective of our investment policy, guidelines and strategy is to maximize total investment return in the context of
preserving and enhancing shareholder value and statutory surplus of the Insurance Companies. Secondarily, we seek

to optimize after-tax investment income.

Our investments are managed by outside professional fixed-income and equity portfolio managers. We seek to
achieve our investment objectives by investing in cash equivalents and money market funds, municipal bonds, U.S.
Government bonds, U.S. Government agency guaranteed and non-guaranteed securities, corporate bonds,
mortgage-backed and asset-backed securities and common and preferred stocks.

Our investment guidelines require that the amount of our consolidated fixed-income portfolio rated below A- but no
lower than BBB- by S&P or below A3 but no lower than Baa3 by Moody s Investors Service ( Moody s ) sh
exceed 10% of our total fixed income and short-term investments. Fixed-income securities rated below BBB- by S&P
or Baa3 by Moody s combined with any other investments not specifically permitted under our investment guidelines,
cannot exceed 5% of our consolidated stockholders equity. Investments in equity securities that are actively traded on
major U.S. stock exchanges cannot exceed 20% of consolidated stockholders equity. Finally, our investment
guidelines prohibit investments in derivatives other than as a hedge against foreign currency exposures or the writing

of covered call options on our equity portfolio.

The Insurance Companies investments are subject to the oversight of their respective Boards of Directors and our
Finance Committee of the Parent Company s Board of Directors. The investment portfolio and the performance of the
investment managers are reviewed quarterly. These investments must comply with the insurance laws of New York
State, the domiciliary state of Navigators Insurance Company and Navigators Specialty Insurance Company. These
laws prescribe the type, quality and concentration of investments which may be made by insurance companies. In
general, these laws permit investments, within specified limits and subject to certain qualifications, in federal, state
and municipal obligations, corporate bonds, preferred stocks, common stocks, real estate mortgages and real estate.
The U.K. Branch s investments must comply with the regulations set forth by the Financial Services Authority ( FSA )
in the U.K.
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The Lloyd s Operations investments are subject to the direction and control of the Board of Directors and the
Investment and Capital Committee of NUAL, as well as the Parent Company s Board of Directors and Finance
Committee. These investments must comply with the rules and regulations imposed by Lloyd s and the FSA.

The table set forth below reflects our total investment balances, net investment income earned thereon and the related
average yield for the last three calendar years:

Year Ended December 31,
2010 2009 2008
($ in thousands)
Invested Assets and Cash

Insurance Companies $ 1,675,725 $ 1,604,354 $ 1,509,382
Lloyd s Operations 425,386 388,556 356,184
Parent Company 53,217 63,677 52,149
Consolidated $ 2,154,328 $ 2,056,587 $ 1,917,715

Net Investment Income

Insurance Companies $ 62,792 $ 65,717 $ 63,544
Lloyd s Operations 8,286 9,229 11,655
Parent Company 584 566 1,355
Consolidated $ 71,662 $ 75,512 $ 76,554

Average Yield (amortized cost basis)

Insurance Companies 3.8% 4.1% 4.3%
Lloyd s Operations 2.2% 2.7% 3.4%
Parent Company 1.2% 1.0% 3.1%
Consolidated 3.5% 3.8% 4.1%

The tax equivalent yields for 2010, 2009 and 2008 on a consolidated basis were 4.0%, 4.6% and 4.9%, respectively.

At December 31, 2010, the average quality of the investment portfolio was rated AA by S&P and Aa by Moody s. All
of the Company s mortgage-backed and asset-backed securities were rated investment grade by S&P and by Moody s
except for 40 securities approximating $14.5 million. There were no collateralized debt obligations (CDO s),
collateralized loan obligations (CLO s), asset-backed commercial paper or credit default swaps in our investment
portfolio. At December 31, 2010 and 2009, all fixed-maturity and equity securities held by us were classified as
available-for-sale.

See Management s Discussion of Financial Condition and Results of Operations Investments and Note 4 Investments
in the Notes to Consolidated Financial Statements, both of which are included herein, for additional information
regarding investments.
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Regulation

United States

We are subject to regulation under the insurance statutes, including holding company statutes, of various states and
applicable regulatory authorities in the United States. These regulations vary but generally require insurance holding
companies, and insurers that are subsidiaries of holding companies, to register and file reports concerning their capital
structure, ownership, financial condition and general business operations. Such regulations also generally require prior
regulatory agency approval of changes in control of an insurer and of transactions within the holding company
structure. The regulatory agencies have statutory authorization to enforce their laws and regulations through various
administrative orders and enforcement proceedings.

Navigators Insurance Company is licensed to engage in the insurance and reinsurance business in 50 states, the
District of Columbia and Puerto Rico. Navigators Specialty Insurance Company is licensed to engage in the insurance
and reinsurance business in the State of New York and is an approved surplus lines insurer or meets the financial
requirements where there is not a formal approval process in all other states and the District of Columbia.

The State of New York Insurance Department is our principal regulatory agency. New York insurance law provides
that no corporation or other person may acquire control of us, and thus indirect control of our insurance company
subsidiaries, unless it has given notice to our insurance company subsidiaries and obtained prior written approval from
the Superintendent of Insurance of the State of New York for such acquisition. Any purchaser of 10% or more of the
outstanding shares of our common stock would be presumed to have acquired control of us, unless such presumption
is rebutted.

Under New York insurance law, Navigators Insurance Company and Navigators Specialty Insurance Company may
only pay dividends out of their statutory earned surplus. Generally, the maximum amount of dividends Navigators
Insurance Company and Navigators Specialty Insurance Company may pay without regulatory approval in any
twelve-month period is the lesser of adjusted net investment income or 10% of statutory surplus. For a discussion of
our current dividend capacity, see Management s Discussion of Financial Condition and Results
Operations Liquidity and Capital Resources in Item 7 of this report.

As part of its general regulatory oversight process, the New York Insurance Department conducts detailed
examinations of the books, records and accounts of New York insurance companies every three to five years.
Navigators Insurance Company and Navigators Specialty Insurance Company were examined for the years 2001
through 2004 by the New York Insurance Department. The New York Insurance Department commenced an
examination of the years 2005 through 2009 in January 2010 which is expected to conclude in June 2011.

Under insolvency or guaranty laws in most states in which Navigators Insurance Company and Navigators Specialty
Insurance Company operate, insurers doing business in those states can be assessed up to prescribed limits for
policyholder losses of insolvent insurance companies. Neither Navigators Insurance Company nor Navigators
Specialty Insurance Company was subject to any material assessments under state insolvency or guaranty laws in the
last three years.

22

Table of Contents 29

of



Edgar Filing: NAVIGATORS GROUP INC - Form 10-K

Table of Contents

The Insurance Regulatory Information System, or IRIS, was developed by the NAIC and is intended primarily to
assist state insurance departments in executing their statutory mandates to oversee the financial condition of insurance
companies operating in their respective states. IRIS identifies thirteen industry ratios and specifies usual values for
each ratio. Departure from the usual values on four or more of the ratios can lead to inquiries from individual state
insurance commissioners as to certain aspects of an insurer s business. As of December 31, 2010, the results for both
Navigators Insurance Company and Navigators Specialty Insurance Company were within the usual values for all
IRIS ratios.

State insurance departments have adopted a methodology developed by the NAIC for assessing the adequacy of
statutory surplus of property and casualty insurers which includes a risk-based capital formula that attempts to
measure statutory capital and surplus needs based on the risks in a company s mix of products and investment
portfolio. The formula is designed to allow state insurance regulators to identify weakly capitalized companies. Under
the formula, a company determines its risk-based capital by taking into account certain risks related to the insurer s
assets (including risks related to its investment portfolio and ceded reinsurance) and the insurer s liabilities (including
underwriting risks related to the nature and experience of its insurance business). The risk-based capital rules provide
for different levels of regulatory attention depending on the ratio of a company s total adjusted capital to its authorized
control level of risk-based capital. Based on calculations made by Navigators Insurance Company and Navigators
Specialty Insurance Company, their risk-based capital levels exceed the level that would trigger regulatory attention or
company action. In their respective 2010 statutory financial statements, Navigators Insurance Company and
Navigators Specialty Insurance Company have complied with the NAIC s risk-based capital reporting requirements.

In addition to regulations applicable to insurance agents generally, Navigators Management Company, Inc. is subject

to managing general agents acts in its state of domicile and in certain other jurisdictions where it does business.

In 2002, in response to the tightening of supply in certain insurance and reinsurance markets resulting from, among
other things, the September 11, 2001 terrorist attacks, the Terrorism Risk Insurance Act, or TRIA, was enacted. TRIA
was intended to ensure the availability of insurance coverage for acts of terrorism (as defined) in the United States of
America committed by or on behalf of foreign persons or interests. This law established a federal program through the
end of 2005 to help the commercial property and casualty insurance industry cover claims related to future losses
resulting from acts of terrorism and requires insurers to offer coverage for acts of terrorism in all commercial property
and casualty policies. As a result, we are prohibited from adding certain terrorism exclusions to those policies written
by insurers in our group that write business in the U.S. On December 22, 2005, the Terrorism Risk Insurance
Extension Act of 2005, or TRIEA, was enacted. TRIEA extended TRIA through December 31, 2007 and made several
changes in the program, including the elimination of several previously covered lines. The deductible for each insurer
was increased to 17.5% and 20% of direct earned premiums in 2006 and 2007, respectively. For losses in excess of an
insurer s deductible, the Insurance Companies will retain an additional 10% and 15% of the excess losses in 2006 and
2007, respectively, with the balance to be covered by the Federal government up to an aggregate cap of insured losses

of $25 billion in 2006 and $27.5 billion in 2007. Also, TRIEA established a new program trigger under which Federal
compensation will become available only if aggregate insured losses sustained by all insurers exceed $50 million from

a certified act of terrorism occurring after March 31, 2006 and $100 million for certified acts occurring on or after
January 1, 2007. On December 26, 2007, the Terrorism Risk Insurance Program Reauthorization Act of 2007

( TRIPRA ) was enacted. TRIPRA, among other provisions, extends for seven years the program established under
TRIA, as amended. The imposition of these TRIA deductibles could have an adverse effect on our results of
operations. Potential future changes to TRIA, including the increases in deductibles and co-pays and elimination of
domestic terrorism coverage proposed by the current administration, could also adversely affect us by causing our
reinsurers to increase prices or withdraw from certain markets where terrorism coverage is required. As a result of
TRIA, we are required to offer coverage for certain terrorism risks that we may normally exclude. Occasionally in our
marine business, such coverage falls outside of our normal reinsurance program. In such cases, our only reinsurance
would be the protection afforded by TRIA.
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Our Lloyd s Operations are subject to regulation in the United States in addition to being regulated in the United
Kingdom, as discussed below. The Lloyd s market is licensed to engage in insurance business in Illinois, Kentucky and
the U.S. Virgin Islands and operates as an eligible excess and surplus lines insurer in all states and territories except
Kentucky and the U.S. Virgin Islands. Lloyd s is also an accredited reinsurer in all states and territories of the United
States. Lloyd s maintains various trust funds in the state of New York to protect its United States business and is
therefore subject to regulation by the New York Insurance Department, which acts as the domiciliary department for
Lloyd s U.S. trust funds. There are deposit trust funds in other states to support Lloyd s reinsurance and excess and
surplus lines insurance business.

From time to time, various regulatory and legislative changes have been proposed in the insurance and reinsurance
industry. Among the proposals that have in the past been or are at present being considered are the possible
introduction of federal regulation in addition to, or in lieu of, the current system of state regulation of insurers and
proposals in various state legislatures (some of which have been enacted) to conform portions of their insurance laws
and regulations to various model acts adopted by the NAIC. We are unable to predict whether any of these laws and
regulations will be adopted, the form in which any such laws and regulations would be adopted, or the effect, if any,
these developments would have on our operations and financial condition.

United Kingdom

Our United Kingdom subsidiaries and our Lloyd s Operations are subject to regulation by the FSA, as established by
the Financial Services and Markets Act 2000. Our Lloyd s Operations is also subject to supervision by the Council of
Lloyd s. The FSA has been granted broad authorization and intervention powers as they relate to the operations of all
insurers, including Lloyd s syndicates, operating in the United Kingdom. Lloyd s is authorized by the FSA and is
required to implement certain rules prescribed by the FSA, which it does by the powers it has under the Lloyd s Act
1982 relating to the operation of the Lloyd s market. Lloyd s prescribes, in respect of its managing agents and corporate
members, certain minimum standards relating to their management and control, solvency and various other
requirements. The FSA directly monitors Lloyd s managing agents compliance with the systems and controls
prescribed by Lloyd s. If it appears to the FSA that either Lloyd s is not fulfilling its delegated regulatory
responsibilities, or that managing agents are not complying with the applicable regulatory rules and guidance, the FSA
may intervene at its discretion.

