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FORWARD-LOOKING STATEMENTS

This Form 10-K, chiefly in Items 1, 3, 5, 7 and 8, contains certain forward-I| ooking
statements that are subject to nunerous assunptions, risks or uncertainties. The
Private Securities Litigation Reform Act of 1995 provides a safe harbor for forward-
| ooki ng statenents. Sone of the forward-1|ooking statements can be identified by the
use of words such as "anticipates", "believes", "expects", "estimates", "intends",
"plans", "seeks", "could", "may", "should", "will" or the negative version of those
words or other conparable term nology. Such forward-Iooking statenments include
statenents relating to: expectations concerning market and other conditions and their
effect on future prem uns, revenues, earnings and investnent activities;
recoverability of asset values; expected |osses and the adequacy of reserves for
asbestos, environnental pollution and nass tort clains; rate changes; and inproved

| oss experience.

Actual results or financial condition could differ materially fromthose contained in
or inplied by such forward-1ooking statements for a variety of factors including the
foll owi ng and those discussed in Item 1A - "Risk Factors."
e changes in financial, political and econom c conditions, including changes in
interest rates and extended econom c recessions or expansions;
e performance of securities markets;
e our ability to estimate accurately the likelihood, nagnitude and tinm ng of any
| osses in connection with investnments in the non-agency residential nortgage
mar ket, especially in the subprime and Alt-A sectors;
e new legislation or declines in credit quality or credit ratings that could have a
material inpact on the valuation of securities in our investnent portfolio,
i ncl udi ng nort gage- backed securities;
e the availability of capital;
e regulatory actions;
changes in legal environment affecting AFG or its customers;
tax | aw and accounting changes;
e Jlevels of natural catastrophes, terrorist activities (including any nuclear,
bi ol ogi cal, chem cal or radiological events), incidents of war and other major
| osses;
e devel opnent of insurance |oss reserves and establishment of other reserves,
particularly with respect to anpbunts associated with asbestos and environnent al
cl ai s;
e availability of reinsurance and ability of reinsurers to pay their obligations;
e the unpredictability of possible future litigation if certain settlenments of
current litigation do not becone effective;
e trends in persistency, nortality and norbidity;
e conpetitive pressures, including the ability to obtain adequate rates; and
e changes in AFG s credit ratings or the financial strength ratings assigned by
mej or ratings agencies to our operating subsidiaries.

The forward-1| ooking statements herein are made only as of the date of this report.
The Conpany assumes no obligation to publicly update any forward-1ooking statenents.



PART |

ITEM 1
Business

Pl ease refer to "Forward-Looking Staterments" following the Index in front of this
Form 10- K

Introduction

Ameri can Financial Goup, Inc. ("AFG') is a holding conpany that, through
subsidiaries, is engaged primarily in property and casualty insurance, focusing on
speci al i zed comrerci al products for businesses, and in the sale of traditiona
fixed, indexed and variable annuities and a variety of suppl enental insurance
products. AFG was incorporated as an Chio corporation in 1997. |Its address is One
East Fourth Street, G ncinnati, Onhio 45202; its phone nunber is (513) 579-2121. SEC
filings, news rel eases, AFG s Code of Ethics applicable to directors, officers and
enpl oyees and ot her information nmay be accessed free of charge through AFG s
Internet site at: www afginc.com (Information on AFG s Internet site is not part
of this Form 10-K.)

At February 1, 2009, AFG s Chairnman of the Board (Carl H. Lindner) and its Co-
CEGs (Carl H. Lindner Il1l and S. Craig Lindner, sons of the Chairman) beneficially
owned 6.6% 10.2% and 9.3% respectively, of AFG s outstandi ng Comron St ock

Property and Casualty Insurance Operations

The property and casualty group reports to a single senior executive and is
conprised of multiple business units that operate autononously but with certain
central controls and accountability. The decentralized approach allows each unit
t he aut onomy necessary to respond to local and specialty market conditions while
capitalizing on the efficiencies of centralized investnent and admi nistrative
support functions. AFG s property and casualty insurance operations enpl oyed
approxi mately 5,600 persons as of Decenber 31, 2008.

The primary objectives of AFG s property and casualty insurance operations are
to achieve solid underwiting profitability and provide excellent service to its
pol i cyhol ders and agents. Underwiting profitability is neasured by the conbi ned
ratio, which is a sumof the ratios of |osses, |oss adjustnment expenses ("LAE"),
underwiting expenses and policyhol der dividends to premiuns. A conbined ratio
under 100% i ndi cates an underwriting profit. The conbined ratio does not reflect
i nvest ment i ncone, other incone, or federal inconme taxes.

Wil e many costs included in underwiting are readily determ ned (conm ssions,
adnmi ni strative expenses, and many of the |osses on clains reported), the process of
determ ning overall underwiting results is highly dependent upon the use of
estimates in the case of |osses incurred or expected but not yet reported or
devel oped. Actuarial procedures and projections are used to obtain "point
estimates" of ultimate | osses. VWhile the process is inprecise and devel ops anounts
whi ch are subject to change over time, managenent believes that the liabilities for
unpai d | osses and | oss adjustnment expenses are adequate.

AFG s statutory conbined ratio averaged 87.5%for the period 2006 to 2008 as
conpared to 97.6% for the property and casualty industry over the sane period
(Source: "AM Best's US. Property/Casualty - Review & Preview' - February 2009
Edition). AFG believes that its specialty niche focus, product line diversification
and underwiting discipline have contributed to the Conpany's ability to
consistently outperformthe industry's underwiting results. Mnagenent's
phil osophy is to refrain fromwiting business that is not expected to produce an
underwriting profit even if it is necessary to limt premumgrowh to do so.

Financial data is reported in accordance with U S. generally accepted accounting
principles ("GAAP') for sharehol der and ot her investnent purposes and reported on a
statutory basis for insurance regulatory purposes. |n general, statutory accounting
results in |lower capital and surplus and | ower net earnings than result from
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application of GAAP. Major differences for statutory accounting include charging
policy acquisition costs to expense as incurred rather than spreading the costs over
t he periods covered by the policies; reporting investnent grade bonds and redeenabl e
preferred stocks at amortized cost rather than fair value; netting of reinsurance
recoverabl es and prepaid reinsurance premnmi uns agai nst the corresponding liabilities;
and charging to surplus certain assets, such as certain deferred tax assets,
furniture and fixtures and agents' bal ances over 90 days ol d.

Unl ess indicated otherw se, the financial information presented for the property
and casualty insurance operations herein is presented based on GAAP. Statutory
information is provided for industry conparisons or where conparabl e GAAP
information is not readily avail abl e.

Per f ormance nmeasures such as underwriting profit or loss and rel ated conbi ned
rati os are often used by property and casualty insurers to help users of their
financial statements better understand the conpany's performance. See Note C -
"Segnents of Qperations"” to the financial statenments for the reconciliation of AFG s
operating profit by significant business segnent to the Statenment of Earnings.

The followi ng table shows the performance of AFG s property and casualty
i nsurance operations (dollars in mllions):

2008 2007 2006

Gross witten prem uns $4, 267 $3, 980 $3, 934
Ceded rei nsurance (1, 381) (1, 268) (1,276)
Net written preniuns $2, 886 $2,712 $2, 658
Net earned prem uns $2, 867 $2, 703 $2, 563
Loss and LAE 1,611 1, 389 1, 480
Speci al asbestos, environnental and ot her

mass tort charges 12 44 -
Underwriting expenses 889 820 765
Underwriting gain $ 355 $ 450 $ 318
GAAP rati os:

Loss and LAE ratio 56. 6% 52. 9% 57. 7%

Underwriting expense ratio 31.0 30.4 29.9

Conbi ned ratio 87. 6% 83.3% 87.6%
Statutory rati os:

Loss and LAE ratio 56. 8% 53. 4% 58. 7%

Underwriting expense ratio 32.3 31.4 29.9

Conbi ned ratio 89. 1% 84. 8% 88. 6%
I ndustry statutory conbined ratio (a)

Al lines 104. 7% 95. 6% 92. 4%

Conmerci al lines 106. 5% 95. 1% 91. 2%

(a) Ratios are derived from"A M Best's U S. Property/Casualty - Review
& Preview' (February 2009 Edition).

As with other property and casualty insurers, AFG s operating results can be
adversely affected by unpredictabl e catastrophe |osses. Certain natural disasters
(hurricanes, earthquakes, tornadoes, floods, forest fires, etc.) and other incidents
of major loss (explosions, civil disorder, terrorist events, fires, etc.) are
classified as catastrophes by industry associations. Losses fromthese incidents
are usually tracked separately from ot her business of insurers because of their
sizable effects on overall operations. Total net |osses to AFG s insurance
operations from catastrophes, primarily hurricanes and tornadoes, were $59 mllion
in 2008; $5 mllion in 2007; and $22 mllion in 2006.

AFG general |y seeks to reduce its exposure to catastrophes through individua
ri sk selection, including mninizing coastal exposures, and the purchase of
rei nsurance. Due to upward revisions in industry nodels of correl ated catastrophe
exposure associated with witing both workers' conpensation and excess property
coverage in California, AFG decided to stop witing nost of its earthquake-exposed
excess property coverage in California beginning in 2006. As a result of this
action, AFG s excess property exposure to a catastrophic earthquake that industry
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nodel s indicate could occur once in every 500 years (a "500-year event") is |less
than 1% of AFG s equity. Simlarly, AFG has mnimal California workers
conpensati on exposure (less than 2.5% of equity) or w ndstorm exposure (less than
2.5% of equity) to a 500-year event.

AFG i s focused on growth opportunities in what it believes to be nore profitable
speci alty busi nesses where AFG personnel are experts in particular |ines of business
or custoner groups. The followi ng are exanples of such specialty businesses:

Property and Transportation

I nl and and Ccean Mari ne Provi des coverage primarily for builders' risk,
contractors' equi pnent, property, nmotor truck
cargo, nmarine cargo, boat dealers, marina
oper ators/ deal ers and excursion vessels.

Agricultural-rel ated Provides federally reinsured multi-peril crop
(allied l'ines) insurance covering nost perils as
well as crop-hail, equine nortality and ot her

coverages for full-time operating farns/ranches
and agri busi ness operations on a nationw de basis.

Comer ci al Aut onpbil e Provi des coverage for all types of vehicles in a
broad range of businesses and custoni zed i nsurance
prograns for various transportati on operations (such
as buses and trucks), and a specialized physica
damage product for the trucking industry.