We participate in the Lloyd s market through our ownership of NUAL, Millennium Underwriting Ltd. and Navigators
Corporate Underwriters Ltd. NUAL is the managing agent for Syndicate 1221. We controlled 100% of Syndicate
1221 s stamp capacity for the 2010, 2009 and 2008 underwriting years through our wholly-owned subsidiary,
Navigators Corporate Underwriters Ltd., which is referred to as a corporate name in the Lloyd s market. By entering
into a membership agreement with Lloyd s, Navigators Corporate Underwriters Ltd. undertakes to comply with all
Lloyd s bye-laws and regulations as well as the provisions of the Lloyd s Acts and the Financial Services and Markets
Act that are applicable to it. The operation of Syndicate 1221, as well as Navigators Corporate Underwriters Ltd. and
their respective directors, is subject to the Lloyd s supervisory regime.
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Underwriting capacity of a member of Lloyd s must be supported by providing a deposit (referred to as Funds at
Lloyd s ) in the form of cash, securities or letters of credit in an amount determined by Lloyd s equal to a specified
percentage of the member s underwriting capacity. The amount of such deposit is calculated by each member through
the completion of an annual capital adequacy exercise. The results of this exercise are submitted to Lloyd s for
approval. Lloyd s then advises the member of the amount of deposit that is required. The consent of the Council of
Lloyd s may be required when a managing agent of a syndicate proposes to increase underwriting capacity for the
following underwriting year.

The Council of Lloyd s has wide discretionary powers to regulate members underwriting at Lloyd s. It may, for
instance, change the basis on which syndicate expenses are allocated or vary the Funds at Lloyd s ratio or the
investment criteria applicable to the provision of Funds at Lloyd s. Exercising any of these powers might affect the
return on an investment of the corporate member in a given underwriting year. Further, it should be noted that the
annual business plans of a syndicate are subject to the review and approval of the Lloyd s Franchise Board. The Lloyd s
Franchise Board was formally constituted on January 1, 2003. The Franchise Board is responsible for setting risk
management and profitability targets for the Lloyd s market and operates a business planning and monitoring process
for all syndicates.

Corporate members continue to have insurance obligations even after all their underwriting years have been closed by
reinsurance to close. In order to continue to perform these obligations, corporate members are required to stay in
existence; accordingly, there continues to be an administrative and financial burden for corporate members between
the time their memberships have ceased and the time their insurance obligations are extinguished, including the
completion of financial accounts in accordance with the Companies Act 1985.

If a member of Lloyd s is unable to pay its debts to policyholders, such debts may be payable by the Lloyd s Central
Fund, which acts similarly to state guaranty funds in the United States. If Lloyd s determines that the Central Fund
needs to be increased, it has the power to assess premium levies on current Lloyd s members. The Council of Lloyd s
has discretion to call or assess up to 3% of a member s underwriting capacity in any one year as a Central Fund
contribution.

A European Union ( E.U. ) directive covering the capital adequacy, risk management and regulatory reporting for
insurers, known as Solvency II, was adopted by the European Parliament in April 2009. Solvency II will introduce a
new system of regulation for insurers operating in the E.U. (including the United Kingdom) and presents a number of
risks to us. The measures implementing Solvency II are currently subject to a consultation process and are not
expected to be finalized until late 2011, with implementation expected to occur on December 31, 2012. Consequently
the Company s implementation plans are based on its current understanding of the Solvency II requirements, which
may change. During the next two years, we expect to undertake a significant amount of work to ensure that we meet
the new requirements, which may divert finite resources from other business related tasks. Although the details of how
Solvency II will apply to Navigators Insurance Company, NUAL and Syndicate 1221 are not yet fully known, it is
clear that Solvency II will impose new requirements with respect to capital structure, technical provisions, solvency
calculations, governance, disclosure and risk management. There is a also a risk that Solvency II may increase our
capital requirements for our U.K. Branch and Syndicate 1221. These new regulations have the potential to adversely
affect the profitability of Navigators Insurance Company, NUAL and Syndicate 1221, and to restrict their ability to
carry on their businesses as currently conducted. A significant unanswered question about how Solvency II will be
implemented is whether the new regulations will apply only to Navigators Insurance Company s U.K. Branch or to all
of its operations, both within and outside of the United Kingdom and the other E.U. countries in which it operates. If
the regulations are applied to Navigators Insurance Company in its entirety, we could be subject to even more onerous
requirements under the new regulations. Such requirements could have a significant adverse affect our ability to
operate profitably and could impose other significant restrictions on our ability to carry on our insurance business in
the E.U. (including the United Kingdom) as it is now conducted.
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Competition

The property and casualty insurance industry is highly competitive. We face competition from both domestic and
foreign insurers, many of whom have longer operating histories and greater financial, marketing and management
resources. Competition in the types of insurance in which we are engaged is based on many factors, including our
perceived overall financial strength, pricing, other terms and conditions of products and services offered, business
experience, marketing and distribution arrangements, agency and broker relationships, levels of customer service
(including speed of claims payments), product differentiation and quality, operating efficiencies and underwriting.
Furthermore, insureds tend to favor large, financially strong insurers, and we face the risk that we will lose market
share to higher rated insurers.

Another competitive factor in the industry is the entrance of other financial services providers such as banks and
brokerage firms into the insurance business. These efforts pose new challenges to insurance companies and agents
from financial services companies traditionally not involved in the insurance business.

Employees

As of December 31, 2010, we had 494 full-time employees of which 394 were located in the United States, 90 in the
United Kingdom, 4 in Belgium, 3 in Sweden and 3 in Denmark.

Available Information

This report and all other filings made by the Company with the SEC pursuant to Section 13(a) or 15(d) of the
Exchange Act are made available to the public by the SEC. All filings can be read and copied at the SEC Public
Reference Room, located at 100 F Street, NE, Washington, DC 20549. Information pertaining to the operation of the
Public Reference Room can be obtained by calling 1-800-SEC-0330. We are an electronic filer, so all reports, proxy
and information statements, and other information can be found at the SEC website, www.sec.gov. Our website
address is http://www.navg.com. Through our website at http://www.navg.com/Pages/sec-filings.aspx, we make
available, free of charge, our annual report on Form 10-K, quarterly reports on Form 10-Q, current reports on Form
8-K, and all amendments to those reports as soon as reasonably practicable after such material is electronically filed
with or furnished to the SEC. The annual report to stockholders, press releases and recordings of our earnings release
conference calls are also provided on our website.
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Item 1A. RISK FACTORS

You should carefully consider each of the risks and uncertainties described below and elsewhere in this Annual Report
on Form 10-K, as well as any amendments or updates reflected in subsequent filings with the SEC. We believe these
risks and uncertainties, individually or in the aggregate, could cause our actual results to differ materially from
expected and historical results and could materially and adversely affect our business operations. Further, additional
risks and uncertainties not presently known to us or that we currently deem immaterial may also impair our results and
business operations.

The continuing volatility in the financial markets and the current recession could have a material adverse effect
on our results of operations and financial condition.

The financial market experienced significant volatility worldwide from the third quarter of 2008 through 2010.
Although the U.S. and foreign governments have taken various actions to try to stabilize the financial markets, it is
unclear whether those actions will be effective. Therefore, the financial market volatility and the resulting negative
economic impact could continue and it is possible that it may be prolonged.

Although we continue to monitor market conditions, we cannot predict future market conditions or their impact on our
stock price or investment portfolio. Depending on market conditions, we could incur future additional realized and
unrealized losses, which could have a material adverse effect on our results of operations and financial condition.
These economic conditions have had an adverse impact on the availability and cost of credit resources generally,
which could negatively affect our ability to obtain letters of credit utilized by our Lloyd s Operations to underwrite
business through Lloyd s.

In addition, the continuing financial market volatility and economic downturn could have a material adverse affect on
our insureds, agents, claimants, reinsurers, vendors and competitors. Certain of the actions U.S. and foreign
governments have taken or may take in response to the financial market crisis have impacted certain property and
casualty insurance carriers. The U.S. and foreign governments are actively taking steps to implement additional
measures to stabilize the financial markets and stimulate the economy, and it is possible that these measures could
further affect the property and casualty insurance industry and its competitive landscape.

Our business is concentrated in marine and energy, specialty liability and professional liability insurance, and
if market conditions change adversely, or we experience large losses in these lines, it could have a material
adverse effect on our business.

As a result of our strategy to focus on specialty products in niches where we have underwriting and claims handling
expertise and to decline business where pricing does not afford what we consider to be acceptable returns, our
business is concentrated in the marine and energy, specialty liability and professional liability lines of business. If our
results of operations from any of these lines are less favorable for any reason, including lower demand for our
products on terms and conditions that we find appropriate, flat or decreased rates for our products or increased
competition, the reduction could have a material adverse effect on our business.
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We are exposed to cyclicality in our business that may cause material fluctuations in our results.

The property/casualty insurance business generally, and the marine insurance business specifically, have historically
been characterized by periods of intense price competition due to excess underwriting capacity as well as periods
when shortages of underwriting capacity have permitted attractive premium levels. We have reduced business during
periods of severe competition and price declines and grown when pricing allowed an acceptable return. We expect that
our business will continue to experience the effects of this cyclicality which, over the course of time, could result in
material fluctuations in our premium volume, revenues or expenses.

We may not be successful in developing our new specialty lines which could cause us to experience losses.

Since 2001, we have entered into a number of new specialty lines of business, primarily professional liability, excess
casualty, primary casualty, inland marine and middle markets. We continue to look for appropriate opportunities to
diversify our business portfolio by offering new lines of insurance in which we believe we have sufficient
underwriting and claims expertise. However, because of our limited history in these new lines, there is limited
financial information available to help us estimate sufficient reserve amounts for these lines and to help evaluate
whether we will be able to successfully develop these new lines or the likely ultimate losses and expenses associated
with these new lines. Due to our limited history in these lines, we may have less experience managing their
development and growth than some of our competitors. Additionally, there is a risk that the lines of business into
which we expand will not perform at the levels we anticipate.

We may be unable to manage effectively our rapid growth in our lines of business, which may adversely affect
our results.

To control our growth effectively, we must successfully manage our new and existing lines of business. This process
will require substantial management attention and additional financial resources. In addition, our growth is subject to,
among other risks, the risk that we may experience difficulties and incur expenses related to hiring and retaining a
technically proficient workforce. Accordingly, we may fail to realize the intended benefits of expanding into new
specialty lines and we may fail to realize value from such lines relative to the resources that we invest in them. Any
difficulties associated with expanding our current and future lines of business could adversely affect our results of
operations.

We may incur additional losses if our loss reserves are insufficient.

We maintain loss reserves to cover our estimated ultimate unpaid liability for losses and loss adjustment expenses
with respect to reported and unreported claims incurred as of the end of each accounting period. Reserves do not
represent an exact calculation of liability, but instead represent estimates, generally utilizing actuarial projection
techniques and judgment at a given accounting date. These reserve estimates are expectations of what the ultimate
settlement and administration of claims will cost based on our assessment of facts and circumstances then known,
review of historical settlement patterns, estimates of trends in claims severity, frequency, legal theories of liability and
other factors. Both internal and external events, including changes in claims handling procedures, economic inflation,
legal trends and legislative changes, may affect the reserve estimation process. Many of these items are not directly
quantifiable, particularly on a prospective basis. Additionally, there may be significant lags between the occurrence of
the insured event and the time it is actually reported to the insurer. We continually refine reserve estimates in a regular
ongoing process as historical loss experience develops and additional claims are reported and settled. Adjustments to
reserves are reflected in the results of the periods in which the estimates are changed. Because establishment of
reserves is an inherently uncertain process involving estimates, currently established reserves may not be sufficient. If
estimated reserves are insufficient, we will incur additional charges to earnings.
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Our loss reserves include amounts related to short tail and long tail classes of business. Short tail business means that
claims are generally reported quickly upon occurrence of an event, making estimation of loss reserves less complex.
For the long tail lines, significant periods of time, ranging up to several years or more, may elapse between the
occurrence of the loss, the reporting of the loss and the settlement of the claim. The longer the time span between the
incidence of a loss and the settlement of the claim, the more likely the ultimate settlement amount will vary. Our
longer tail business includes general liability, including construction defect claims, as well as historical claims for
asbestos exposures through our marine and aviation businesses and claims relating to our run-off businesses. Our
professional liability business, though long tail with respect to settlement period, is produced on a claims-made basis
(which means that the policy in-force at the time the claim is filed, rather than the policy in-force at the time the loss
occurred, provides coverage) and is therefore, we believe, less likely to result in a significant time lag between the
occurrence of the loss and the reporting of the loss. There can be no assurance, however, that we will not suffer
substantial adverse prior period development in our business in the future.