Specialty Casualty

Executive and Prof essi onal Mar ket s coverage for directors and officers of
Liability busi nesses and non-profit organizations and
provi des non-U.S. nedical nal practice insurance.

Unbrella and Excess Liability Provi des higher layer liability coverage in excess
of primary |ayers.

Excess and Surpl us Provides liability, unbrella and excess coverage
for unique, volatile or hard to place risks, using
rates and forns that generally do not have to be
approved by state insurance regul ators.

General Liability Provi des coverage for contractor-rel ated
busi nesses and energy devel opnent and production
risks.

Targeted Prograns I ncl udes coverage (primarily liability and, in

certain cases, workers' conpensation) for social
service agencies, |leisure, entertai nnent and non-
profit organizations, custom zed solutions for
other targeted narkets and alternative risk
programs using agency capti ves.

Speci alty Fi nanci al

Fidelity and Surety Provides fidelity and crime coverage for
government, nercantile and financial institutions
and surety coverage for various types of
contractors and public and private corporations.

Lease and Loan Services Provi des coverage for insurance risk nanagenent
progranms for |ending and | easing institutions,
i ncl udi ng vehicle and equi pnrent | easing and
col l ateral and nortgage protection
California Wrkers' Conpensation

Workers' Conpensation Wites coverage for prescribed benefits payable to

enpl oyees (principally in California) who are
i njured on the job.

4



Management bel i eves specialization is the key elenment to the underwriting
success of these business units. Each unit has separate managenent with significant
operating autonony to oversee the inportant operational functions of its business
such as underwiting, pricing, marketing, policy processing and clains service.
These specialty businesses are opportunistic and their prem umvolune will vary
based on prevailing market conditions. AFG continually eval uates expansion in
exi sting markets and opportunities in new specialty markets that neet its
profitability objectives. For exanple, in January 2008, AFG acquired a majority
interest in Marketform Goup Limted, a United Kingdom based Lloyd' s insurer that is
a leader in the non-U. S. nedical nalpractice market, and all of Strategic Conp
Hol di ngs, LLC, a provider of workers' conpensation prograns in the United States.

Li kewi se, AFG will withdraw from markets that do not neet its profit objectives.

The geographic distribution of statutory direct witten prenmiuns by AFGs U. S. -
based i nsurers in 2008 conpared to 2004 is shown bel ow. Amounts exclude business
witten under special arrangenents on behalf of, and fully reinsured to, the
purchasers of the divisions sold. Less than 4% of AFG s direct witten prem uns
were derived fromnon U. S. -based insurers, primarily Marketform

2008 2004 2008 2004

California 12. 8% 21. 2% M ssouri 2. 4% 2.2%
Il1linois 7.4 4.5 Chio 2.4 2.9
Texas 7.3 7.7 Pennsyl vani a 2.4 2.5
Fl ori da 6.0 6.0 M chi gan 2.3 2.1
New Yor k 4.4 4.5 Sout h Dakot a 2.3 *
Kansas 3.8 * New Jer sey 2.2 2.8
I ndi ana 3.0 2.0 Nort h Dakot a 2.2 *
| owa 2.6 2.0 Georgi a 2.1 2.1
Nebr aska 2.6 * M nnesot a * 2.0
k| ahonma 2.6 2.8 O her 29.2 32.7

100.0% 100. 0%

(*) less than 2% included in "Qther"

The followi ng table shows the distribution of statutory net witten premiunms for
AFG s U. S. -based insurers by statutory annual statement |ine for 2008 conpared to 2004.

2008 2004
O her liability 19. 7% 25. 3%
Allied lines 18.6 5.1
I nl and mari ne 9.9 8.8
Wirkers' conpensation 9.2 17.8
Auto liability 8.5 8.4
Commercial multi-peril 8.5 6.5
Aut o physi cal damage 6.6 5.9
Fidelity and surety 5.7 5.2
Col l ateral protection 4.6 7.0
Product liability 2.7 3.7
Ccean narine 2.7 2.9
QO her 3.3 3.4

100. 0% 100. 0%

For a discussion of the performance of AFG s specialty businesses see
Management's Di scussion and Analysis - "Results of Operations - Property and
Casualty Insurance - Underwriting."



The foll owi ng tabl e shows i ndependent ratings and 2008 net witten premunms (in
mllions) of AFG s nmmjor property and casualty insurance subsidiaries. Such ratings
are generally based on concerns for policyholders and agents and are not directed
toward the protection of investors. AFG believes that maintaining a Standard &
Poor's ("S&P") rating of at least "A-" is inmportant to conpete successfully in
certain lines of business.

Rat i ngs Net Witten
Company AM Best S&P Prem uns
Great Anmerican Pool (*) A A $1, 950
M d- Cont i nent A A 219
Republic I ndemity A A 213
Ameri can Enpire Surplus Lines A+ A 60
Nati onal Interstate A not rated 298
Mar ket form Ll oyd' s Syndi cat e A A+ 104
Q her 42
$2, 886

(*) The Great American Pool represents Great Anmerican |Insurance

Conpany ("GAI") and 10 subsidiaries.

Reinsurance

Consi stent with standard practice of nobst insurance conpanies, AFG reinsures a
portion of its business with other insurance conpani es and assunes a relatively
smal | amount of business fromother insurers. AFG uses reinsurance for two primary
purposes: (i) to provide higher linmts of coverage than it woul d ot herw se be
willing to provide (i.e. large line capacity) and (ii) to protect its business by
reduci ng the inpact of catastrophes. The availability and cost of reinsurance are
subj ect to prevailing market conditions, which may affect the volunme and
profitability of business that is witten. AFGis subject to credit risk with
respect to its reinsurers, as the ceding of risk to reinsurers does not relieve AFG
of its liability to its insureds until clains are fully settled.

The comrercial marketplace requires large policy limts ($25 million or nore) in
several of AFG s lines of business, including certain executive and professiona
liability, unbrella and excess liability, and fidelity and surety coverages. Since
these limts exceed managenent's desired exposure to an individual risk, AFG enters
into reinsurance agreenments to reduce its net exposure under such policies to an
acceptable level. Reinsurance continues to be available for this type of exposure
with satisfactory pricing and terns.

AFG has taken steps to limt its exposure to wind and earthquake | osses by
pur chasi ng catastrophe reinsurance. |In addition, AFG purchases catastrophe
reinsurance for its workers' conpensation businesses. Although narket availability
at reasonable prices for such reinsurance has become nore difficult over the past
few years, AFG has been able to obtain reinsurance coverage in adequate anmounts at
acceptabl e rates due to managenent's decision to limt overall exposure to
cat astrophe | osses through individual risk selection (including mninizing coasta
exposures) and the Conpany's linmted historical catastrophe | osses.

In addition to the large |line capacity and catastrophe rei nsurance prograns
di scussed above, AFG purchases reinsurance on a line-by-line basis. AFGregularly
reviews the financial strength of its current and potential reinsurers. These
revi ews include consideration of credit ratings, available capital, clains paying
hi story and expertise. This process periodically results in the transfer of risks
to more financially secure reinsurers. Substantially all reinsurance is ceded to
conpanies with investnment grade or better S&P ratings or is secured by "funds
wi t hhel d" or other collateral. Under "funds wi thhel d" arrangenments, AFG retains
ceded premiuns to fund ceded | osses as they becone due fromthe reinsurer
Recoverabl es fromthe foll owi ng conpani es were individually between 5% and 10% of
AFG s total reinsurance recoverable (net of payables to reinsurers) at Decenber 31,
2008: GChio Casualty I nsurance Conpany, Sw ss Reinsurance Anerica Corporation, XL
Rei nsurance Anerica, Inc., Everest Reinsurance Conpany, Minich Reinsurance Aneri ca,
Inc. and Berkl ey Insurance Conpany.



Rei nsurance is provided on one of two bases, facultative or treaty. Facultative
reinsurance is generally provided on a risk by risk basis. Individual risks are
ceded and assuned based on an offer and acceptance of risk by each party to the
transaction. AFG purchases facultative reinsurance, both pro rata and excess of
| oss, depending on the risk and avail abl e rei nsurance markets. Treaty reinsurance
provi des for risks neeting prescribed criteria to be automatically ceded and assuned
according to contract provisions.

The following table presents (by type of coverage) the anmpbunt of each | oss above
the specified retention maxi mum generally covered by treaty reinsurance prograns (in
mllions) as of January 1, 2009:

Ret enti on Rei nsur ance
Cover age Maxi mum Cover age(a)
California Wrkers' Conpensation $ 2.7 $147.3
O her Wirkers' Conpensation 2.0 48.0
Commerci al Unbrell a 4.2 45.8
Property - GCeneral 2.5 97.5
Property - Catastrophe 22.5 137.5

(a) Reinsurance covers substantial portions of |osses in excess of retention.
However, in general, |osses resulting fromterrorismare not covered

In addition to the coverage shown above, AFG reinsures a portion of its crop
i nsurance busi ness through the Federal Crop Insurance Corporation ("FCIC'). The
FCI C offers both proportional (or "quota share") and non-proportional coverages.
The proportional coverage provides that a fixed percentage of risk is assuned by the
FCIC. The non-proportional coverage allows AFG to select desired retention of risk
on a state-by-state, county, crop or plan basis. AFGtypically reinsures 20%to 30%
of gross witten premumwth the FCIC on a quota share basis. AFG al so purchases
qguota share reinsurance in the private market. This quota share provides for a
cedi ng commi ssion to AFG and a profit sharing provision. During 2008, AFG reinsured
50% of prem unms not reinsured by the FCIC in the private nmarket and purchased stop
| oss protection coverage for the renmining portion of the business. Beginning in
2009, AFG plans to increase this percentage to 90%

Included in the Bal ance Sheet caption "recoverables fromreinsurers and prepaid
rei nsurance premuns" were approximately $617 mllion on paid | osses and LAE and
$2.6 billion on unpaid | osses and LAE at Decenber 31, 2008. These anmpounts are net
of allowances of approximately $28 mllion for doubtful collection of reinsurance
recoverables. The collectibility of a reinsurance bal ance is based upon the
financial condition of a reinsurer as well as individual claimconsiderations.

Rei nsurance prem uns ceded and assuned are presented in the following table (in
mllions):

2008 2007 2006

Rei nsurance ceded $1, 381 $1, 268 $1, 276

Rei nsurance ceded, excluding crop 693 726 827
Rei nsurance assunmed - incl uding

i nvol untary pool s and associ ati ons 37 40 189

Rei nsurance assuned includes $152 million in 2006 related to the purchase of the
mul ti-peril crop and crop hail insurance business of Farners Crop |nsurance
Al'liance, Inc. Beginning in 2007, the majority of this business was witten
directly by AFG

To suppl enent its catastrophe reinsurance prograns, AFG has entered into a
cat astrophe swap with a non-insurance counterparty for protection against a single
catastrophic event in the U S. that leads to industry-w de | osses equal to or
greater than $40 billion. Should such | oss occur during 2009, AFG woul d receive a

paynment of $30 million, regardl ess of the anpbunt of losses it incurs fromthe
cat ast rophe

Loss and Loss Adjustment Expense Reserves
The consolidated financial statenents include the estimated liability for unpaid

| osses and LAE of AFG s insurance subsidiaries. This liability represents estimates
of the ultimate net cost of all unpaid | osses and LAE and is determ ned by using
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case-basi s eval uations, actuarial projections and managenent's judgnent. These
estimates are subject to the effects of changes in claimanounts and frequency and
are periodically reviewed and adjusted as additional information becones known. In
accordance with industry practices, such adjustments are reflected in current year
operations. Generally, reserves for reinsurance assunmed and involuntary pools and
associations are reflected in AFG s results at the amounts reported by those
entities.

The followi ng table presents the devel opnent of AFG s liability for |osses and
LAE, net of reinsurance, on a GAAP basis for the last ten years. The top line of the
table shows the estimated liability (in mllions) for unpaid | osses and LAE recorded
at the bal ance sheet date for the indicated years. The second |line shows the re-
estimated liability as of Decenber 31, 2008. The remminder of the table presents
i nterveni ng devel opment as percentages of the initially estimated liability. The
devel opnent results from additional infornation and experience in subsequent years,
particularly with regard to A& charges, settlenments and reallocations as detailed
bel ow. The middle |line shows a cunul ative deficiency (redundancy), which represents
t he aggregate percentage increase (decrease) in the liability initially estimted.
The | ower portion of the table indicates the cunul ati ve anounts paid as of successive
peri ods as a percentage of the original |oss reserve liability. For purposes of this
tabl e, reserves of businesses sold are considered paid at the date of sale. For
exanpl e, the percentage of the Decenber 31, 2002 reserve liability paid in 2003
i ncl udes approxi mately 20 percentage points for reserves of a forner insurance
subsidiary at its sale date in February 2003. See Note N - "lnsurance - |nsurance
Reserves" to the Financial Statements for an analysis of changes in AFG s estinated
liability for | osses and LAE, net and gross of reinsurance, over the past three years
on a GAAP basis.

1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008
Liability for unpaid |osses
and | oss adj ust nent expenses:
As originally estinmated $3,430 $3,321 $3,282 $3,338 $3,466 $2,901  $3,155 $3,619 $3,791 $3,868 $4,154
As re-estinmated at
Decenber 31, 2008 $3,818 $3,886 $4,095 $4,263 $4,264 $3,437 $3,346 $3,444 $3,500 $3,622 N A
Liability re-estimted:
One year |ater 97. 2% 97.7% 104.2% 104.5% 104.4% 104.9% 106.3% 98. 4% 97. 4% 93. 6%
Two years |ater 95. 3% 98.8% 103.8% 110.0% 109.7% 114.0% 106.1% 98. 8% 92. 3%
Three years | ater 95. 6% 97.4% 108.0% 113.8% 118.0% 114.7% 107.7% 95. 2%
Four years |ater 93.8% 100.5% 111.2% 121.1% 118.8% 118.0% 106.0%
Five years later 96.6% 103.5% 118.1% 122.8% 122.1% 118.5%
Six years later 99.3% 110.7% 120.0% 126.5% 123.0%
Seven years |ater 105.6% 112.4% 123.5% 127.7%
Ei ght years later 107.2% 115.9% 124.8%
Ni ne years |ater 110.4% 117.0%
Ten years | ater 111. 3%
Cunul ative deficiency
(redundancy) (a) 11.3% 17.0% 24.8% 27.7% 23.0% 18.5%  6.0% (4.8% (7.7% (6.4% NA
Cunul ative paid as of:
One year |ater 27. 4% 33.5% 37. 1% 32. 7% 42. 2% 27. 3% 25. 4% 23.5% 22.3% 21. 0%
Two years |ater 49. 6% 50. 7% 50. 6% 61. 3% 60. 9% 46. 4% 40. 8% 37.5% 34.8%
Three years |ater 59. 8% 57. 8% 69. 3% 74. 4% 72. 7% 58. 8% 52. 4% 46. 9%
Four years later 62. 9% 69. 9% 79. 2% 82.8% 80. 3% 68. 5% 60. 1%
Five years |ater 70. 9% 77.8% 84.9% 88.4%  86.2% 75.2%
Six years |ater 77.5% 81.7%  89.2% 93. 4% 90. 7%
Seven years | ater 80. 4% 85. 1% 93. 6% 97. 0%
Ei ght years later 83.2% 88. 7% 96. 6%
Ni ne years |ater 86. 2% 91. 3%
Ten years |ater 88. 3%

(a) Cumulative deficiency (redundancy):
Speci al A&E char ges,
settlements and

real | ocations 10. 6% 11. 0% 11. 2% 8. 0% 6.8% 8.2% 7. 4% 1. 6% 1. 5% . 3%
Q her 0.7% 6.0% 13.6% 19. 7% 16.2% 10. 3% (1.49%9 (6.4%9 (9.2% (6.7%
Tot al 11.3% 17.0% 24.8% 27. 7% 23. 0% 18.5% 6. 0% (4.8 (7.7%9 (6.4% N A



The following is a reconciliation of the net liability to the gross liability
for unpaid | osses and LAE.

1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008

As originally estinated:
Net liability shown above $3,430 $3,321 $3,282 $3,338 $3,466 $2,901 $3,155 $3,619 $3,791 $3,868 $4
Add rei nsurance
recoverabl es 1,468 1,571 1,324 1,525 1,804 2,059 2,234 2,243 2,309 2, 300 2,

, 154

610

Goss liability $4,898 $4,892 $4,606 $4,863 $5,270 $4,960 $5,389 $5,862 $6,100 $6,168
As re-estimted at
Decenber 31, 2008:
Net liability shown above $3,818 $3,886 $4,095 $4,263 $4,264 $3,437 $3,346  $3,444 $3,500 $3,622
Add rei nsurance

recoverabl es 2,094 2,285 2,208 2,412 2,539 2,674 2,525 2,369 2,264 2,210
Goss liability $5,912 $6,171 $6,303 $6,675 $6,803 $6,111 $5,871 $5,813 $5, 764 $5,832

Gross cunul ative
Defi ci ency (redundancy) (a) 20. 7% 26.1% 36.8% 37.3% 29.1% 23.2% - 8.9% (.0.8% (.559 (_5.49

(a) Goss cunulative deficiency (redundancy) :

Speci al A&E char ges,
settl ements and

real | ocati ons 9.3%  9.3%  9.9%  6.5%  5.4% 5.7% 5.2%  1.3%  1.3%  0.3%
O her 11.4% 16.8%  26.9% 30.8% 23.7%  17.5% 3.7% ( 2.1% (_6.8% ( _5.7%
Tot al 20.7% 26.1% 36.8% 37.3% 29.1% 23.2%  _8.9% (_0.8% (_55% (_5.4%

In evaluating the re-estimated liability and cumul ative deficiency (redundancy),
it should be noted that each percentage includes the effects of changes in anpunts
for prior periods. For exanple, AFG s $12 million special A& charge related to
| osses recorded in 2008, but incurred before 1998, is included in the re-estimated
liability and cumul ative deficiency (redundancy) percentage for each of the previous
years shown. Conditions and trends that have affected devel opnment of the liability
in the past may not necessarily exist in the future. Accordingly, it may not be
appropriate to extrapol ate future redundanci es or deficiencies based on this table.

A significant portion of the adverse developnent in the tables is due to A&E
exposures for which AFG has been held Iiable under general liability policies
witten prior to 1987, even though such coverage was not intended. Oher factors
af fecti ng adverse devel opnent included changes in the | egal environnent, including
nore |iberal coverage decisions and hi gher jury awards, higher |egal fees, the
general state of the econony and nedical cost inflation

The differences between the liability for |1 osses and LAE reported in the annua
statenments filed with the state insurance departnents in accordance with statutory
accounting principles ("SAP') and that reported in the acconpanyi ng consol i dated

financial statements in accordance with GAAP at Decenber 31, 2008 are as follows (in
mllions):

Liability reported on a SAP basis, net of $195 million

of retroactive reinsurance $3, 890

Rei nsurance recoverabl es, net of allowance 2,610

Q her, including reserves of foreign insurers 264

Liability reported on a GAAP basis $6, 764
Asbestos and Environmental Reserves ("A&E') AFG s property and casualty group, |ike

many others in the industry, has A& clains arising in nost cases from general
liability policies witten in years before 1987. The establishnment of reserves for
such A&E clainms presents unique and difficult challenges and is subject to
uncertainties significantly greater than those presented by other types of clains.
For a discussion of these uncertainties, see Item 7 - Mnagenent's D scussion and
Anal ysis - "Uncertainties - Asbestos and Environnmental -rel ated Reserves" and

Note L - "Contingencies" to the Financial Statenents.

During the second quarter of 2008, AFG conpleted its conprehensive interna
revi ew of asbestos and environmental exposures relating to the run-off operations of
its property and casualty group. As a result of the review, AFG recorded a pretax
charge of $12.0 mllion, net of $5.5 mllion in reinsurance recoverables. A
previ ous study, which was done with the aid of outside actuarial and engi neering
firms and specialty outside counsel, was conpleted in the second quarter of 2007 and
resulted in a pretax charge of $44.2 mllion, net of $16.4 million in reinsurance
recoverabl es. Managenent expects to conduct a simlar study of AFG s A&E reserves
in 2009 and a conprehensive internal review in 2010. For a discussion of the A&E
reserve strengthening, see Managenent's Discussion and Analysis - "Results of
Operations - Asbestos and Environmental Reserve Charges."
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The following table (in mllions) is a progression of A&E reserves.