In addition to loss reserves, preparation of our financial statements requires us to make many estimates and
judgments.

In addition to loss reserves discussed above, the Consolidated Financial Statements contain estimates and judgments
that affect the reported amounts of assets, liabilities, revenues and expenses and related disclosures. On an ongoing
basis we evaluate our estimates based on historical experience and other assumptions that we believe to be reasonable
under the circumstances. Any significant change in these estimates could adversely affect our results of operations
and/or our financial condition.

We may not have access to adequate reinsurance to protect us against losses.

We purchase reinsurance by transferring part of the risk we have assumed to a reinsurance company in exchange for
part of the premium we receive in connection with the risk. The availability and cost of reinsurance are subject to
prevailing market conditions, both in terms of price and available capacity, which can affect our business volume and
profitability. Our reinsurance programs are generally subject to renewal on an annual basis. If we are unable to renew
our expiring facilities or to obtain new reinsurance facilities, either our net exposures would increase, which could
increase our costs, or, if we were unwilling to bear an increase in net exposures, we would have to reduce the level of
our underwriting commitments, especially catastrophe exposed risks, which would reduce our revenues and possibly
net income.

Our reinsurers may not pay on losses in a timely fashion, or at all, which may increase our costs.

Although reinsurance makes the reinsurer liable to us to the extent the risk is transferred or ceded to the reinsurer,
ceded reinsurance arrangements do not eliminate our obligation to pay claims to our policyholders. Accordingly, we
bear credit risk with respect to our reinsurers. Specifically, our reinsurers may not pay claims made by us on a timely
basis, or they may not pay some or all of these claims. Either of these events would increase our costs and could have
a material adverse effect on our business.
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Intense competition for our products could harm our ability to maintain or increase our profitability and
premium volume.

The property and casualty insurance industry is highly competitive. We face competition from both domestic and
foreign insurers, many of whom have longer operating histories and greater financial, marketing and management
resources. Competition in the types of insurance in which we are engaged is based on many factors, including our
perceived overall financial strength, pricing and other terms and conditions of products and services offered, business
experience, marketing and distribution arrangements, agency and broker relationships, levels of customer service
(including speed of claims payments), product differentiation and quality, operating efficiencies and underwriting.
Furthermore, insureds tend to favor large, financially strong insurers, and we face the risk that we will lose market
share to higher rated insurers.

We may have difficulty in continuing to compete successfully on any of these bases in the future. If competition limits
our ability to write new business at adequate rates, our ability to transact business would be materially and adversely
affected and our results of operations would be adversely affected.

We may be unable to attract and retain qualified employees.

We depend on our ability to attract and retain qualified executive officers, experienced underwriters, claims
professionals and other skilled employees who are knowledgeable about our specialty lines of business. If the quality
of our executive officers, underwriting or claims team and other personnel decreases, we may be unable to maintain
our current competitive position in the specialty markets in which we operate and be unable to expand our operations
into new specialty markets.

Increases in interest rates may cause us to experience losses.

Because of the unpredictable nature of losses that may arise under insurance policies, we may require substantial
liquidity at any time. Our investment portfolio, which consists largely of fixed-income investments, is our principal
source of liquidity. The market value of our fixed-income investments is subject to fluctuation depending on changes
in prevailing interest rates and various other factors. We do not hedge our investment portfolio against interest rate
risk. Increases in interest rates during periods when we must sell fixed-income securities to satisfy liquidity needs may
result in realized investment losses.

Our investment portfolio is subject to certain risks that could adversely affect our results of operations and/or
financial condition.

Although our investment policy guidelines emphasize total investment return in the context of preserving and
enhancing shareholder value and statutory surplus of the insurance subsidiaries, our investments are subject to
market-wide risks and fluctuations, as well as to risks inherent in particular types of securities. Due to these risks we
may not be able to realize our investment objectives. In addition, we may be forced to liquidate investments at times
and prices that are not optimal, which could have an adverse affect on our results of operations. Investment losses
could significantly decrease our asset base, thereby adversely affecting our ability to conduct business and pay claims.
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We are exposed to significant capital market risks related to changes in interest rates, credit spreads, equity
prices and foreign exchange rates which may adversely affect our results of operations, financial condition or
cash flows.

We are exposed to significant capital markets risk related to changes in interest rates, credit spreads, equity prices and
foreign currency exchange rates. If significant, declines in equity prices, changes in interest rates, changes in credit
spreads and the strengthening or weakening of foreign currencies against the U.S. dollar, individually or in tandem,
could have a material adverse effect on our consolidated results of operations, financial condition or cash flows.

Our exposure to interest rate risk relates primarily to the market price and cash flow variability associated with
changes in interest rates. Our investment portfolio contains interest rate sensitive instruments, such as fixed income
securities, which may be adversely affected by changes in interest rates from governmental monetary policies,
domestic and international economic and political conditions and other factors beyond our control. A rise in interest
rates would reduce the fair value of our investment portfolio. It would also provide the opportunity to earn higher rates
of return on funds reinvested. Conversely, a decline in interest rates would increase the fair value of our investment
portfolio. We would then presumably earn lower rates of return on assets reinvested. We may be forced to liquidate
investments prior to maturity at a loss in order to cover liabilities. Although we take measures to manage the
economic risks of investing in a changing interest rate environment, we may not be able to mitigate the interest rate
risk of our assets relative to our liabilities.

Included in our fixed income securities are asset-backed and mortgage-backed securities. Changes in interest rates can
expose us to prepayment risks on these investments. In periods of declining interest rates, mortgage prepayments
generally increase and mortgage-backed securities are prepaid more quickly, requiring us to reinvest the proceeds at
the then current rates.

Our fixed income portfolio is invested in high quality, investment-grade securities. However, we are permitted to
invest up to 5% of our book value in below investment-grade high yield fixed income securities. These securities,
which pay a higher rate of interest, also have a higher degree of credit or default risk. These securities may also be less
liquid in times of economic weakness or market disruptions. While we have put in place procedures to monitor the
credit risk and liquidity of our invested assets, it is possible that, in periods of economic weakness, we may experience
default losses in our portfolio. This may result in a reduction of net income, capital and cash flows.

We invest a portion of our portfolio in common stock or preferred stocks. The value of these assets fluctuates with the
equity markets. In times of economic weakness, the market value and liquidity of these assets may decline, and may
impact net income, capital and cash flows.

The functional currencies of the Company s principal insurance and reinsurance subsidiaries are the U.S. dollar, U.K.
pound and the Canadian dollar. Exchange rate fluctuations relative to the functional currencies may materially impact
our financial position. Certain of our subsidiaries maintain both assets and liabilities in currencies different than their
functional currency, which exposes us to changes in currency exchange rates. In addition, locally-required capital
levels are invested in local currencies in order to satisfy regulatory requirements and to support local insurance
operations regardless of currency fluctuations.

Despite our mitigation efforts, an increase in interest rates could have a material adverse effect on our book value.
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Capital may not be available in the future, or available on unfavorable terms.

The capital needs of our business are dependent on several factors, including our ability to write new business
successfully and to establish premium rates and reserves at levels sufficient to cover our losses. If our current capital
becomes insufficient for our future plans, we may need to raise additional capital through the issuance of stock or
debt. Otherwise, in the case of insufficient capital, we may need to limit our growth. The terms of an equity or debt
offering could be unfavorable, for example, causing dilution to our current shareholders or such securities may have
rights, preferences and privileges that are senior to our existing securities. If we were in a situation of having
inadequate capital and if we were not able to obtain additional capital, our business, results of operations and financial
condition could be adversely affected.

A downgrade in our ratings could adversely impact the competitive positions of our operating businesses.

Ratings are a critical factor in establishing the competitive position of insurance companies. The Insurance Companies
are rated by A.M. Best and S&P. A.M. Best s and S&P s ratings reflect their opinions of an insurance company s
financial strength, operating performance, strategic position and ability to meet its obligations to policyholders, and
are not evaluations directed to investors. Our ratings are subject to periodic review by A.M. Best and S&P. Because
these ratings have become an increasingly important factor in establishing the competitive position of insurance
companies, if these ratings are reduced, our competitive position in the industry, and therefore our business, could be
adversely affected. A significant downgrade could result in a substantial loss of business as policyholders might move

to other companies with higher ratings. There can be no assurance that our current ratings will continue for any given
period of time. For a further discussion of our ratings, see Business Ratings included herein.

Continued or increased premium levies by Lloyd s for the Lloyd s Central Fund and cash calls for trust fund
deposits or a significant downgrade of Lloyd s A.M. Best rating could materially and adversely affect us.

The Lloyd s Central Fund protects Lloyd s policyholders against the failure of a member of Lloyd s to meet its
obligations. The Central Fund is a mechanism which in effect mutualizes unpaid liabilities among all members,
whether individual or corporate. The fund is available to back Lloyd s policies issued after 1992. Lloyd s requires
members to contribute to the Central Fund, normally in the form of an annual contribution, although a special
contribution may be levied. The Council of Lloyd s has discretion to call up to 3% of underwriting capacity in any one
year.

Policies issued before 1993 have been reinsured by Equitas Insurance Limited ( Equitas ), an independent insurance
company authorized by the Financial Services Authority. However, if Equitas were to fail or otherwise be unable to
meet all of its obligations, Lloyd s may take the view that it is appropriate to apply the Central Fund to discharge those
liabilities Equitas failed to meet. In that case, the Council of Lloyd s may resolve to impose a special or additional levy
on the existing members, including Lloyd s corporate members, to satisfy those liabilities.

Additionally, Lloyd s insurance and reinsurance business is subject to local regulation, and regulators in the United
States require Lloyd s to maintain certain minimum deposits in trust funds as protection for policyholders in the United
States. These deposits may be used to cover liabilities in the event of a major claim arising in the United States and
Lloyd s may require us to satisfy cash calls to meet claims payment obligations and maintain minimum trust fund
amounts.
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Any premium levy or cash call would increase the expenses of Millennium Underwriting Ltd. and Navigators
Corporate Underwriters Ltd., our corporate members, without providing compensating revenues, and could have a
material adverse effect on our results.

We believe that in the event that Lloyd s rating is downgraded, the downgrade could have a material adverse effect on
our ability to underwrite business through our Lloyd s Operations and therefore on our financial condition or results of
operations.

Our businesses are heavily regulated, and changes in regulation may reduce our profitability and limit our
growth.

Our insurance subsidiaries are subject to extensive regulation and supervision in the jurisdictions in which they
conduct business. This regulation is generally designed to protect the interests of policyholders, as opposed to insurers
and their stockholders and other investors, and relates to authorization for lines of business, capital and surplus
requirements, investment limitations, underwriting limitations, transactions with affiliates, dividend limitations,
changes in control, premium rates and a variety of other financial and non-financial components of an insurance
company s business.

Virtually all states require insurers licensed to do business in that state to bear a portion of the loss suffered by some
insureds as the result of impaired or insolvent insurance companies. The effect of these arrangements could reduce our
profitability in any given period or limit our ability to grow our business.

In recent years, the state insurance regulatory framework has come under increased federal scrutiny, and some state
legislatures have considered or enacted laws that may alter or increase state authority to regulate insurance companies
and insurance holding companies. Further, the NAIC and state insurance regulators are re-examining existing laws
and regulations, specifically focusing on modifications to holding company regulations, interpretations of existing
laws and the development of new laws. Any proposed or future legislation or NAIC initiatives may be more restrictive
than current regulatory requirements or may result in higher costs.

In response to the September 11, 2001 terrorist attacks, the United States Congress has enacted legislation designed to
ensure, among other things, the availability of insurance coverage for terrorist acts, including the requirement that
insurers provide such coverage in certain circumstances. See Business Regulation United States included herein for a
discussion of the TRIA, TRIEA and TRIPRA legislation.

The inability of our subsidiaries to pay dividends to us in sufficient amounts would harm our ability to meet
our obligations.