2008 2007 2006

Reserves at begi nni ng of year $422. 8 $432. 3 $461.0
Incurred | osses and LAE 12. 4 50.9 -

Pai d | osses and LAE (36.5) (60.4) (32.2)

Reserves not previously classified as A&E - - 3.5

Reserves at end of year, net of

rei nsurance recoverabl e 398. 7 422.8 432. 3

Rei nsurance recoverabl e, net of allowance 67.3 63. 6 85.4

G oss reserves at end of year $466.0 $486. 4 $517. 7

The survival ratio, which is an industry neasure of A&E claimreserves, is
derived by dividing reserves for A& exposures by average annual paid | osses over the
past three years. At Decenber 31, 2008, AFG s three year survival ratio was 9.7
times average paid | osses for the asbestos reserves and 9.3 tinmes average paid | osses
for the total A&E reserves. Excluding anpbunts associated with the settlenents of
ashestos-rel ated coverage litigation for AAP. Green Industries (see "Lega
Proceedi ngs") and another large claim AFG s three year survival ratio was 8.2 and
8.1 times paid | osses for the ashestos reserves and total A&E reserves, respectively.
According to AA.M Best's nost recent (Novenber 2007) report on A&E, three year
survival ratios were 8.6 for asbestos and 7.9 for total industry A&E reserves at
Decenber 31, 2006.

Marketing

The property and casualty insurance group directs its sales efforts primarily
t hrough i ndependent property and casualty insurance agents and brokers, although
portions are witten through enpl oyee agents. |Independent agents and brokers
general ly receive a commi ssion on the sale of each policy. Sone agents and brokers
are eligible for a bonus comm ssion based on the profitability of all of the
policies placed with AFG by the broker or agent in a particular year. The property
gndkcasualty i nsurance group wites insurance through several thousand agents and

rokers.

Competition

AFG s property and casualty insurance businesses conpete with other individua
i nsurers, state funds and insurance groups of varying sizes, sone of which are
nmut ual i nsurance comnpani es possessing conpetitive advantages in that all their
profits inure to their policyholders. See Item1A - "Risk Factors." They also
conpete with self-insurance plans, captive prograns and risk retention groups. Due
to the specialty nature of these coverages, conpetition is based prinmarily on
service to policyhol ders and agents, specific characteristics of products offered
and reputation for clains handling. Financial strength ratings, price, comm ssions
and profit sharing terns are also inportant factors. Managenent believes that
sophi sticated data analysis for refinenent of risk profiles, extensive specialized
know edge and | oss prevention service have hel ped AFG conpete successfully.

Annuity and Supplemental Insurance Operations

General

AFG s annuity and suppl emental insurance operations are conducted through G eat
Ameri can Financial Resources, Inc. ("GAFRI"). In Septenber 2007, GAFRI conpl eted the
acqui sition of the shares of its conmon stock not previously owned by AFG increasing
AFG s ownership from8l1%to 100% GAFRI's primary insurance subsidiaries include
Great Anerican Life Insurance Conpany ("GALIC'), Annuity Investors Life Insurance
Conpany ("AlILIC"), Loyal American Life Insurance Conpany ("Loyal") and United Teacher
Associ ates | nsurance Conpany ("UTA"). These conpani es narket retirenent products,
primarily fixed, indexed and variable annuities, and various forms of supplenenta
i nsurance. All of these companies sell their products through i ndependent producers.
In addition, certain GAFRI subsidiaries also sell products through captive agents.
GAFRI and its subsidiaries enployed approxi mately 1,100 persons at Decenber 31, 2008.

10



I n August 2006, GAFRI acquired Ceres Goup, Inc. ("Ceres") for approximtely
$204 million in cash. Prior to the acquisition, Ceres' primary insurance
subsidiaries sold health and life insurance products through two primary business

segnents. Its senior segnent included Medi care suppl enent and ot her senior health
life and annuity products for individuals age 55 and over. Its medical segnent

i ncl uded maj or nedical health insurance for individuals, famlies, associations and
smal | businesses. In connection with the acquisition, Ceres' insurance subsidiaries

entered into reinsurance agreements under which all of Ceres' medical business and
hal f of its in-force senior business were ceded to unaffiliated conpanies. As a
result of these reinsurance transactions, Ceres has paid approximately $101 mllion
in return of capital distributions to GAFRI since the acquisition. The retained
Ceres business generated statutory prem uns of $145 million in 2008 and $129 million
in 2007.

In January 2006, GAFRI acquired the fixed annuity business witten by AQd
Standard Life Insurance Conpany and O d West Life and Annuity Conpany through a
rei nsurance transaction resulting in an increase of approximately $280 million in
both annuity benefits accurmul ated and cash and investnents.

In January 2006, GAFRI sold its subsidiary, Geat American Life Assurance
Conpany of Puerto Rico, for $37.5 million in cash.

Following is certain information concerning GAFRI's | argest subsidiaries
(dollars in nmillions).

2008
Statutory Policies AM Best S&P

Conpany Princi pal Products Pr eni uns In Force Rati ng Rati ng
GALI C Fi xed and i ndexed annuities $1, 214 387, 000 A A
Al LIC Fi xed, indexed and

vari abl e annuities 419 118, 000 A A
UTA Suppl erent al i nsurance 203 189, 000 A- Not rated
Loyal Fi xed annuities and

suppl enent al insurance 108 112, 000 A Not rated

Statutory prem unms of AFG s annuity and suppl enental insurance conpani es over
the last three years were as follows (in mllions):
Prem uns
2008 2007 2006

Non- 403(b) indexed annuities $ 571 $ 874 $ 608
Non-403(b) fixed annuities 311 272 375
403(b) fixed and indexed annuities 358 345 306
Bank fixed annuities 345 - -
Variabl e annuities 91 81 87
Total annuities 1,676 1,572 1, 376
Suppl erent al i nsurance 381 364 298
Li fe insurance 32 59 53
Tot al $2,089 $1,995 $1, 727

AFG believes that the ratings assigned by independent insurance rating agencies
are inportant because agents, potential policyholders and school districts often use
a conpany's rating as an initial screening device in considering annuity products.
AFG believes that (i) arating in the "A" category by A M Best is necessary to
successful ly market tax-deferred annuities to public education enployees and ot her
non-profit groups and (ii) a rating in the "A" category by at |east one rating
agency is necessary to successfully conpete in other annuity markets. AFG s annuity
and suppl enmental insurance entities also conpete in markets other than the sale of
tax-deferred annuities. Ratings are an inportant conpetitive factor; AFG believes
that these entities can successfully conpete in these markets with their respective
ratings. AFG s annuity and suppl enental insurance operations could be materially
and adversely affected by ratings downgrades.
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Annuities

AFG s principal retirement products are Flexible Prem um Deferred Annuities
("FPDAs") and Single Premium Deferred Annuities ("SPDAs"). Annuities are long-term
retirement saving instrunents that benefit frominconme accruing on a tax-deferred
basis. The issuer of the annuity collects premiuns, credits interest or earnings on
the policy and pays out a benefit upon death, surrender or annuitization. FPDAs are
characterized by prem um paynents that are flexible in both amount and tim ng as
determ ned by the policyhol der and are generally nade through payroll deductions.
SPDAs are generally issued in exchange for a one-tine |unp-sum prem um paynent.

Annuity contracts are generally classified as either fixed rate (including
i ndexed) or variable. Wth a traditional fixed rate annuity, AFG seeks to nmintain
a desired spread between the yield on its investnent portfolio and the rate it
credits. AFG acconplishes this by: (i) offering crediting rates that it has the
option to change after any initial guarantee period (subject to mnimuminterest
rate guarantees); (ii) designing annuity products that encourage persistency; and
(iii) maintaining an appropriate matching of assets and liabilities.

An indexed annuity provides policyholders with the opportunity to receive a
crediting rate tied, in part, to the performance of an existing market index
(generally the S&P 500) while protecting against the related downside risk through a
guarantee of principal (excluding surrender charges). AFG purchases call options
designed to offset the effect of the index participation in the liabilities
associ ated with indexed annuities.

In addition to traditional fixed rate and indexed annuities, AFG offers variable
annuities. Wth a variable annuity, the earnings credited to the policy vary based
on the investment results of the underlying investnment options chosen by the
pol i cyhol der, generally wi thout any guarantee of principal except in the case of
death of the insured. Premuns directed to the underlying investnment options
mai ntai ned in separate accounts are invested in funds managed by various independent
i nvest ment managers. AFG earns a fee on anpbunts deposited into separate accounts.
Subj ect to contractual provisions, policyholders may al so choose to direct all or a
portion of their premiuns to various fixed rate options, in which case AFG earns a
spread on anounts deposited.

Supplemental Insurance Products

Loyal and UTA offer a variety of suppl enental insurance products through
i ndependent agents. Principal products include coverage for Medicare suppl enent,
cancer, long-termcare, accidental injury, short-termdisability and hospita
i ndetmity. Ceres' subsidiaries offer Medicare suppl ement and ot her suppl enenta
i nsurance products primarily for individuals age 55 and ol der through i ndependent
agents and a captive agency force.

Al t hough GALI C no |l onger issues new life insurance policies, it continues to
service and receive renewal premumnms on its in-force block of approximtely 160, 000
policies and $25 billion gross ($6 billion net) of life insurance in force at
Decenber 31, 2008.

Marketing

The majority of AFG s FPDAs are sold in qualified markets under sections 403(b),

457 and 401(k) of the Internal Revenue Code. 1In the 403(b) and 457 markets,
school s, government agencies and certain other non-profit organi zati ons may al |l ow
enpl oyees to save for retirenent through contributions made on a before-tax basis.
In the 401(k) market, both for-profit and non-profit organizations may establish
qualified retirenent plans whereby enployees are eligible to save for retirenent

t hrough contributions nade prinarily on a before-tax basis. Federal incone taxes
are not payabl e on pretax contributions or earnings until anpbunts are w t hdrawn.

AFG sells its fixed rate annuities primarily through a network of approxi mately
200 nmanagi ng general agents ("M3As") who, in turn, direct approximately 2,300 actively
produci ng i ndependent agents. The top 10 MZAs accounted for |ess than one-third of
AFG s fixed rate annuity premuns in 2008. The |argest MGA represented |less than 7%
of total fixed rate annuity premiuns in 2008. |In 2008, AFG began selling fixed rate
annuities through banks. National Gty Bank, which becane a subsidiary of PNC
Fi nanci al G oup in Decenber 2008, is its primary distribution channel for this

busi ness.
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In recent years, AFG has offered its variable annuity as an ancillary product
solely through its 403(b) and 401(k) sal es channels. Approximtely one-half of
AFG s variable annuity sales in 2008 were nade through a whol | y-owned subsi di ary,
Great Anerican Advisors, Inc. ("GAA"). GAA is a broker/dealer licensed in all 50
states to sell stocks, bonds, options, mutual funds and variabl e i nsurance contracts
t hrough i ndependent representatives and financial institutions. GAA also acts as
the principal underwiter and distributor for AFG s variable annuity products.

AFG is licensed to sell its fixed annuity products in all 50 states; it is
licensed to sell its variable products in all states except New York and Vernont.
In 2008, no individual state accounted for nore than 10% of AFG s annuity prem unms
other than Chio (13% and California (11%. At Decenber 31, 2008, AFG had
approxi mately 398,000 annuity policies in force.

Competition

AFG s annuity and suppl emental insurance businesses operate in highly
conpetitive markets. They conmpete with other insurers and financial institutions
based on many factors, including: (i) ratings; (ii) financial strength;

(iii) reputation; (iv) service to policyholders and agents; (v) product design
(including interest rates credited, index participation and prem umrates charged);
(vi) comm ssions; and (vii) nunmber of school districts in which a conpany has
approval to sell. Since nost policies are marketed and distributed through

i ndependent agents, the insurance conpani es nust also conpete for agents.

No single insurer dom nates the markets in which AFG s annuity and suppl enenta

i nsurance busi nesses conpete. See Item 1A - "Risk Factors.” Competitors include
(i) individual insurers and insurance groups, (ii) mutual funds and (iii) other
financial institutions. 1In a broader sense, AFG s annuity and suppl enent al

i nsurance businesses conpete for retirenment savings with a variety of financial
institutions offering a full range of financial services.

Sal es of annuities, including renewal prem uns, are affected by many factors,
including: (i) conpetitive annuity products and rates; (ii) the general |evel and
volatility of interest rates, including the shape of the yield curve; (iii) the
favorabl e tax treatnment of annuities; (iv) comm ssions paid to agents; (v) services
of fered; (vi) ratings fromindependent insurance rating agencies; (vii) other
alternative investnments; (viii) performance and volatility of the equity markets;
(ix) nedia coverage of annuities; (x) regulatory devel opments regarding suitability
and the sales process; and (xi) general econonic conditions.

Other Operations

Through subsidiaries, AFGis engaged in a variety of other operations, including
comercial real estate operations in Cincinnati (office buildings and The
C ncinnatian Hotel), New Orleans (Le Pavillon Hotel), New Hanpshire (Muntain View
Grand Resort), Chesapeake Bay (Skipjack Cove Yachting Resort and Bay Bridge Marina),
Charl eston (Charl eston Harbor Resort and Marina), Palm Beach (Sailfish Marina and
Resort) and apartments in Louisville and Pittsburgh. These operations enployed
approximately 600 full-tine enpl oyees at Decenber 31, 2008.
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Investment Portfolio

General A summary of AFG s fixed maturity investments and equity securities is
shown in Note E to the financial statenents. For additional information on AFG s
i nvestments, see Item 7 - Managenent's Di scussion and Analysis - "lnvestnments."
Portfolio yields are shown bel ow.

2008 2007 2006

Yield on Fixed Incone Investnents (a):

Excl udi ng reali zed gains and | osses 6. 3% 5.8% 5.8%

I ncluding realized gains and | osses 5.5% 5.7% 5.6%
Yield on Equity Securities (a):

Excl udi ng reali zed gains and | osses 2.5% 2.8% 3. 0%

I ncluding realized gains and | osses (40.5% (5.8% 8.8%
Yield on Investnents (a)(b):

Excl udi ng reali zed gains and | osses 6. 2% 5.6% 5. 7%

I ncluding realized gains and | osses 3.8% 5.2% 5.7%

(a) Based on anortized cost; excludes effects of changes in unrealized
gains. Realized |osses include inpairnment charges.
(b) Excludes "Real Estate and O her |nvestnents."”

The tabl e bel ow conpares total returns on AFG s fixed incone and equity
securities to conparable public indices. While there are no directly conparable
indices to AFG s portfolio, the two shown bel ow are wi dely used benchmarks in the
financial services industry. Both AFG s performance and the indices include changes
in unrealized gains and | osses.

2008 2007 2006
Total return on AFG s fixed income investments (5.2% 5.8% 5. 0%
Barcl ays Capital U S. Universal Bond | ndex 2. 4% 6. 5% 5. 0%
Total return on AFG s equity securities (27.0% (15. 8% 19. 1%
Standard & Poor's 500 | ndex (36.6% 5. 5% 15. 8%

Fixed Maturity Investments

AFG s bond portfolio is invested primarily in taxable bonds. The Nati onal
Associ ation of Insurance Comm ssioners ("NAIC') assigns quality ratings, which range
fromdass 1 (highest quality) to Class 6 (lowest quality). The following table
shows AFG s avail able for sal e bonds and redeenabl e preferred stocks, by NAIC
desi gnati on (and conparabl e Standard & Poor's Corporation rating) as of
Decenber 31, 2008 (dollars in mllions).

NAI C Anmorti zed Fair Val ue
Rat i ng Conpar abl e S&P Rati ng Cost Anount %
1 AAA, AA, A $11, 399 $10, 258 73%
2 BBB 3,482 3,023 21
Total investment grade 14, 881 13,281 94
3 BB 486 367 3
4 B 361 260 2
5 CCC, CC, C 175 127 1
6 D 45 44 *
Total noni nvest ment grade 1, 067 798 6
Tot al $15, 948 $14,079 100%

(*) less than 1%
AFG invests in bonds and redeemabl e preferred stocks that have primarily

internediate-termmaturities. This practice is designed to allow flexibility in
reacting to fluctuations of interest rates.
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Equity Investments

At Decenber 31, 2008, AFG held common and perpetual preferred stocks with a
fair value of $354 million, the largest of which was a $137 million comobn stock
i nvestment in |Insurance Services Ofice, Inc. ("1SO'), a provider of risk
i nformati on for insurance conpanies. 1SOis contenplating an initial public
of fering under the name Verisk Analytics, Inc.

Reqgulation

AFG s insurance conpany subsidiaries are subject to regulation in the
jurisdictions where they do business. 1In general, the insurance | aws of the various
states establish regulatory agencies with broad adm ni strative powers governing,
anong ot her things, premumrates, solvency standards, |icensing of insurers, agents

and brokers, trade practices, forns of policies, nmaintenance of specified reserves
and capital for the protection of policyhol ders, deposits of securities for the
benefit of policyhol ders, investnment activities and rel ati onshi ps between insurance
subsidiaries and their parents and affiliates. Material transactions between

i nsurance subsidiaries and their parents and affiliates generally nust receive prior
approval of the applicable insurance regulatory authorities and be disclosed. In
addition, while differing fromstate to state, these regulations typically restrict
t he maxi mum anmount of dividends that may be paid by an insurer to its sharehol ders
in any twel ve-nmonth period w thout advance regul atory approval. Such limtations
are generally based on net earnings or statutory surplus. Under applicable
restrictions, the maxi num amount of dividends available to AFGin 2009 fromits

i nsurance subsidiaries without seeking regulatory clearance is approximtely

$355 million.

Legi sl ati on has been proposed to establish procedures for insurers to be subject
to federal regulation. The inplications of this proposal on AFG s insurance
operations cannot be deternmined at this tine.

Most states have created insurance guaranty associations to provide for the
paynent of claims of insurance conpanies that becone insolvent. Annual assessments
for AFG s insurance conpani es have not been naterial

ITEM 1A
Risk Factors

Following is a discussion of the material risk factors to investors in AFG
securities.

Conti nued adverse devel opnents in the financial markets and deterioration in globa
econoni ¢ conditions could have a material adverse effect on AFG s results of
operations and financial condition.

Wor | dwi de economi ¢ conditions deteriorated significantly during 2008. The
hi ghly vol atil e debt and equity markets, lack of liquidity, w dening credit
spreads and the coll apse of several financial institutions have resulted in
significant realized and unrealized | osses in AFG s investment portfolio.
Al t hough the U S. and other foreign governnents have taken, and continue to take,
a nunber of unprecedented actions to try to stabilize the financial markets, it
is unclear to what extent these actions will be effective.

AFG s investnent performance could al so be adversely inpacted by the types of
i nvest ments, industry groups and/or individual securities in which it invests.
As of December 31, 2008, 85% of AFG s investment portfolio was invested in fixed
maturity securities. Certain risks are inherent in connection with fixed
maturity securities including |oss upon default and price volatility in reaction
to changes in interest rates and general market factors. AFG s equity
securities, which represent 2% of its investnment portfolio, are subject to market
price volatility.

Mort gage- backed securities ("MBS") represented about one-third of AFG s fi xed
maturity securities at Decenmber 31, 2008. MBS in which the underlying collatera
is subprime nortgages represented 3% of AFG s total fixed maturity portfolio at
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December 31, 2008; MBS in which the underlying collateral is At-A nortgages
(risk profile between prime and subprinme) represented approximately 6% See Item
7A, "Quantitative and Qualitative Disclosures About Market Risk - Fixed Maturity
Portfolio."

AFG cannot predict whether and the extent to which industry sectors in which it
mai ntai ns investnments may suffer losses as a result of potential declines in
conmer ci al and economi ¢ activity, or how any such decline nmight inpact the ability
of conpanies within the affected industry sectors to pay interest or principal on
their securities, or how the value of any underlying collateral night be affected.

I nvestnent returns are an inportant part of AFG s overall profitability.
Accordingly, adverse fluctuations in the fixed income or equity markets could
adversely inmpact AFG s profitability, financial condition or cash fl ows.

In addition, the continuing econonic downturn could have a material adverse
effect on AFG s insureds and reinsurers. However, the inpact that this would have
on AFG s busi ness cannot be predicted.

Legi sl ati on bei ng debated in Congress could adversely inpact the credit ratings of
AFG s MBS portfolio, potentially resulting in naterial wite-downs of these
securities.

Certain proposed | egislation ainmed at resolving the nortgage |oan crisis
i ncl udes a provision that would all ow bankruptcy judges to unilaterally change the
terns of nortgage |oans as part of the bankruptcy proceedi ngs. Depending on its
final form the so-called bankruptcy cramdown bill could result in AFG s portfolio
of highly-rated MBS bei ng downgraded by rating agencies. To the extent such actions
i ndi cate AFG may not recover its entire carrying value, AFG may be required to
record a material wite-down (to fair value) on these investnents even though the
expected economic |oss (difference between AFG s cost and ultimate recovery) would
be relatively small.

AFG s ability to recognize future tax benefits on realized and unrealized investnent
losses is limted.