The Parent Company is a holding company and relies primarily on dividends from our subsidiaries to meet our
obligations for payment of interest and principal on outstanding debt obligations and corporate expenses. The ability
of our insurance subsidiaries to pay dividends to the Parent Company in the future will depend on their statutory
surplus, on earnings and on regulatory restrictions. For a discussion of our insurance subsidiaries current
dividend-paying ability, please see Management s Discussion and Analysis of Financial Condition and Results of
Operations Liquidity and Capital Resources , included herein. The Parent Company and our underwriting subsidiaries
are subject to regulation by some states as an insurance holding company. Such regulation generally provides that
transactions between companies within our consolidated group must be fair and equitable. Transfers of assets among
affiliated companies, certain dividend payments from underwriting subsidiaries and certain material transactions
between companies within our consolidated group may be subject to prior notice to, or prior approval by, state
regulatory authorities. Our underwriting subsidiaries are also subject to licensing and supervision by government
regulatory agencies in the jurisdictions in which they do business. These regulations may set standards of solvency
that must be met and maintained, such as the nature of and limitations on investments, the nature of and limitations on
dividends to policyholders and stockholders and the nature and extent of required participation in insurance guaranty
funds. These regulations may affect our subsidiaries ability to provide us with dividends.
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Catastrophe losses could materially reduce our profitability.
We are exposed to claims arising out of catastrophes, particularly in our marine insurance line of business and our
NavTech and Navigators Re businesses. We have experienced, and will experience in the future, catastrophe losses
which may materially reduce our profitability or harm our financial condition. Catastrophes can be caused by various
natural events, including hurricanes, windstorms, earthquakes, hail, severe winter weather and fires. Catastrophes can
also be man-made, such as the World Trade Center attack, or caused by fortuitous events such as the Deepwater
Horizon oil rig disaster. The incidence and severity of catastrophes are inherently unpredictable. Although we will
attempt to manage our exposure to such events, the frequency and severity of catastrophic events could exceed our
estimates, which could have a material adverse effect on our financial condition.
The market price of Navigators common stock may be volatile.
There has been significant volatility in the market for equity securities. The price of Navigators common stock may
not remain at or exceed current levels. In addition to the other risk factors detailed herein, the following factors may
have an adverse impact on the market price of Navigators common stock:

actual or anticipated variations in our quarterly results of operations, including the result of catastrophes,

changes in market valuations of companies in the insurance and reinsurance industry,

changes in expectations of future financial performance or changes in estimates of securities analysts,

issuances of common shares or other securities in the future,

the addition or departure of key personnel, and

announcements by us or our competitors of acquisitions, investments or strategic alliances.
Stock markets in the United States often experience price and volume fluctuations. Market fluctuations, as well as
general political and economic conditions such as recession or interest rate or currency rate fluctuations, could
adversely affect the market price of Navigators common stock.
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The E.U. Directive on Solvency II may affect how we manage our business, subject us to higher capital
requirements and cause us to incur additional costs to conduct our business in the E.U. (including the United
Kingdom) and possibly elsewhere.

An E.U. directive covering the capital adequacy, risk management and regulatory reporting for insurers, known as
Solvency II, was adopted by the European Parliament in April 2009. Solvency II will introduce a new system of
regulation for insurers operating in the E.U. (including the United Kingdom) and presents a number of risks to us. The
measures implementing Solvency II are currently subject to a consultation process and are not expected to be finalized
until late 2011, with implementation expected to occur on December 31, 2012. Consequently the Company s
implementation plans are based on its current understanding of the Solvency II requirements, which may change.
During the next two years, we expect to undertake a significant amount of work to ensure that we meet the new
requirements, which may divert finite resources from other business related tasks. Although the details of how
Solvency II will apply to Navigators Insurance Company, NUAL and Syndicate 1221 are not yet fully known, it is
clear that Solvency II will impose new requirements with respect to capital structure, technical provisions, solvency
calculations, governance, disclosure and risk management. There is also a risk that Solvency II may increase our
capital requirements for our U.K. Branch and Syndicate 1221. These new regulations have the potential to adversely
affect the profitability of Navigators Insurance Company, NUAL and Syndicate 1221, and to restrict their ability to
carry on their businesses as currently conducted. A significant unanswered question about how Solvency II will be
implemented is whether the new regulations will apply only to Navigators Insurance Company s U.K. Branch or to all
of its operations, both within and outside of the United Kingdom and the other E.U. countries in which it operates. If
the regulations are applied to Navigators Insurance Company in its entirety, we could be subject to even more onerous
requirements under the new regulations. Such requirements could have a significant adverse affect our ability to
operate profitably and could impose other significant restrictions on our ability to carry on our insurance business in
the E.U. (including the United Kingdom) as it is now conducted.

Item 1B. UNRESOLVED STAFF COMMENTS

None.

Item 2. PROPERTIES

Our executive and administrative office is located at 6 International Drive in Rye Brook, NY. Our lease for this space
expires in February 2014. Our underwriting operations are in various locations with non-cancelable operating leases
including Charlotte, NC, Chicago, IL, Columbia, MD, Coral Gables, FL, Danbury, CT, Houston, TX, Irvine, CA,
New York City, NY, Parsippany, NJ, Philadelphia, PA, Pittsburgh, PA, San Francisco, CA, Schaumburg, IL, Seattle,
WA, London, England, Antwerp, Belgium, Stockholm, Sweden and Copenhagen, Denmark.

Item 3. LEGAL PROCEEDINGS

In the ordinary course of conducting business, our subsidiaries are involved in various legal proceedings, either
indirectly as insurers for parties or directly as defendants. Most the these proceedings are claims litigation involving
our subsidiaries as either (a) liability insurers defending or providing indemnity for third party claims brought against
insureds or (b) insurers defending first party coverage claims brought against them. We account for such activity
through the establishment of unpaid loss and loss adjustment reserves. Our management believes that the ultimate
liability, if any, with respect to such ordinary-course claims litigation, after consideration of provisions made for
potential losses and cost of defense, will not be material to our consolidated financial condition, results of operations,
or cash flows.

Our subsidiaries are also from time-to-time involved with other legal actions, some of which assert claims for
substantial amounts. These actions include claims asserting extra contractual obligations, such as claims involving
allegations of bad faith in the handling of claims or the underwriting of policies. In general, we believe we have valid
defenses to these cases. Our management expects that the ultimate liability if any, with respect to such
extra-contractual matters will not be material to our consolidated financial position. Nonetheless, given the large or
indeterminate amounts sought in certain of these matters, and the inherent unpredictability of litigation, an adverse
outcome in such matters could, from time-to-time, have a material adverse outcome on our consolidated results of
operations or cash flows in a particular fiscal quarter or year.
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In October 2010, Equitas represented by Resolute Management Services Limited ( Resolute ) commenced litigation and
arbitration proceedings (the Resolute Proceedings ) against Navigators Management Company, Inc., a wholly-owned
subsidiary of the Company ( NMC ). The arbitration demand and complaint in the Resolute Proceedings allege that
NMC failed to make timely payments to Resolute under certain reinsurance agreements in connection with
subrogation recoveries received by NMC with respect to several catastrophe losses that occurred in the late 1980 s and
early 1990 s. Resolute alleges that it suffered damages of approximately $7.5 million as a result of the alleged delays in
payment. The Company believes that the claims of Resolute are without merit and it intends to vigorously contest the
claims. While it is too early to predict with any certainty the outcome of the Resolute Proceedings, the Company
believes that the ultimate outcome would not be expected to have a significant adverse effect on its results of
operations, financial condition or liquidity, although an unexpected adverse resolution of the Resolute Proceedings
could have a material adverse effect on the Company s results of operations in a particular fiscal quarter or year.

Part I1

Item S. MARKET FOR REGISTRANT S COMMON EQUITY, RELATED STOCKHOLDER MATTERS
AND ISSUER PURCHASES OF EQUITY SECURITIES

Market Information

The Company s common stock is traded over-the-counter on NASDAQ under the symbol NAVG. Over-the-counter
market quotations reflect inter-dealer prices, without retail mark-up, mark-down or commissions and may not
necessarily represent actual transactions.

The high, low and closing trade prices for the four quarters of 2010 and 2009 were as follows:

2010 2009
High Low Close High Low Close
First Quarter $ 47.99 $ 36.93 $ 39.33 $ 57.58 $ 4530 $ 47.18
Second Quarter $ 43.85 $ 36.86 $ 41.13 $ 49.75 $ 4280 $ 4443
Third Quarter $ 45.00 $ 4092 $ 44.63 $ 56.29 $ 4359 $ 55.00
Fourth Quarter $ 5235 $ 42.82 $ 50.35 $ 5764 $ 4583 $ 47.11

Information provided to us by our transfer agent and proxy solicitor indicates that there are approximately 363 holders
of record and 3,026 beneficial holders of our common stock.
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Five Year Stock Performance Graph

The Five Year Stock Performance Graph and related Cumulative Indexed Returns table, as presented below, which
were prepared with the aid of S&P, reflects the cumulative return on the Company s common stock, the S&P 500
Index and the Insurance Index assuming an original investment in each of $100 on December 31, 2005 (the Base
Period ) and reinvestment of dividends to the extent declared. Cumulative returns for each year subsequent to 2005 are
measured as a change from this Base Period.

The comparison of five year cumulative returns among the Company, the companies listed in the Standard & Poor s
500 Index ( S&P 500 Index ) and the S&P Property & Casualty Insurance Index (the Insurance Index ) is as follows:
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Base Cumulative Indexed Returns

Period Years Ending December 31,

Company / Index 2005 2006 2007 2008 2009
The Navigators Group, Inc. 100.00 110.48 149.05 125.91 108.02
S&P 500 Index 100.00 115.79 122.16 76.96 97.32
S&P 500 Property & Casualty Insurance 100.00 112.87 97.11 68.55 76.92

2010

115.45
111.98
84.02

The following Annual Return Percentage table reflects the annual return on the Company s common stock, the S&P

500 Index and the Insurance Index including reinvestment of dividends to the extent declared.

Annual Return Percentage
Years Ending December 31,

Company / Index 2006 2007 2008 2009
The Navigators Group, Inc. 10.48 34.91 -15.52 -14.21
S&P 500 Index 15.79 5.49 -37.00 26.46
S&P 500 Property & Casualty Insurance 12.87 -13.96 -29.41 12.21
Dividends

2010

6.88
15.06
9.23

We have not paid or declared any cash dividends on our common stock. While there presently is no intention to pay
cash dividends on the common stock, future declarations, if any, are at the discretion of our Board of Directors and the
amounts of such dividends will be dependent upon, among other factors, our results of operations and cash flow,
financial condition and business needs, restrictive covenants under our credit facility, the capital and surplus

requirements of our subsidiaries and applicable government regulations.
Recent Sales of Unregistered Securities

None

Use of Proceeds from Public Offering of Debt Securities

None
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Purchases of Equity Securities by the Issuer

In November 2009, the Parent Company s Board of Directors adopted a share repurchase program for up to
$35 million of the Parent Company s common stock. In March 2010, the Parent Company s Board of Directors adopted
a share repurchase program for up to an additional $65 million of the Parent Company s common stock. Purchases are
permitted from time to time at prevailing prices in open market or privately negotiated transactions through
December 31, 2011. The timing and amount of purchases under the program depend on a variety of factors, including
the trading price of the stock, market conditions and corporate and regulatory considerations.

The following table summarizes the Parent Company s purchases of its common stock during 2009 and 2010:

Dollar Value
of Shares that
Total
Number Average May Yet Be
Purchased
of Shares Cost Paid Under

Purchased Per Share the Program ()
($ in thousands, except per share)

October 2009 $ $ 35,000
November 2009 29,021 $ 47.30 $ 33,627
December 2009 112,555 $ 47.83 $ 28,243
Subtotal fourth quarter 141,576 $ 47.72

Total 2009 activity 141,576 $ 47.72

January 2010 171,500 $ 4432 $ 20,642
February 2010 128,500 $ 41.79 $ 15,272
March 2010 273,600 $ 39.10 $ 69,573
Subtotal first quarter 573,600 $ 41.27

April 2010 149,912 $ 40.92 $ 63,439
May 2010 248,430 $ 39.92 $ 53,522
June 2010 159,661 $ 40.38 $ 47,075
Subtotal second quarter 558,003 $ 40.32

July 2010 57,177 $ 42.10 $ 44,668
August 2010 32,556 $ 42.49 $ 43,284
September 2010 7,382 $ 42.29 $ 42972
Subtotal third quarter 97,115 $ 42.25
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October 2010 1,500 $ 42.85
November 2010 34,066 $ 48.27
December 2010 $

Subtotal fourth quarter 35,566 $ 48.04
Total 2010 activity 1,264,284 $ 41.11
Total share repurchase activity 1,405,860 $ 41.78

(1) Balance as of the end of the month indicated.

42,841
41,265
41,265

The Company did not repurchase any additional shares of its common stock between January 1, 2011 and

February 16, 2011 pursuant to its share repurchase program.
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Item 6. SELECTED FINANCIAL DATA

The following table sets forth selected consolidated financial data including consolidated financial information of the
Company for each of the last five calendar years, derived from the Company s audited Consolidated Financial
Statements. You should read the table in conjunction with Item 7, Management s Discussion and Analysis of Financial
Condition and Results of Operations , and Item 8, Financial Statements and Supplementary Data , included herein.

Year Ended December 31,
2010 2009 2008 2007 2006
($ in thousands, except per share data)
Operating Information:

Gross written premiums $ 987,201 $ 1,044,918 $ 1,084,922 $ 1,070,707 $ 970,790
Net written premiums 653,938 701,255 661,615 645,796 520,807
Net earned premiums 659,931 683,363 643,976 601,977 468,323
Net investment income 71,662 75,512 76,554 70,662 56,895
Net realized gains (losses) (1) 40,239 (2,660) (38,299) 2,006 (1,026)
Total revenues 776,975 762,880 683,666 676,659 526,594
Income before income taxes 98,829 86,848 68,731 139,182 106,617
Net income 69,578 63,158 51,692 95,620 72,563
Net income per share:

Basic $ 4.33 $ 3.73 $ 3.08 $ 5.69 $ 4.34
Diluted $ 4.24 $ 3.65 $ 3.04 $ 5.62 $ 4.30
Average common shares

outstanding (000s):

Basic 16,065 16,935 16,802 16,812 16,722
Diluted 16,415 17,322 16,992 17,005 16,856
Combined loss & expense ratio

)

Loss ratio 63.8% 63.8% 61.0% 56.6% 57.7%
Expense ratio 36.9% 33.4% 32.8% 30.9% 30.1%
Total 100.7% 97.2% 93.8% 87.5% 87.8%
Balance sheet information (at

end of year):

Total investments and cash $ 2,154,328 $ 2,056,587 $ 1,917,715 $ 1,767,301 $ 1,475,910
Total assets 3,531,459 3,453,994 3,349,580 3,143,771 2,956,686
Gross losses and LAE reserves 1,985,838 1,920,286 1,853,664 1,648,764 1,607,555
Net losses and LAE reserves 1,142,542 1,112,934 999,871 847,303 696,116
Senior notes 114,138 114,010 123,794 123,673 123,560
Stockholders equity 829,354 801,519 689,317 662,106 551,343
Common shares outstanding

(000s) 15,744 16,846 16,856 16,873 16,736
Book value per share ) $ 52.68 $ 47.58 $ 40.89 $ 39.24 $ 32.94
Statutory surplus of Navigators

Insurance Company $ 686,919 $ 645,820 $ 581,166 $ 578,668 $ 524,188

(1) Includes Net other-than-temporary impairment losses recognized in earnings.
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(2) Calculated based on earned premiums.

(3) Calculated as stockholders equity divided by actual shares outstanding as of the date indicated.
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Item 7. MANAGEMENT S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS
OF OPERATIONS

The following discussion and analysis of our financial condition and results of operations should be read in
conjunction with our Consolidated Financial Statements and accompanying notes which appear elsewhere in this
Form 10-K. It contains forward-looking statements that involve risks and uncertainties. Please see Note on
Forward-Looking Statements and Risk Factors for more information. Our actual results could differ materially
from those anticipated in these forward-looking statements as a result of various factors, including those discussed
below and elsewhere in this Form 10-K.

Overview

We are an international insurance company focusing on specialty products within the overall property/casualty
insurance market. Our largest product line and most long-standing area of specialization is ocean marine insurance.
We have also developed specialty niches in professional liability insurance and in specialty liability insurance
primarily consisting of contractors liability and commercial primary and excess casualty coverages.

Our revenue is primarily comprised of premiums and investment income. We derive our premiums primarily from
business written by wholly-owned underwriting management companies which produce, manage and underwrite
insurance and reinsurance for us. Our products are distributed through multiple channels, utilizing global, national and
regional retail and wholesale insurance brokers.

We conduct operations through our Insurance Companies and our Lloyd s Operations segments. The Insurance
Companies segment consists of Navigators Insurance Company, which includes a United Kingdom Branch (the U.K.
Branch ), and Navigators Specialty Insurance Company, which underwrites specialty and professional liability
insurance on an excess and surplus lines basis. All of the insurance business written by Navigators Specialty Insurance
Company is fully reinsured by Navigators Insurance Company pursuant to a 100% quota share reinsurance agreement.
Our Lloyd s Operations segment includes Navigators Underwriting Agency Ltd. ( NUAL ), a Lloyd s of London
( Lloyd s ) underwriting agency which manages Lloyd s Syndicate 1221 ( Syndicate 1221 ). Our Lloyd s Operatio
primarily underwrite marine and related lines of business along with offshore energy, professional liability insurance
and construction coverages for onshore energy business at Lloyd s through Syndicate 1221. We controlled 100% of
Syndicate 1221 s stamp capacity for the 2010, 2009 and 2008 underwriting years through our wholly-owned
subsidiary, Navigators Corporate Underwriters Ltd., which is referred to as a corporate name in the Lloyd s market.
We have also established underwriting agencies in Antwerp, Belgium, Stockholm, Sweden and Copenhagen,
Denmark, which underwrite risks pursuant to binding authorities with NUAL into Syndicate 1221.

While management takes into consideration a wide range of factors in planning our business strategy and evaluating
results of operations, there are certain factors that management believes are fundamental to understanding how we are
managed. First, underwriting profit is consistently emphasized as a primary goal, above premium growth.
Management s assessment of our trends and potential growth in underwriting profit is the dominant factor in its
decisions with respect to whether or not to expand a business line, enter into a new niche, product or territory or,
conversely, to contract capacity in any business line. In addition, management focuses on controlling the costs of our
operations. Management believes that careful monitoring of the costs of existing operations and assessment of costs of
potential growth opportunities are important to our profitability. Access to capital also has a significant impact on
management s outlook for our operations. The Insurance Companies operations and ability to grow their business and
take advantage of market opportunities are constrained by regulatory capital requirements and rating agency
assessments of capital adequacy.
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Management s decisions are also greatly influenced by access to specialized underwriting and claims expertise in our
lines of business. We have chosen to operate in specialty niches with certain common characteristics which we believe
provide us with the opportunity to use our technical underwriting expertise in order to realize underwriting profit. As a
result, we have focused on underserved markets for businesses characterized by higher severity and low frequency of
loss where we believe our intellectual capital and financial strength bring meaningful value. In contrast, we have
avoided niches that we believe have a high frequency of loss activity and/or are subject to a high level of regulatory
requirements, such as workers compensation and personal automobile insurance, because we do not believe our
technical expertise is of as much value in these types of businesses. Examples of niches that have the characteristics
we look for include bluewater hull which provides coverage for physical damage to, for example, highly valued cruise
ships, and D&O insurance which covers litigation exposure of a corporation s directors and officers. These types of
exposures require substantial technical expertise. We attempt to mitigate the financial impact of severe claims on our
results by conservative and detailed underwriting, prudent use of reinsurance and a balanced portfolio of risks.

The discussions that follow include tables that contain both our consolidated and segment operating results for the last
three calendar years. In presenting our financial results, we have discussed our performance with reference to
underwriting profit or loss and the related combined ratio, both of which are non-GAAP measures of underwriting
profitability. We consider such measures, which may be defined differently by other companies, to be important in the
understanding of our overall results of operations. Underwriting profit or loss is calculated from net earned premium,
less the sum of net losses and LAE, commission expense, other operating expenses and other income (expense). The
combined ratio is derived by dividing the sum of net losses and LAE, commission expense, other operating expenses
and other income (expense) by net earned premium. A combined ratio of less than 100% indicates an underwriting
profit and over 100% indicates an underwriting loss.

For additional information regarding our business, see Business Overview , included herein.

Critical Accounting Policies

It is important to understand our accounting policies in order to understand our financial statements. Management
considers certain of these policies to be critical to the presentation of the financial results, since they require
management to make estimates and assumptions. These estimates and assumptions affect the reported amounts of
assets, liabilities, revenues, expenses, and related disclosures at the financial reporting date and throughout the
reporting period. Certain of the estimates result from judgments that can be subjective and complex and, consequently,
actual results may differ from these estimates, which would be reflected in future periods.

Our most critical accounting policies involve the reporting of the reserves for losses and LAE (including losses that
have occurred but were not reported to us by the financial reporting date), reinsurance recoverables, written and
unearned premium, the recoverability of deferred tax assets, the impairment of investment securities and accounting
for Lloyd s results.

Reserves for Losses and Loss Adjustment Expenses

Reserves for losses and loss adjustment expenses represent an estimate of the expected cost of the ultimate settlement
and administration of losses, based on facts and circumstances then known. Actuarial methodologies are employed to
assist in establishing such estimates and include judgments relative to estimates of future claims severity and
frequency, length of time to develop to ultimate, judicial theories of liability and other third party factors which are
often beyond our control. No assurance can be given that actual claims made and related payments will not be in
excess of the amounts reserved. During the loss settlement period, it often becomes necessary to refine and adjust the
estimates of liability on a claim either upward or downward. Even after such adjustments, ultimate liability may
exceed or be less than the revised estimates.
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The numerous factors that contribute to the inherent uncertainty in the process of establishing loss reserves include:
interpreting loss development activity, emerging economic and social trends, inflation, changes in the regulatory and
judicial environment and changes in our operations, including changes in underwriting standards and claims handling
procedures. The process of establishing loss reserves is complex and imprecise as it must take into account many
variables that are subject to the outcome of future events. As a result, informed subjective judgments as to our ultimate
exposure to losses are an integral component of our loss reserving process.

Our actuaries calculate indicated IBNR loss reserves for each line of business by underwriting year for major products
principally using two standard actuarial methodologies which are projection or extrapolation techniques: the loss ratio
method and the Bornheutter-Ferguson method. In general the loss ratio method is used to calculate the IBNR for more
recent underwriting years while the Bornheutter-Ferguson method is used to calculate the IBNR for more mature
underwriting years. When appropriate such methodologies are supplemented by the loss development method and the
frequency/severity method which are used to analyze and better comprehend loss development patterns and trends in
the data when making selections and judgments. Each of these methodologies, which are described below, are
generally applicable to both long tail and short tail lines of business depending on a variety of circumstances. In
utilizing these methodologies to develop our IBNR loss reserves, a key objective of management in making their final
selections is to deliberate with our actuaries to identify aberrations and systemic changes occurring within historical
experience and accurately adjust for them. This process requires the substantial use of informed judgment and is
inherently uncertain as it can be influenced by numerous factors including:

Inflationary pressures (medical and economic) that affect the size of losses;

Judicial, regulatory, legislative, and legal decisions that affect insurers liabilities;
Changes in the frequency and severity of losses;
Changes in the underlying loss exposures of our policies;

Changes in our claims handling procedures.
There are instances in which facts and circumstances require a deviation from the general process described above.
Three such instances relate to the IBNR loss reserve processes for our 2008 Hurricanes losses, our 2005 Hurricanes
losses and our asbestos exposures, where extrapolation techniques are not applied, except in a limited way, given the
unique nature of hurricane losses and limited population of marine excess policies with potential asbestos exposures.
In such circumstances, inventories of the policy limits exposed to losses coupled with reported losses are analyzed and
evaluated principally by claims personnel and underwriters to establish IBNR loss reserves.
A brief summary of each actuarial method discussed above follows:
Loss ratio method: This method is based on the assumption that ultimate losses vary proportionately with premiums.
Pursuant to the loss ratio method, IBNR loss reserves are calculated by multiplying the earned premium by an
expected ultimate loss ratio to estimate the ultimate losses for each underwriting year, then subtracting the reported
losses, consisting of paid losses and case loss reserves, to determine the IBNR loss reserve amount. The ultimate loss
ratios applied are the Company s best estimates for each underwriting year and are generally determined after
evaluating a number of factors which include: information derived by underwriters and actuaries in the initial pricing
of the business, the ultimate loss ratios established in the prior accounting period and the related judgments applied,
the ultimate loss ratios of previous underwriting years, premium rate changes, underwriting and coverage changes,
changes in terms and conditions, legislative changes, exposure trends, loss development trends, claim frequency and
severity trends, paid claims activity, remaining open case reserves and industry data where deemed appropriate. Such
factors are also evaluated when selecting ultimate loss ratios and/or loss development factors in the methods described
below.
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Bornheutter-Ferguson method: The Bornheutter-Ferguson method calculates the IBNR loss reserves as the product of
the earned premium, an expected ultimate loss ratio, and a loss development factor that represents the expected
percentage of the ultimate losses that have been incurred but not yet reported. The loss development factor equals one
hundred percent less the expected percentage of losses that have thus far been reported, which is generally calculated
as an average of the percentage of losses reported for comparable reporting periods of prior underwriting years. The
expected ultimate loss ratio is generally determined in the same manner as in the loss ratio method.