At Decenber 31, 2008, AFG had net deferred tax assets of $415.7 nmillion rel ated
to investnment securities and $44.4 million related to capital |oss carryforwards.
Future realization of these assets, as well as the ability to record tax benefits on
future realized and unrealized capital |osses, will depend on nanagenent's
assessment of avail able tax planning strategies such as realizing the existing
appreciation in certain investnent assets. |f managenent believes realization of a
deferred tax asset is not |ikely, a valuation all owance woul d be established by
i ncreasing i ncone tax expense, or in the case of additional future unrealized
| osses, reducing accunul ated ot her conprehensive incone.

Conti nued adverse devel opnents in the financial markets may linit AFG s access to
capital.

Financial markets in the U S. and el sewhere have been experiencing extrene
volatility over the past several nonths. These circunstances have exerted downward
pressure on stock prices and limted access to the equity and debt markets for
certain issuers, including AFG

The 364-day credit facility entered into by AFG in 2008 under which it can
borrow up to $120 million expires in July 2009. There is no assurance that this
facility will be renewed. |In addition, AFG s access to funds through this facility
and its primary credit facility is dependent on the ability of its banks to neet
their funding conmitnments. At December 31, 2008, no anounts were borrowed under the
$120 million facility and $465 mnillion was borrowed under the $500 million credit
facility.

I f AFG cannot obtain adequate capital or sources of credit on favorable terns,

or at all, its business, operating results and financial condition would be
adversely affected.
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Intense conpetition could adversely affect AFG s profitability.

The specialty insurance business is highly conpetitive and, except for
regul atory considerations, there are relatively few barriers to entry. AFG s
specialty insurance businesses conpete with other individual insurers, state funds
and insurance groups of varying sizes, sone of which are nutual insurance conpanies
possessi ng conpetitive advantages in that all their profits inure to their
policyholders. In addition, certain foreign insurers can wite business in the
U. S. on a tax-advantaged basis and therefore hold a conpetitive advantage over AFG
AFG al so conpetes with self-insurance plans, captive prograns and risk retention
groups. Peer conpanies and najor conpetitors in sone or all of AFG s specialty
[ines include ACE Ltd., American International Goup Inc., Arch Capital Goup Ltd.
Chubb Corp., Ci ncinnati Financial Corp., CNA Financial Corp., Liberty Miutual, Marke
Corp., Minich Re Group (Mdland), Hartford Financial Services G oup, HCC I nsurance
Hol di ngs, Inc., RLI, The Travel ers Companies Inc., Tokio Marine Holdings, Inc.
(Phi | adel phi a Consolidated), WR Berkley Corp., Wells Fargo Corporation, XL Capita
Ltd., and Zenith National Insurance Corp.

AFG s annuity and suppl enental insurance busi nesses conpete with individua
i nsurers and insurance groups, nutual funds and other financial institutions.
Competitors include ING Life I nsurance and Annuity Conpany, Metropolitan Life
| nsurance Conpany, Anerican International Goup Inc., Life Insurance Conpany of the
Sout hwest, M dl and National Life |Insurance Conpany, Allianz Life |nsurance Conpany
of North America, Aviva Life and Annuity Conpany, Mitual of Omaha | nsurance Conpany
and Bankers Life and Casualty Comnpany.

Conpetition is based on many factors, including service to policyhol ders and
agents, product design, reputation for claims handling, ratings and financia
strength. Price, conm ssions, fees, profit sharing terns, interest crediting rates,
technol ogy and distribution channels are also inportant factors. Sone of AFG s
conpetitors have nore capital and greater resources than AFG and rmay offer a broader
range of products and |l ower prices than AFG offers. |If conpetition limts AFG s
ability to wite new or renewal business at adequate rates, its results of operations
wi Il be adversely affected.

AFG s revenues could be negatively affected if it is not able to attract and retain
i ndependent agents.

AFG s reliance on the independent agency market makes it vulnerable to a
reduction in the anount of business witten by agents. Many of AFG s conpetitors
also rely significantly on the independent agency nmarket. Accordingly, AFG nust
conpete with other insurance carriers for independent agents' business. Some of its
conpetitors offer a wi der variety of products, |ower price for insurance coverage or
hi gher comm ssions. Loss of a substantial portion of the business that AFG wites
t hr ough i ndependent agents could adversely affect AFG s revenues and profitability.

AFG i s subject to conmprehensive regulation, and its ability to earn profits nmay be
restricted by these regul ati ons.

As previously discussed under "Regul ation," AFG is subject to conprehensive
regul ati on by government agencies in the states where its insurance conpany
subsidiaries are domciled and where these subsidiaries issue policies and handl e
clains. AFG nust obtain prior approval for certain corporate actions. The
regulations may linit AFG s ability to obtain rate increases or take other actions
designed to increase AFG s profitability. Such regulation is primarily intended for
the protection of policyholders rather than securityhol ders.

Exi sting insurance-related |l aws and regul ati ons nmay beconme nore restrictive in
the future or new restrictive laws may be enacted; it is not possible to predict the
potential effects of these |aws and regul ations. The costs of conpliance or the
failure to conmply with existing or future regul ations could harm AFG s fi nanci a
results and its reputation with custoners.

In Decenber 2008, the Securities and Exchange Conmi ssion adopted rul es effective
January 2011 whereby certain indexed annuities will be considered securities which
can only be sold by registered representatives. Approximately 43% of AFG s
statutory annuity premuns in 2008 were from sal es of indexed annuities. Future
prem um vol ume may be adversely inpacted by these new rul es.
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New | RS regul ati ons governing 403(b) plans becane effective January 1, 2009. As
a result, school districts and other not-for-profit enployers are required to assune
addi tional responsibilities for 403(b) plans offered to their enployees. One
consequence of these new regulations is that many of these enployers are review ng
t he conpani es offering 403(b) products to their enployees. AFG s annuity preniuns
coul d be negatively inpacted if its insurance conpany subsidiaries are excluded from
school districts that have historically been the source of a significant anount of
prem uns.

The failure of AFG s insurance subsidiaries to maintain a commercially acceptable
financial strength rating would have a significant negative effect on their ability
to conpete successfully.

As di scussed under "Property and Casualty Insurance Operations" and "Annuity and
Suppl erent al | nsurance Operations - General," financial strength ratings are an
i mportant factor in establishing the conpetitive position of insurance conpani es and
may be expected to have an effect on an insurance conpany's sales. A downgrade out
of the "A" category in AFG s insurers' clainms-paying and financial strength ratings
could significantly reduce AFG s busi ness vol unes, adversely inpact AFG s ability to
access the capital markets and increase AFG s borrow ng costs.

AFG s results may fluctuate as a result of cyclical changes in the specialty
i nsurance industry.

The property and casualty group operates in a highly conpetitive industry that is
affected by many factors that can cause significant fluctuations inits results of
operations. The industry has historically been subject to pricing cycles
characterized by periods of intense conpetition and lower premiumrates (a
"downcycl e") followed by periods of reduced conpetition, reduced underwiting
capacity due to lower policyhol ders' surplus and higher premiumrates (an "upcycle").
The trend of AFG s underwiting results typically follows that of the industry and a
prol onged downcycl e could adversely affect AFG s results of operations.

AFG s property and casualty reserves may be inadequate, which could significantly
affect AFG s financial results.

AFG s property and casualty insurance subsidiaries record reserve liabilities for
the estimated paynent of |osses and | oss adjustnment expenses for both reported and
unreported clains. Due to the inherent uncertainty of estimating reserves, it has
been necessary in the past, and will continue to be necessary in the future, to
revise estimated liabilities as reflected in AFG s reserves for clains and rel ated
expenses. Wile AFG recorded favorabl e devel opnent of $242 mllion in 2008,
$99 million in 2007 and $57 million in 2006, it had unfavorable devel opnent of
$199 million (due primarily to ARE charges) in 2005. The historic devel opnent of
reserves for losses and | oss adjustnent expense nmay not necessarily reflect future
trends in the devel opment of these anmounts. Accordingly, it is not appropriate to
ext rapol ate redundanci es or deficiencies based on historical information. To the
extent that reserves are inadequate and are strengthened, the anmount of such increase
is treated as a charge to earnings in the period in which the deficiency is
recogni zed.

AFG s results could be negatively inpacted by severe weat her conditions or other
cat ast rophes.

AFG recorded catastrophe | osses of $59 mllion in 2008 (principally w nd-rel ated
storm damage from hurricanes Qustav and | ke and tornadoes), $5 mllion in 2007 and
$22 mllion in 2006 (primarily fromtornadoes). Catastrophes (some of which are
seasonal ) can be caused by natural events such as hurricanes, w ndstorns, tornadoes,
hai | storns, severe w nter weather, earthquakes, explosions and fire, and by nman-made
events, such as terrorist attacks and riots. The extent of |osses froma
catastrophe is a function of the amount of insured exposure in the area affected by
the event and the severity of the event. In addition, certain catastrophes could
result in both property and non-property clainms fromthe same event. A severe
cat astrophe or a series of catastrophes could result in |osses exceedi ng AFG s
rei nsurance protection and nmay have a material adverse inpact on its results of
operations or financial condition.
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Volatility in crop prices could negatively inmpact AFG s financial results.

Weat her conditions and the | evel of crop prices in the comodities market
heavily inmpact AFG s crop insurance business. These factors are inherently
unpredi ctabl e and could result in significant volatility in the results of the crop
i nsurance business fromone year to the next.

Further declines in used car prices could negatively inmpact AFG s financial results.

AFG s run-of f residual value business is heavily inpacted by the |level of used
car prices obtained at auction. Further declines in the market val ue of used
aut omobil es could result in significant |osses.

The inability to obtain reinsurance or to collect on ceded reinsurance could
adversely inmpact AFG s results.

AFG relies on the use of reinsurance to limt the amount of risk it retains.
The foll owi ng amounts of gross property and casualty prem uns have been ceded to
other insurers: 2008 - $1.4 billion (32%; 2007 - $1.3 billion (32%; and 2006 -

$1.3 billion (32% . The availability and cost of reinsurance are subject to
prevailing market conditions, which are beyond AFG s control and which may affect
AFG s | evel of business and profitablility. AFG also reinsures the death benefits

above certain retained anounts on its run-off |ife insurance business. AFGis also
subject to credit risk with respect to its reinsurers, as the ceding of risk to
reinsurers does not relieve AFG of its liability to insureds.

Variations fromthe actuarial assunptions used to establish certain assets and
liabilities in AFG s annuity and suppl enental insurance business could negatively
i npact AFG s reported financial results.