Loss development method: The loss development method, also known as the chainladder or the link-ratio method,
develops the IBNR loss reserves by multiplying the paid or reported losses by a loss development factor to estimate
the ultimate losses, then subtracting the reported losses, consisting of paid losses and case loss reserves, to determine
the IBNR loss reserves. The loss development factor is the reciprocal of the expected percentage of losses that have
thus far been reported, which is generally calculated as an average of the percentage of losses reported for comparable
reporting periods of prior underwriting years.

Frequency/severity method: The frequency/severity method calculates the IBNR loss reserves by separately projecting
claim count and average cost per claim data on either a paid or incurred basis. It estimates the expected ultimate losses
as the product of the ultimate number of claims that are expected to be reported and the expected average amount of
these claims.

Annual actuarial loss studies are conducted by the Company s actuaries at various times throughout the year for major
lines of business employing the methodologies as described above. Additionally, a review of the emergence of actual
losses relative to expectations for each line of business, generally derived from the annual loss studies, is conducted
each quarter to determine whether the assumptions used in the reserving process continue to form a reasonable basis
for the projection of liabilities for each product line. Such reviews may result in maintaining or revising assumptions
regarding future loss development based on various quantitative and qualitative considerations. If actual loss activity
differs from expectations, an upward or downward adjustment to loss reserves may occur. As time passes, estimated
loss reserves for an underwriting year will be based more on historical loss activity and loss development patterns
rather than on assumptions based on underwriters input, pricing assumptions or industry experience.

The following discusses the method used for calculating the IBNR for each line of business and key assumptions used
in applying the actuarial methods described.

Marine: Generally, two key assumptions are used by our actuaries in setting IBNR loss reserves for major products in
this line of business. The first assumption is that our historical experience regarding paid and reported losses for each
product where we have sufficient history can be relied on to predict future loss activity. The second assumption is that
our underwriters assessments as to potential loss exposures are reliable indicators of the level of our expected loss
activity. The specific loss reserves for marine are then analyzed separately by product based on such assumptions,
except where noted below, with the major products including marine liability, cargo, P&I, transport and bluewater
hull.

The claims emergence patterns for various marine product lines vary substantially. Our largest marine product line is
marine liability, which has one of the longer loss development patterns. Marine liability protects an insured s business
from liability to third parties stemming from their marine-related operations, such as terminal operations, stevedoring
and marina operations. Since marine liability claims generally involve a dispute as to the extent and amount of legal
liability that our insured has to a third party, these claims tend to take a longer time to develop and settle. Other
longer-tail marine product lines include P&I insurance, which provides coverage for third party liability as well as
injury to crew for vessel operators, and transport insurance, which provides both property and third party liability on a
primary basis to businesses such as port authorities, marine terminal operators and others engaged in the infrastructure
of
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international transportation. Other marine product lines have considerably shorter periods in which losses develop and
settle. Ocean cargo insurance, for example, provides physical damage coverage to goods in the course of transit by
water, air or land. By their nature, cargo claims tend to be reported quickly as losses typically result from an obvious
peril such as fire, theft or weather. Similarly, bluewater hull insurance provides coverage against physical damage to
ocean-going vessels. Such claims for physical damage generally are discovered, reported and settled quickly. The
Company currently has extensive experience for all of these products and thus the IBNR loss reserves for all of the
marine products are determined using the key assumptions and actuarial methodologies described above. Prior to
2007, however, as discussed below, the Company did not have sufficient experience in the transport product line and
instead used its hull and liability products loss development experience as a key assumption in setting the IBNR loss
reserves for its transport product.

Property Casualty: The reserves for property and casualty are established separately by product with the major
product being contractors liability insurance. Other products include offshore energy, commercial middle markets,
primary casualty and excess casualty. Our actuaries generally utilize two key assumptions in this line of business:
first, that our historical loss development patterns are reasonable predictors of future loss patterns and second, that our
claims personnel s assessment of our claims exposures and our underwriters assessment of our expected losses are
reliable indicators of our loss exposure. However, this line of business includes a number of newer products where
there is insufficient Company historical experience to project loss reserves and/or loss development is sparse or
erratic, which makes extrapolation techniques for those products extremely difficult to apply, and in those
circumstances we typically rely more on industry data and our underwriters input in setting assumptions for our IBNR
loss reserves as opposed to historical loss development patterns. In addition, as discussed in more detail below with
respect to construction defect reserves, our actuaries may take other market trends or events into account in setting
IBNR loss reserves.

The substantial majority of the property and casualty loss reserves are for the contractors liability business, which
insures mostly general and artisan contractors. Contractor liability claims are categorized into two claim types:
construction defect and other general liability. Other general liability claims typically derive from workplace accidents
or from negligence alleged by third parties, and frequently take a long time to report and settle. Construction defect
claims involve the discovery of damage to buildings that was caused by latent construction defects. These claims take
a very long time to report and to settle compared to other general liability claims. Since construction defect claims
report much later than other contractor liability claims, they are analyzed separately in an annual actuarial loss study.
We have extensive history in the contractors liability business upon which to perform actuarial analyses and we use
the key assumption noted above relating to our own historical experience as a reliable indicator of the future for this
product. However, there is inherent uncertainty in the loss reserve estimation process for this line of business given
both the long-tail nature of the liability claims and the continuing underwriting and coverage changes, claims handling
and reserve changes, and legislative changes that have occurred over a several year period. Such factors are
judgmentally taken into account in this line of business in specific periods. The underwriting and coverage changes
include the migration to a non-admitted business from admitted business in 2003, which allowed us to exclude certain
exposures previously permitted (for example, exposure to construction work performed prior to the policy inception),
withdrawals from certain contractor classes previously underwritten and expansion into new states beginning in 2005.
Claims changes include bringing the claim handling in-house in 1999 and changes in case reserving practices in 2003
and 2006.

Most recently, in setting the IBNR loss reserves for construction defect claims, our actuaries have begun to consider a
new qualitative factor based on their evolving concern with the recent decline in home values caused by the subprime
home mortgage crisis and its possible impact on the frequency and severity of construction defect claims. As a result,
our actuaries acknowledge this uncertainty and anticipate claims arising from alleged construction defects contributing
to housing value declines on policies written on newly constructed homes in our portfolio. We believe our reserves
remain adequate to address such potential exposure, but we can give no assurances with respect thereto.
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Offshore energy provides physical damage coverage to offshore oil platforms along with offshore operations related to
oil exploration and production. The significant offshore energy claims are generally caused by fire or storms, and thus
tend to be large, infrequent, quickly reported, but occasionally not quickly settled because the damage is often
extensive but not always immediately known.

Our commercial middle markets or NAV PAC business consists of general liability, auto liability and property
exposures for a variety of commercial middle market businesses, principally hospitality, manufacturing and garages.
Commencing in 2007, our actuaries are segmenting and analyzing the components of the loss development for this
business among the property, liability and auto exposures which had been previously combined. As mentioned in
Part I, on January 14, 2011, we announced that we entered into a transaction for the sale of the renewal rights for our
middle market commercial package and commercial automobile businesses underwritten through our NAV PAC
division. This transaction did not include our Life sciences and exporters package liability products.

Primary casualty insurance provides primary general liability coverage principally to corporations in the construction
and manufacturing sector. Excess casualty insurance is purchased by corporations which seek higher limits of liability
than are provided in their primary casualty policies. Neither product line has a significant amount of loss activity
reported to date. Because we have limited historical experience in these products, the IBNR loss reserves for both of
these products are primarily established using the loss ratio method primarily based on our underwriters input and
industry loss experience.

Loss reserves include our European property business written by the U.K. Branch which was discontinued in 2008.
We have limited loss history and rely primarily on assumptions based on underwriters input and industry experience.
In addition, loss reserves for aviation, property and assumed reinsurance business, in run-off since 1999, are
periodically monitored and evaluated by claims and actuarial personnel.

Professional Liability: The professional liability policies mainly provide coverage on a claims-made basis mostly for a
one-year period. The reserves for professional liability are analyzed separately by product. The major products are
D&O liability coverage and E&O liability coverage for lawyers and other professionals.

The losses for D&O business are generally very large and infrequent, and often involve securities class actions. D&O
claims report reasonably quickly, but may take several years to settle. Our loss estimates are based on expected losses,
an assessment of the characteristics of reported losses at the claim level, evaluation of loss trends, industry data, and
the legal, regulatory and current risk environment. Significant judgment is involved because anticipated loss
experience in this area is less predictable due to the small number of claims and/or erratic claim severity patterns. As
time passes for a given underwriting year, we place additional weight on assumptions relating to our actual experience
and claims outstanding. The expected ultimate losses may be adjusted up or down as the underwriting years mature.
The E&O IBNR loss reserve process is similar to the process for D&O, with the exception of a particular book of
business of the U.K. Branch written from 2004 through 2006. For the U.K Branch E&O business, we assume the
claims, while similar in nature to the claims in the U.S. E&O business, are larger, more frequent and have a longer
loss development pattern. The IBNR loss reserves for the U.K. Branch E&O business are determined judgmentally
after reviewing recent loss activity relative to the remaining in-force policy count and the loss activity for similar
insureds.

Lloyd s Operations: Reserves for the Company s Lloyd s Operations are reviewed separately for the marine and
professional liability lines by product. The major marine products are marine liability, offshore energy, cargo, specie
and marine reinsurance, and the major products for professional liability are international D&O and international
E&O.
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The marine liability, offshore energy and cargo products and related loss exposures are similar in nature to that
described for marine business above. Specie insurance provides property coverage for chattel, such as jewelry, fine art
and cash in transit. Claims tend to be from theft or damage, quick to report and quick to settle. Marine reinsurance is a
diversified global book of reinsurance, the majority of which consists of excess-of-loss reinsurance policies for which
claims activity tends to be large and infrequent with loss development somewhat longer than for such products written
on a direct basis. Marine reinsurance reinsures liability, cargo, hull and offshore energy exposures that are similar in
nature to the marine business described above.

The process for establishing the IBNR loss reserves for the marine and professional liability lines of the Lloyd s
Operations, and the assumptions used as part of this process, are similar in nature to the process employed by the
Insurance Companies.

The Lloyd s Operations products also include property coverages for engineering and construction projects and
onshore energy business, which are substantially reinsured. Losses from engineering and construction projects tend to
result from loss of use due to construction delays while losses from onshore energy business are usually caused by
fires or explosions. Large losses tend to be catastrophic in nature and are heavily reinsured. IBNR loss reserves for
attritional losses are established based on the Syndicate s extensive loss experience.

Sensitivity Analysis

We do not calculate a range of loss reserve estimates. We believe that ranges may not be a true reflection of the
potential volatility between carried loss reserves and the ultimate settlement amount of losses incurred prior to the
balance sheet date.

The actual losses may not emerge as expected, which would cause the ranges to expand or contract from year to year.
The impact of these shifts in the ranges will be greater in lines with longer emergence patterns. The individual lines
will also have greater variance than the range for the entire book of business. The boundaries of the reasonably likely
ranges do not have a symmetrical relationship with our carried reserves and intentionally reflect a wider variation in
the increases than for the decreases and, correspondingly, a wider deviation in the deficiency than in the redundancy.
Set forth below is a sensitivity analysis that estimates the effect on our net loss reserve position of using alternative
expected loss ratios for the underwriting years 2003 to 2010 and alternative loss development factors for underwriting
years beginning in the late 1990 s to 2010 rather than those loss ratios and factors actually used in determining our best
estimates at December 31, 2010. The analysis addresses each major line of business and underwriting year for which a
material deviation to our overall reserve position is believed reasonably possible, and uses what we believe is a
reasonably likely range of potential deviation for each line of business. There can be no assurance, however, that
actual reserve development will be materially consistent with either the original or the adjusted expected loss ratios or
loss development factor assumptions, or with other assumptions made in the reserving process.
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For the selected alternative expected loss ratios, our actuaries observed the range of ultimate loss ratios recorded for
the underwriting years 2003 to 2010 for each major line of business at December 31, 2010.
The reasonably likely ranges of potential deviation in the loss ratios for each line of business for the 2003 to 2010
underwriting years expressed in loss ratio points are as follows:

Reasonably likely loss ratio point variances

Decrease Increase
Insurance Companies:
Marine 6% 8%
Property Casualty 6% 9%
Professional Liability 14% 17%
Lloyd s Operations 7% 12%

For the loss development factor variance, our actuaries employed a standard technique which is based on the historical
development factors observed for each line of business from the paid and incurred loss development triangles with the
latest evaluation at December 31, 2010. The historical factors are used to generate alternative outcomes which could
arise in the ultimate development due to the random variability inherent in future development. The alternative
outcomes are generated by a stochastic simulation. The ranges may contract or expand if future development deviates
from historical experience.

The reasonably likely ranges of potential deviations in the aggregate or overall loss development factors applicable to
the total of all underwriting years for each line of business are as follows:

Reasonably likely ultimate loss development factor variances

Decrease Increase
Insurance Companies:
Marine 9% 13%
Property Casualty 10% 13%
Professional Liability 24% 32%
Lloyd s Operations 12% 16%

Such sensitivity analysis was performed in the aggregate for all products within each line of business. The use of
aggregate data was considered more stable and reliable compared to a product-by-product analysis. We cannot assure,
however, that such use of aggregate data will provide a more accurate range of the actual variations in loss
development. The loss ratio sensitivity analysis uses loss ratios for the 2003 to 2010 underwriting years, which are
believed to be more representative compared to years prior to 2003 given our evolving mix of business, product
changes and other factors. There can be no assurances, however, that the use of such recent history is more predictive
of actual development as compared to employing longer periods of history. In addition, while the net loss reserves
include the net loss reserves for asbestos exposures, such amounts were excluded from the sensitivity analysis given
the nature of how such reserves are established by the Company. While we believe such net reserves are adequate, we
cannot assure that material loss development may not arise in the future from asbestos losses given the complex nature
of such exposures.
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The total Company range amounts below were determined by combining the simulated results for each segment into
one analysis which estimates a company-wide range reflecting the fact that the individual lines of business are not
perfectly correlated. This calculation reflects the reduced volatility benefit from a diversified portfolio of loss
exposures. Such amounts may not be representative of the actual aggregate favorable or unfavorable loss development
amounts that may occur over time.

Total Reasonably Likely Range of Deviation
Net Loss Redundancy Deficiency
Reserve Amount % Amount %

($ in thousands)

Insurance Companies:

Marine $ 216,508 $ 19,486 9% $ 28,146 13%
Property Casualty 467,353 46,735 10% 60,756 13%
Professional Liability 124,565 29,896 24% 39,861 32%
Total Insurance Companies 808,426 96,117 128,763

Total Lloyd s Operations 334,116 40,094 12% 53,459 16%
Subtotal 1,142,542 136,211 182,222

Portfolio effect (67,658) (79,393)

Total Company $ 1,142,542 $ 68,553 6% $ 102,829 9%

Increase (decrease) to net income
Amount $ 44,559 $ (66,839)
Per Share (D $ 2.71 $ 4.07)

(1) Used 16.4 million average diluted shares outstanding for the year ended December 31, 2010.

Reinsurance Recoverables. Reinsurance recoverables are established for the portion of the loss reserves that are ceded
to reinsurers. Reinsurance recoverables are determined based upon the terms and conditions of reinsurance contracts
which could be subject to interpretations that differ from our own based on judicial theories of liability. In addition,
we bear credit risk with respect to our reinsurers which can be significant considering that certain of the reserves
remain outstanding for an extended period of time. We are required to pay losses even if a reinsurer fails to meet its
obligations under the applicable reinsurance agreement. Additional information regarding our reinsurance
recoverables can be found in the Business Reinsurance Recoverables section and Note 6, Reinsurance, to our
consolidated financial statements, both included herein.

Written and Unearned Premium. Written premium is recorded based on the insurance policies that have been
reported to us and the policies that have been written by agents but not yet reported to us. We must estimate the
amount of written premium not yet reported based on judgments relative to current and historical trends of the
business being written. Such estimates are regularly reviewed and updated and any resulting adjustments are included
in the current year s results. An unearned premium reserve is established to reflect the unexpired portion of each policy
at the financial reporting date. Reinsurance reinstatement premium is earned in the period in which the event occurred
which created the need to record the reinstatement premium. Additional information regarding our written and
unearned premium can be found in Note 1, Organization and Summary of Significant Accounting Policies, and Note
6, Reinsurance, to our consolidated financial statements, both included herein.

Substantially all of our business is placed through agents and brokers. Since the vast majority of our gross written
premiums are primary or direct, as opposed to assumed, the delays in reporting assumed premiums generally do not
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have a significant effect on our financial statements, since we record estimates for both unreported direct and assumed
premium. We also record the ceded portion of the estimated gross written premium and related acquisition costs. The
earned gross, ceded and net premiums are calculated based on our earning methodology which is generally pro-rata
over the policy period. Losses are also recorded in relation to the earned premium. The estimate for losses incurred on
the estimated premium is based on an actuarial calculation consistent with the methodology used to determine
incurred but not reported loss reserves for reported premiums.
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A portion of our premium is estimated for unreported premium, mostly for the marine business written by our U.K.
Branch and Lloyd s Operations. We generally do not experience any significant backlog in processing premiums. Such
premium estimates are generally based on submission data received from brokers and agents and recorded when the
insurance policy or reinsurance contract is written or bound. The estimates are regularly reviewed and updated taking
into account the premium received to date versus the estimate and the age of the estimate. To the extent that the actual
premium varies from the estimates, the difference, along with the related loss reserves and underwriting expenses, is
recorded in current operations.

Deferred Tax Assets. We apply the asset and liability method of accounting for income taxes whereby deferred assets
and liabilities are recognized for the future tax consequences attributable to differences between the financial
statement carrying amounts of existing assets and liabilities and their respective tax basis. In assessing the realization
of deferred tax assets, management considers whether it is more likely than not that the deferred tax assets will be
realized. Additional information regarding our deferred tax assets can be found in Note 1, Organization and Summary
of Significant Accounting Policies, and Note 7, Income Taxes, to our consolidated financial statements, both included
herein.

Impairment of Invested Assets. Management regularly reviews our fixed maturity and equity securities portfolios to
evaluate the necessity of recording impairment losses for other-than-temporary declines in the fair value of
investments.

In the first quarter of 2009, we adopted accounting guidance relating to the recognition and presentation of
other-than-temporary impairments ( OTTI ) on fixed maturity securities. When assessing whether the amortized cost
basis of a fixed maturity security will be recovered, we compare the present value of cash flows expected to be
collected to the current book value. Any shortfalls of the present value of the cash flows expected to be collected in
relation to the amortized cost basis is considered the credit loss portion of OTTI losses and is recognized in earnings.
All non-credit losses are recognized as changes in OTTI losses within Other Comprehensive Income ( OCI ). Prior to
2009, when a fixed maturity security in our investment portfolio had an unrealized loss that was deemed to be
other-than-temporary, we wrote the security down to fair value through a charge to operations.

For equity securities, in general, we focus our attention on those securities whose fair value was less than 80% of their
cost for six or more consecutive months. If warranted as the result of conditions relating to a particular security, we
will focus on a significant decline in fair value regardless of the time period involved. Factors considered in evaluating
potential impairment include, but are not limited to, the current fair value as compared to cost of the security, the
length of time the investment has been below cost and by how much. If an equity security is deemed to be
other-than-temporarily impaired, the cost is written down to fair value with the loss recognized in earnings.

For equity securities, we consider our intent to hold securities as part of the process of evaluating whether a decline in
fair value represents an other-than-temporary decline in value. For fixed maturity securities, we consider our intent to
sell a security and whether it is more likely than not that we will be required to sell a security before the anticipated
recovery as part of the process of evaluating whether a security s unrealized loss represents an other-than-temporary
decline. Our ability to hold such securities is supported by sufficient cash flow from its operations and from maturities
within its investment portfolio in order to meet its claims payments and other disbursement obligations arising from its
underwriting operations without selling such investments. With respect to securities where the decline in value is
determined to be temporary and the security s value is not written down, a subsequent decision may be made to sell
that security and realize a loss. Subsequent decisions on security sales are made within the context of overall risk
monitoring, changing information and market conditions.
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Day to day management of our investment portfolio is outsourced to third party investment managers. While these
investment managers may, at a given point in time, believe that the preferred course of action is to hold securities with
unrealized losses that are considered temporary until such losses are recovered, the dynamic nature of the portfolio
management may result in a subsequent decision to sell the security and realize the loss based upon a change in
market and other factors described above. Investment managers are required to notify management of rating agency
downgrades of securities in their portfolios as well as any potential investment valuation issues at the end of each
quarter. Investment managers are also required to notify management, and receive approval, prior to the execution of a
transaction or series of related transactions that may result in a realized loss above a certain threshold. Additionally,
investment managers are required to notify management, and receive approval, prior to the execution of a transaction
or series of related transactions that may result in any realized loss up until a certain period beyond the close of a
quarterly accounting period.
Accounting for Lloyd s Results. We record Syndicate 1221 s assets, liabilities, revenues and expenses under U.S.
GAAP. At the end of the Lloyd s three-year period for determining underwriting results for an account year, the
syndicate will close the account year by reinsuring outstanding claims on that account year with the participants for
the account s next underwriting year. Additional information regarding our accounting for Lloyd s results can be found
in Note 1, Organization and Summary of Significant Accounting Policies, to our consolidated financial statements,
included herein.
Results of Operations
The following is a discussion and analysis of our consolidated and segment results of operations for the years ended
December 31, 2010, 2009 and 2008. All earnings per share data is presented on a per diluted share basis.
Summary
2010 Results
Our total gross written premiums declined 5.5% in 2010 primarily due to several factors:
Intense competition, excess capacity and a continued weak economy have driven down premiums across the
majority of our Marine lines as well as our construction liability line
The run-off of our personal umbrella line
A shift in underwriting strategy in our D&O lines toward excess layers
Partially offsetting these factors were:
An increase in our errors and omissions ( E&O ) lines primarily due to growth in our Brown & Brown Small
Lawyers business
Improvements in our offshore energy line due to greater demand as well as improved pricing following the
Deepwater Horizon incident
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With respect to net written premiums, in 2010 we recognized $19.0 million and $3.5 million in reinsurance
reinstatement costs triggered by the Deepwater Horizon and West Atlas losses, respectively, which were offset by a
reduction in reinsurance purchased on selected lines and shift in business mix toward lines with lower cessions.

Our net investment income declined 5.1% in 2010. Our pre-tax average investment yield declined in 2010 to 3.5%
from 3.8% in 2009 resulting from lower short-term yields. Our total investment portfolio increased 4.8% in 2010 and
exceeded $2 billion at the end of 2010. We experienced significantly lower investment impairments in our portfolio in
2010 as the financial markets experienced a period of greater stability compared to 2009.

Our overall loss ratio of 63.8% for 2010 was unchanged compared to 2009 and included a $4.9 million increase in the
benefit from net prior year loss reserve savings. Although we continued to realize prior year loss reserve savings in
our contractors liability lines, we experienced unfavorable prior year development in our D&O and run-off lines.

Our pre-tax underwriting profit declined by $24.4 million to a $4.9 million underwriting loss in 2010 compared to a
$19.5 million underwriting profit in 2009. The decline in the pre-tax underwriting profit was primarily due to the
recording of net reinstatement premiums of $19.0 million relating to the Deepwater Horizon incident. In addition, the
continued soft market reduced rates across most lines and impacted overall profitability in 2010 compared to the prior
year.

We recognized $41.3 million of net realized gains in 2010 compared to $9.2 million of net realized gains in 2009. Net
realized gains and losses were generated from the sale of securities in the normal course of management of the
investment portfolio. Our net realized gains for the year ended December 31, 2010 included the sale of the majority of
our general obligation municipal obligations in the second quarter of 2010, the proceeds of which were reinvested in
corporate bonds and agency mortgage-backed securities.

Consolidated stockholders equity increased 3.5% to $829.4 million or $52.68 per share at December 31, 2010
compared to $801.5 million or $47.58 per share at December 31, 2009. The increase was primarily due to 2010 net
income of $69.6 million partially offset by the repurchase of $52.0 million of shares of our common stock.

Cash flow from operations was $118.2 million, $103.9 million and $245.3 million in 2010, 2009 and 2008,
respectively. The increase in cash flow from operations in 2010 compared to 2009 was primarily a result of improved
collections on reinsurance recoverable as well as premiums receivable.

2009 Results

2009 net income of $63.2 million increased compared to 2008 primarily as a result of a decrease in net
other-than-temporary impairment losses recognized in earnings that caused the net realized loss to decline to
$2.7 million in 2009 from $38.3 million in 2008. Underwriting profit for 2009 declined by $19.8 million to
$19.5 million compared to $39.3 million in 2008. The decline in the underwriting profit was primarily due to the
recording of net favorable development of prior year loss reserves of $8.9 million in 2009 versus $50.7 million in
2008, a decline of $41.8 million. In addition, we recorded a $9.3 million offshore energy loss inclusive of
reinstatement premiums resulting from a fire at a mobile offshore drilling unit.