The earnings on certain products sold by AFG s annuity and suppl ement al
i nsurance busi ness depend significantly upon the extent to which actual experience
is consistent with the assunptions used in setting reserves and establishing and
anortizing deferred policy acquisition costs ("DPAC'). These assunptions relate to
i nvestment yields (and spreads over fixed annuity crediting rates), nortality,
surrenders, annuitizations and, on sone policies, norbidity. Devel oping such
assunmptions is conplex and involves information obtained from conpany-specific and
i ndustry-wi de data, as well as general econonmic information. These assunptions, and
therefore AFG s results of operations, could be negatively inpacted by changes in
any of the factors |listed above. For exanple, AFG recorded pretax charges of
$10.0 million in 2008 related to the inpact of poor stock market performance on its
vari abl e annuity busi ness.

The continued threat of terrorismand ongoing mlitary and ot her actions may
adversely affect AFG s financial results.

The continued threat of terrorism both within the United States and abroad, and
the ongoing mlitary and other actions and hei ghtened security measures in response
to these types of threats, may cause significant volatility and declines in the
equity markets in the United States, Europe and el sewhere, loss of life, property
danage, additional disruptions to conmerce and reduced econonic activity. Actua
terrorist attacks could cause | osses frominsurance clains related to AFG s property
and casualty and life insurance operations with adverse financial consequences. In
addi tion, sonme of the assets in AFG s investnment portfolios may be adversely
af fected by declines in the capital markets and economic activity caused by the
continued threat of terrorism ongoing nmilitary and other actions and hei ghtened
security measures.

As a hol di ng conmpany, AFG is dependent on the operations of its insurance conpany
subsidiaries to neet its obligations and pay future dividends.

AFG i s a holding conpany and a legal entity separate and distinct fromits
i nsurance conpany subsidiaries. As a holding conmpany without significant operations
of its own, AFG s principal sources of funds are dividends and ot her distributions
fromits insurance conpany subsidiaries. As discussed under "Regulation," state
insurance laws limt the ability of insurance conpanies to pay dividends or other
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di stributions and require insurance conpanies to maintain specified | evels of
statutory capital and surplus. AFG s rights to participate in any distribution of
assets of its insurance conpany subsidiaries are subject to prior clains of

pol i cyhol ders and creditors (except to the extent that its rights, if any, as a
creditor are recognized). Consequently, AFG s ability to pay debts, expenses and
cash dividends to its shareholders may be limted.

AFG may be adversely inpacted by a downgrade in the ratings of its debt securities.

AFG s debt securities are rated by Standard & Poor's, Mody's and Fitch,
i ndependent corporate credit rating agencies. AFG s senior indebtedness is
currently rated BBB by Standard & Poor's, Baa2 by Mody's and BBB+ by Fitch.
Securities ratings are subject to revision or withdrawal at any tine by the
assigning rating organi zation. A security rating is not a recomendation to buy,
sell or hold securities. An unfavorable change in either of these ratings could
nmake it nore expensive to access the capital markets and nmay i ncrease the interest
rate charged under AFG s current multi-bank credit line.

AFG is a party to litigation which, if decided adversely, could inpact its financial
results.

AFG and its subsidiaries are naned as defendants in a nunber of |awsuits. See

Iltem1 - "Property and Casualty Insurance Operations - Asbestos and Environment al
Reserves ("A&E")," Item 3 - "Legal Proceedings," and Item 7 - "Managenment's
Di scussion and Analysis - Uncertainties.” Litigation, by its very nature, is

unpredi ctabl e and the outconme of these cases is uncertain. AFGis unable to predict
the precise nature of the relief that nay be sought or granted in any lawsuits or
the effect that pending or future cases may have on AFG s business, operations,
profitability or financial condition.

Certai n sharehol ders exercise substantial control over AFG s affairs, which may
i npede a change of control transaction

Carl H Lindner is Chairman of the Board of Directors of AFG and his sons,
Carl H Lindner Ill and S. Craig Lindner, are each Co-Chi ef Executive Oficers and
Directors of AFG Carl H Lindner, Carl H Lindner Ill and S. Craig Lindner
beneficially own 6.6% 10.2% and 9. 3% of AFG s outstandi ng Common Stock as of
February 1, 2009. As a result, certain menbers of the Lindner famly have the
ability to exercise significant influence over AFG s nanagenent, i ncluding over
matters requiring sharehol der approval

The price of AFG Conmmon Stock nmay fluctuate significantly, which may make it difficult
for holders to resell comon stock when they want or at a price they find attractive.

The price of AFG s Common Stock as listed on the NYSE and Nasdaq G obal Sel ect
Mar ket constantly changes. During 2008, AFG s Conmon Stock traded at prices ranging
bet ween $13.65 and $32.00. AFG s Common Stock price can fluctuate as a result of a
variety of factors, many of which are beyond its control. These factors include but
are not limted to
e actual or anticipated variations in quarterly operating results;
e actual or anticipated changes in the dividends paid on AFG Comon St ock
e rating agency actions;
e reconmendations by securities analysts;
e significant acquisitions or business conbinations, strategic partnerships,
joint ventures or capital commtnents by or involving AFG or its conpetitors;
e operating and stock price performance of other conpanies that investors deem
conparabl e to AFG
e news reports relating to trends, concerns and other issues in AFG s |lines of

busi ness;

e general econonmic conditions, including volatility in the financial narkets;
and

e geopolitical conditions such as acts or threats of terrorismor mlitary
conflicts.
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ITEM 2

Properties

Subsi di ari es of AFG own several buildings in downtown Cincinnati. AFG and its
affiliates occupy about half of the aggregate 675,000 square feet of commercial and
of fice space in these buil dings.

AFG s insurance subsidiaries |ease the magjority of their office and storage
facilities in nunmerous cities throughout the United States, including Geat

American's and GAFRI's hone offices in Cincinnati. In Decenber 2007, AFG signed a
15-year |l ease for space in a new office tower currently under construction in
downtown Cincinnati. The new building is scheduled for conpletion in 2011 and w ||

enabl e AFG to consolidate operations fromseveral |eased |ocations. A property and
casualty insurance subsidiary owns approximately 177,000 square feet of office space
on 17.5 acres of land in Richfield, Ohio, approximately two-thirds of which it

occupi es; the remaining space is |leased to unaffiliated tenants. A GAFRl subsidiary
owns a 45,000 square foot office building in Mssion, Kansas which is for sale. See
Iltem1l - "Qther Operations” for a discussion of AFG s other commercial real estate
operations.

ITEM 3

Legal Proceedings

Pl ease refer to "Forward-Looking Statenments” following the Index in front of this
Form 10- K.

AFG and its subsidiaries are involved in various litigation, nost of which arose
in the ordinary course of business, including litigation alleging bad faith in
dealing with policyhol ders and chall enging certain business practices of insurance
subsi diaries. Except for the followi ng, nmanagenent believes that none of the
litigation meets the threshold for disclosure under this Item

On January 4, 2008, the Commonweal th of Massachusetts filed suit in the Superior
Court of Suffolk County agai nst AFG subsidiaries Great American |nsurance Group and
Prof essi onal Ri sk Brokers, Inc. The suit alleges inproper conduct in issuance of
one quotation in 2004 for insurance coverage for a Massachusetts conpany. The suit
seeks nonetary ampunts for restitution, disgorgenent, civil penalties and the
Conmonweal th's costs of investigation (including attorneys' fees) in anobunts
unspecified in the Conplaint. Considering the amounts of premium at issue, AFG
bel i eves that the anpbunts would not individually or in total be material to the
Company' s financial condition. The suit also seeks injunctive relief. The AFG
subsi di aries had previously resolved and were rel eased fromany potential |ega
issue directly with the Massachusetts conmpany at issue in the Commobnwealth's suit.
Al t hough no estinmate or prediction can be nade as to the outcone of the litigation
the AFG subsidiaries deny the allegations of the conplaint and intend to vigorously
def end agai nst them

AFG s insurance conpany subsidiaries and its 100% owned subsidi ary, American
Prem er Underwriters (including its subsidiaries, "American Premer"), are parties
to litigation and receive clains alleging injuries and danmages from asbest os,
envi ronnental and ot her substances and workpl ace hazards and have established | oss
accrual s for such potential liabilities. The ultinmate |oss for these clainms my
vary materially from anmounts currently recorded as the conditions surroundi ng
resol ution of these clains continue to change.

American Premier is a party or named as a potentially responsible party in a
nunber of proceedings and clains by regul atory agencies and private parties under
various environmental protection |laws, including the Conprehensive Environnenta
Response, Conpensation and Liability Act ("CERCLA"), seeking to inpose
responsibility on American Premier for hazardous waste or discharge renedi ation
costs at certain railroad sites fornerly owed by its predecessor, Penn Central
Transportation Conpany ("PCTC'), and at certain other sites where hazardous waste or
di scharge al |l egedly generated by PCTC s railroad operati ons and Anerican Premer's
former manufacturing operations is present. It is difficult to estimte Anerican
Premier's liability for renediation costs at these sites for a nunber of reasons,
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i ncludi ng the nunber and financial resources of other potentially responsible
parties involved at a given site, the varying availability of evidence by which to
al l ocate responsibility anbng such parties, the wide range of costs for possible
renmedi ati on alternatives, changing technol ogy and the period of time over which
these matters devel op. Neverthel ess, Anerican Prem er believes that its accruals for
potential environnental liabilities are adequate to cover the probabl e anmount of
such liabilities, based on American Prem er's estimtes of renediation costs and
rel ated expenses and its estinmates of the portions of such costs that will be borne
by other parties. Such estimates are based on information currently available to
Aneyicgp Prem er and are subject to future change as additional information becones
avail abl e.

As previously reported, Geat Anmerican |Insurance Conpany and certain other
insurers were parties to coverage litigation (arising fromclains alleging asbestos
exposure resulted in bodily injury) under insurance policies issued during the
1970's and 1980's to Bigel ow Li ptak Corporation and rel ated conpani es, subsequently
known as A.P. Green Industries, Inc. ("AP. Geen"). A P. Geen sought to recover
defense and indemity expenses related to those clains froma nunber of insurers,

i ncluding Great Anerican.

In February 2002, A.P. Green filed petitions for bankruptcy under Chapter 11 of
the Bankruptcy Code in the United States Bankruptcy Court for the Western District
of Pennsylvania (In Re dobal Industrial Technologies, Inc., et al, filed February
14, 2002).