52

Table of Contents 66



Edgar Filing: NAVIGATORS GROUP INC - Form 10-K

Table of Contents

2008 Results

The 2008 results of operations were adversely impacted by hurricane activity and net realized losses. Hurricanes
Gustav and Ike reduced 2008 net income by $19.1 million and earnings per share by $1.12. The combined loss and
expense ratio was increased by an aggregate 4.3 ratio points for such losses and are inclusive of reinsurance recoveries
and related costs for reinsurance reinstatement premiums. Excluding these effects, the underwriting results benefited
from increased net premium revenues despite continuing softening market conditions, and the recording of net
favorable development of prior years loss reserves of $50.7 million, or $1.94 per share, which reduced the 2008
combined ratio of 93.8% by 7.9 loss ratio points.

Net realized losses were $38.3 million in 2008 compared to net realized gains of $2.0 million in 2007. The 2008 net
realized losses include provisions of $37.0 million for declines in the market value of securities which were
considered to be other-than-temporary. These provisions reduced 2008 net income by $24.1 million and earnings per
share by $1.42 per share.
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Revenues

The following table sets forth our gross and net written premiums, and net earned premiums by segment and line of
business for the periods indicated:

Gross
Written
Premiums
rance
panies:
ne $223,061
erty
alty 312,651
=ssional
ility 129,793
rance
panies
1 665,505
ds
-ations:
ne 182,723
erty
alty 94,799
=ssional
ility 44,174
ds
-ations
1 321,696
1 $987,201

2010
Net
Written

Year Ended December 31,
2009
Net Gross Net Net Gross
Earned Written Written Earned Written

% Premiums Premiums Premiums

23% $151,059
31% 197,845

13% 80,451

67% 429,355

19%

149,340

10%

54,049

4% 21,194

33% 224,583

100% $ 653,938
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$155,846 $ 241,438

200,741 352,285
82,264 137,053
438,851 730,776
149,225 191,959
49,852 78,151
22,003 44,032
221,080 314,142

$659,931 $1,044,918

% Premiums Premiums Premiums

($ in thousands)

23% $171,289
34% 227,234

13% 79,150

70% 477,673

19% 156,153
7%

45,097

4% 22,332

30% 223,582

100% $ 701,255
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$157,534 $§ 248,080

246,143 405,062
75,444 109,048
479,121 762,190
142,958 192,568
39,330 91,292
21,954 38,872
204,242 322,732

$683,363 $1,084,922

2008
Net
Written

Ne
Earn

% Premiums Premi

23% $ 147,569
37% 261,322

10% 63,797

70% 472,688

18%

132,788

8%

32,735

4% 23,404

30% 188,927

100% $661,615

68

$132,

273,

57,

463,

126,

32,

21,

180,

$ 643,



Edgar Filing: NAVIGATORS GROUP INC - Form 10-K

Table of Contents

69



Edgar Filing: NAVIGATORS GROUP INC - Form 10-K

Table of Contents

Gross Written Premiums

The premium rate increases or decreases as noted below for marine, property casualty and professional liability are
calculated primarily by comparing premium amounts on policies that have renewed. The premiums are judgmentally
adjusted for exposure factors when deemed significant and sometimes represent an aggregation of several lines of
business. The rate change calculations provide a pricing trend and are not meant to be a precise analysis. The
calculation can also be affected quarter by quarter depending on the particular policies and the number of policies that
renew during that period. Due to market conditions, these rate changes may or may not apply to new business which
potentially may be more competitively priced compared to renewal business.

Insurance Companies Gross Written Premiums

Marine Premiums. The gross written premiums by year, including the line of business gross written premiums as a
percentage of the total gross written premiums, consisted of the following:

Twelve Months Ended December 31,
2010 2009 2008
($ in thousands)

Marine liability $ 77,066 36% $ 83,915 34% $ 82,991 32%
Inland marine 29,986 13% 28,573 12% 23,914 10%
Cargo 23,179 10% 26,636 11% 34,202 14%
Craft/Fishing vessel 19,948 9% 19,758 8% 16,545 7%
Other 18,917 8% 15,977 7% 21,246 9%
Bluewater hull 18,610 8% 19,691 8% 17,234 7%
Transport 17,876 8% 21,527 9% 23,013 9%
P&I 17,479 8% 25,361 11% 28,935 12%
Total $223,061 100%  $241,438 100%  $248,080 100%

The marine gross written premiums for 2010 decreased 7.6% to $223.1 million compared to 2009 due to declining
premium in our P&I, marine liability, transport and cargo businesses. The competition in this sector remains
significant and excess capacity continues to exist. The weak economy has also led to reduced exposure bases which
reduced premiums. The average marine renewal premium rates during 2010 increased approximately 1%. The marine
gross written premiums for 2009 decreased 2.7% to $241.4 million compared to 2008 due to declining premium in our
cargo, war and P&I businesses due to increased competitive market conditions. The average marine renewal premium
rates during 2009 increased approximately 2%.
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Property Casualty Premiums. The gross written premiums by year, including the line of business gross written
premiums as a percentage of the total gross written premiums, consisted of the following:

Twelve Months Ended December 31,
2010 2009 2008
($ in thousands)

Commercial umbrella $ 96,015 30% $ 81,405 23% $ 63,977 16%
Construction liability 88,296 28% 108,744 32% 147,880 37%
Offshore energy 52,148 17% 47,368 13% 56,989 14%
Nav Pac 39,293 13% 40,428 11% 30,095 7%
Primary Casualty 18,954 6% 8,598 2% 45,708 11%
Other 17,945 6% 65,742 19% 60,413 15%
Total $312,651 100%  $352,285 100%  $405,062 100%

The 2010 property casualty gross written premiums decreased 11.3% to $312.7 million when compared to 2009 due
primarily to the run-off of our personal umbrella line as well as continuing weak economic conditions that have
reduced demand for construction liability insurance. Our Offshore energy line increased by 10.1% due to greater
demand as well as an improved pricing environment resulting from the Deepwater Horizon incident. Finally, our
commercial umbrella business line experienced growth in 2010 due to the investments we made in 2008 and 2009 in
new underwriters. Our Offshore energy line saw average renewal rate increases of approximately 4%, whereas our
contractors liability and excess casualty saw average renewal rate decreases of approximately 5% and 3%,
respectively. Our primary casualty line saw a slight average renewal rate decline from 2009.

The 2009 property casualty gross written premiums decreased 13.0% to $352.3 million when compared to 2008
reflecting weak economic conditions that have significantly reduced demand for construction liability, particularly in
the western United States, as well as primary excess and surplus insurance. The construction liability line has also
seen significant increases in the level of competition from new entrants. Our offshore energy line declined as we wrote
very little Gulf of Mexico wind business in 2009 as the terms and conditions were not sufficient and worldwide
drilling activity slowed. Partially offsetting these declines was an increase in gross written premiums for our
commercial umbrella line and our retail umbrella line which was introduced in 2009. Our NavTech and excess
casualty lines saw average renewal rate increases of approximately 8% and 2%, respectively, whereas our contractors
liability and NavPac lines saw average renewal rate decreases of approximately 2% and 4%, respectively.
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Professional Liability Premiums. The gross written premiums by year, including the line of business gross written
premiums as a percentage of the total gross written premiums, consisted of the following:

Twelve Months Ended December 31,
2010 2009 2008
($ in thousands)

D&O (public and private) $ 73,515 57% $ 99,601 73% $ 75,010 69%
Errors and omissions 34,135 26% 32,129 23% 28,097 26%
Small Lawyers 17,725 14% 0% 0%
Architects & Engineers 4,418 3% 5,323 4% 5,941 5%
Total $ 129,793 100%  $137,053 100%  $109,048 100%

The professional liability gross written premiums decreased 5.3% to $129.8 million in 2010 compared to 2009. The
decline in the D&O gross written premiums was driven by the soft market conditions. The D&O market rates have
declined to a level that has made it difficult to write new business and a challenge to retain renewal policies while
maintaining our pricing discipline in adherence to our underwriting guidelines. The D&O pricing environment does
not appear to be improving with ample capacity coupled with weak insurance buying demand due to the anemic
economy. Average 2010 renewal premium rates for professional liability decreased approximately 4% in 2010
compared to 2009.

In 2009 we initiated the Brown & Brown Small Lawyers program. Despite adverse market conditions, we were
successful in developing a significant portion of the portfolio in segments consistent with our underwriting approach
and risk appetite. The Architects and Engineers book has transitioned from being underwritten by an MGA to being
underwritten by the Company.

The professional liability gross written premiums increased 25.7% to $137.1 million in 2009 compared to 2008
reflecting continued growth and the expansion of our directors and officers business. Partially offsetting the growth
was a reduction in lawyers business within the errors and omissions classification as we were in the process of
re-underwriting that line and focusing more on other segments, such as miscellaneous professional liability. Average
2009 renewal premium rates for this business increased approximately 2% in 2009 compared to 2008.
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Lloyd s Operations Gross Written Premiums

Marine Premiums. The gross written premiums by year, including the line of business gross written premiums as a
percentage of the total gross written premiums, consisted of the following:

Twelve Months Ended December 31,
2010 2009 2008
($ in thousands)

Cargo and specie $ 78,515 43% $ 92,139 48% $ 92,789 47%
Marine liability 61,230 34% 51,204 27% 58,886 31%
Hull 18,633 10% 18,697 10% 16,416 9%
Assumed reinsurance 14,380 8% 19,756 10% 17,078 9%
War 9,965 5% 10,163 5% 7,399 4%
Total $ 182,723 100%  $191,959 100%  $192,568 100%

The 2010 Lloyd s marine gross written premiums decreased 4.8% to $182.7 million compared to 2009 due to declines
mostly in Cargo and specie lines as a result of the global economic slowdown. Our marine liability lines experienced a
19.6% increase due to improved energy liability activity. The overall 2009 Lloyd s marine gross written premiums of
$192.0 million were flat compared to 2008. There were increases in most lines of business which were offset by
decreases in marine liability and cargo lines. The average renewal premium rates increased approximately 3% and 9%
in 2010 and 2009 compared to the previous years, respectively.

Property Casualty Premiums. The gross written premiums by year, including the line of business gross written
premiums as a percentage of the total gross written premiums, consisted of the following:

Twelve Months Ended December 31,
2010 2009 2008
($ in thousands)

Offshore Energy $ 43,479 46% $ 34,469 43% $ 51,073 56%
Engineering and Construction 23,411 25% 18,383 24% 21,036 23%
Onshore Energy 17,349 18% 14,055 18% 12,726 14%
Bloodstock 7,487 8% 7,726 10% 0%
US Property Casualty 3,034 3% 3,594 5% 826 1%
Property 39 0% (76) 0% 5,631 6%
Total $ 94,799 100% $ 78,151 100% $ 91,292 100%

The 2010 Lloyd s property casualty gross written premiums of $94.8 million increased 21.3% compared to 2009 due to
increases in our offshore energy, onshore energy and engineering and construction lines. The significant increase in
our offshore energy lines was due to an increase in demand as well as an improved pricing environment as a result of
the Deepwater Horizon incident. The 2009 Lloyd s property casualty gross written premiums of $78.2 million
decreased 14.4% compared to 2008 due to a decline in our offshore energy and engineering and construction lines as
well as the cessation of writing our property line. We began writing Bloodstock (animal mortality) business during
2009 by participating in a facility originated by another Lloyd s syndicate. Average premium renewal rates in our
NavTech lines increased approximately 1% and 10% in 2010 and 2009 compared to the previous years, respectively.
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Professional Liability Premiums. The gross written premiums by year, including the line of business gross written
premiums as a percentage of the total gross written premiums, consisted of the following:

Twelve Months Ended December 31,
2010 2009 2008
($ in thousands)

D&O (public and private) $ 30,777 70% $ 26,776 61% $ 15,845 41%
E&O 13,397 30% 17,256 39% 23,027 59%
Total $ 44,174 100%  $ 44,032 100% $ 38,872 100%

The 2010 and 2009 Lloyd s professional liability gross written premiums increased 0.3% and 13.3% to $44.2 million
and $44.0 million, respectively, compared to the respective prior year. We added a team at Lloyd s at the end of 2008
to write excess D&O business. During 2008 and 2009 we began writing professional liability business from our
offices in Stockholm, Sweden and Copenhagen, Denmark, respectively.

Ceded Written Premiums In the ordinary course of bu