In 2003, Great Anerican Insurance Conpany entered into an agreenent, which was
approved by the Bankruptcy Court, for the settlenment of coverage litigation related
to A P. Green asbestos clains. The settlenent of $123.5 nillion (G eat Anmerican has
the option to pay in cash or over time with 5.25%interest) has been fully accrued
and allows up to 10% of the settlement to be paid in AFG Conmon Stock. The
settl enent agreenent is conditioned upon confirmation of a plan of reorganization
that includes an injunction prohibiting the assertion against G eat Anerican of any
present or future asbestos personal injury clains under policies issued to A P.
Green and rel ated conpani es

During 2007, the Bankruptcy Court confirmed the A. P. Green Plan of Reorganization
whi ch includes the injunction required by Geat Anmerican's settlement agreenent.
Certain parties appeal ed the confirmation on issues that nanagenent believes are
ancillary to the Great Anerican settlenent.

PART Il
ITEM 5

Market for Registrant's Common Equity. Related Stockholder Matters
nd | r Purch f Equi riti

Pl ease refer to "Forward-Looking Statenments" following the Index in front of this
Form 10- K.

AFG Conmon Stock is listed and traded on the New York Stock Exchange and the
Nasdaq d obal Sel ect Market under the synmbol AFG I n Novenber 2006, AFG s Board of
Directors approved a three-for-two common stock split. On Decenber 15, 2006, one
addi ti onal common share was issued for every two conmon shares hel d by sharehol ders
of record on Novenber 30, 2006. A total of 39,724,479 new shares were issued. Al
share and per share amounts (except the number of shares authorized and the stated
val ue of $1.00 per share) presented in this Annual Report on Form 10-K have been
adjusted to reflect the effect of the split for all periods presented. The
informati on presented in the table bel ow represents the high and | ow sal es prices
per share reported on the NYSE Conposite Tape.

2008 2007
Hi gh Low Hi gh Low
First Quarter $29. 30 $24. 19 $36. 84 $32. 87
Second Quarter 30. 45 25.23 36. 30 33.33
Third Quarter 32.00 24.58 34.92 23.94
Fourth Quarter 29.75 13. 65 30. 82 26. 50
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There were approximately 8,200 sharehol ders of record of AFG Commpn Stock at
February 1, 2009. 1In 2008 and 2007, AFG declared and paid quarterly dividends of

$.125 and $.10 per share, respectively. In January 2009, AFG increased its

quarterly dividend to $.13 per share. The ability of AFG to pay dividends wll

be

dependent upon, anobng other things, the availability of dividends and paynents under

i nterconpany tax allocation agreenments fromits insurance conpany subsidiari es.

ITEM 6

Selected Financial Data

The following table sets forth certain data for the periods indicated (dollars

in mllions, except per share data).

2008 2007 2006 2005

Ear ni ngs St at enent  Dat a:
Total Revenues $4, 293 $4, 379 $4, 225 $3, 984
(perating Earnings Before Income Taxes 316 639 694 327
Ear ni ngs from Conti nui ng Operations 196 381 428 196
Di sconti nued Operations - 2 25 11
Cunul ative Effect of Accounting Changes (a) - - - -
Net Ear ni ngs 196 383 453 207
Basi ¢ Earnings (Loss) Per Common Share:

Earni ngs from Conti nui ng Operations $1.71 $3. 24 $3. 63 $1. 69

Di sconti nued Operations - .01 .21 .09

Cunul ative Effect of Accounting Change - - - -

Net Earni ngs Avail able to Comon Shares 1.71 3.25 3.84 1.78

Di |l uted Earnings (Loss) Per Common Share:
Ear ni ngs from Conti nui ng Operati ons $1. 67 $3. 09 $3.54 $1. 66

Di scontinued QOperations .01 .21 .09

Cunul ative Effect of Accounting Change - - - -

Net Earni ngs Avail able to Common Shares 1. 67 3.10 3.75 1.75
Cash Dividends Paid Per Share of Common Stock $. 50 $. 40 $. 37 $. 33
Ratio of Earnings to Fixed Charges Including

Annuity Benefits (b) 1.63 2.40 2.62 1.77
Bal ance Sheet Dat a:
Total Assets $26, 428 $25,808  $25,101  $22,816
Long- t er m Debt 1, 030 937 921 1, 000
Mnority Interest 112 100 284 261
Shar ehol ders' Equity 2,490 3,046 2,929 2,458

(a) Refl ects the inplenentation of required accounting changes.

2004
$3, 868

585
366

(6)
360
$3.31
(. 05)
3. 26
$3. 26

(.05)
3.21

$. 33
2.42

$22, 560
1, 106
220
2,431

(b)  Fixed charges are conputed on a "total enterprise" basis. For purposes of

calculating the ratios, "earnings" have been conputed by adding to pretax

earni ngs the fixed charges and the mnority interest in earnings of

subsi di aries having fixed charges and the undistributed equity in | osses of
i nvestees. Fixed charges include interest (including interest credited to

annuity policyhol ders' accounts as indicated), anortization of debt
prem un di scount and expense, preferred dividend and distribution

requi renents of subsidiaries and a portion of rental expense deenmed to be

representative of the interest factor

The ratio of earnings to fixed charges excluding interest credited to
annuity policyholders' accounts was 4.75, 8.49, 9.15, 4.58 and 7.02 for
2008, 2007, 2006, 2005 and 2004, respectively. Al though the ratio of

earnings to fixed charges excluding interest on annuities is not required or

encouraged to be disclosed under Securities and Exchange Conmi ssion rules,
sonme investors and | enders may not consider interest credited to annuity

pol i cyhol ders' accounts a borrowi ng cost for an insurance conpany, and
accordingly, believe this ratio is meaningful.
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ITEM 7

Management's Discussion and Analysis
of Financial Condition and Results of Operations

| NDEX TO ND&A
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Pl ease refer to "Forward-Looking Statenments" following the Index in front of this
Form 10- K.

GENERAL

Following is a discussion and anal ysis of the financial statenents and ot her
statistical data that nanagenment believes will enhance the understanding of AFG s
financial condition and results of operations. This discussion should be read in
conjunction with the financial statenents begi nning on page F-1

OVERVIEW
Financial Condition

AFG i s organi zed as a hol ding conpany with alnpst all of its operations being
conducted by subsidiaries. AFG however, has continuing cash needs for
adnmi ni strative expenses, the paynent of principal and interest on borrow ngs,
shar ehol der divi dends, and taxes. Therefore, certain analyses are best done on a
parent only basis while others are best done on a total enterprise basis. In
addi ti on, because nobst of its businesses are financial in nature, AFG does not
prepare its consolidated financial statenments using a current-noncurrent format.
Consequently, certain traditional ratios and financial analysis tests are not
nmeani ngf ul .

At Decenber 31, 2008, AFG (parent) held approxinmately $186 mllion in cash and
securities, of which it expects to use $136 nillion to retire its Senior
Debentures due April 2009. At Decenber 31, 2008, AFG had $120 million avail abl e
under a bank line of credit expiring in July 2009 and $35 million avail abl e under
a bank line of credit expiring in 2011

Results of Operations

Through the operations of its subsidiaries, AFGis engaged primarily in property
and casualty insurance, focusing on specialized commercial products for businesses
and in the sale of traditional fixed, indexed and variable annuities and a variety
of suppl enental insurance products.

The property and casualty business is cyclical in nature with periods of high
conpetition resulting in low premumrates, sonetinmes referred to as a "soft narket"
or "downcycle" followed by periods of reduced conpetition and hi gher prem umrates,
referred to as a "hard nmarket" or "upcycle." The 1990's were a soft nmarket period;
prices started to harden in 2000 and accel erated significantly follow ng the
terrorist attacks in 2001. Rate increases for AFG s specialty businesses noderated
during the latter part of 2003 and that trend continued until 2005, when renewal
rates were flat. Wiile AFG s workers' conpensation operations experienced
significant rate decreases from 2005 through 2008, reflecting the inproved cl ains
environnent fromreformlegislation, overall average renewal pricing was down about
2% in 2006 and 4% in 2007 and 2008.
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AFG reported net earnings of $195.8 million ($1.67 per share diluted) in 2008
conpared to $383.2 million ($3.10 per share diluted) in 2007. Results for 2008
refl ect higher net realized | osses on investnents, including other than tenporary
inmpairments. |n addition, inproved earnings in AFG s annuity and suppl ermental
i nsurance operations and increased investment incone were nore than offset by | ower
property and casualty underwriting profits.

CRITICAL ACCOUNTING POLICIES

Signi ficant accounting policies are summarized in Note A to the financial
statenments. The preparation of financial statements in conformity with U'S
general | y accepted accounting principles requires nmanagenent to make estinates and
assunptions that can have a significant effect on ambunts reported in the financial
statements. As nore information becones known, these estimates and assunpti ons
change and thus inpact anounts reported in the future. The areas where nanagenent
bel i eves the degree of judgnment required to determ ne anpbunts recorded in the
financial statements nmake accounting policies critical are as follows:

e the establishment of insurance reserves, especially asbestos and
environnental -rel ated reserves,

e the recoverability of reinsurance,

e the recoverability of deferred acquisition costs,

e the establishnment of asbestos and environnental reserves of former railroad
and manuf acturing operations, and

e the valuation of investnments, including the determ nation of "other-than-
tenmporary" inpairments

See "Liquidity and Capital Resources - Uncertainties" for a discussion of
i nsurance reserves, recoverables fromreinsurers, and contingencies related to
American Premier's former operations and "Liquidity and Capital Resources -
I nvest nents" for a discussion of inpairnents on investnments. Deferred policy
acquisition costs ("DPAC') and certain liabilities related to annuities and universa
life insurance products are anortized in relation to the present val ue of expected
gross profits on the policies. Assunptions considered in determ ning expected gross
profits involve significant judgment and include managenent's estimates of assumed
interest rates and i nvestnment spreads, surrenders, annuitizations, renewal prem uns
and nortality. Should actual experience require nanagenent to change its assunptions
(commonly referred to as "unlocking"), a charge or credit would be recorded to adjust
DPAC or annuity liabilities to the levels they would have been if the new assunptions
had been used fromthe inception date of each policy.

LIQUIDITY AND CAPITAL RESOURCES

Ratios AFG s debt to total capital ratio on a consolidated basis is shown bel ow
(dollars in millions). Managerment intends to maintain the ratio of debt to capita
at or below 25% and intends to maintain the capital of its significant insurance
subsi di ari es at or above levels currently indicated by rating agencies as
appropriate for the current ratings.

Decenber 31,
2008 2007
Consol i dat ed debt $1,030 $ 937
Total capital (*) 4,351 4,108
Rati o of debt to total capital
I ncl udi ng debt secured by real estate 23. 7% 22.8%
Excl udi ng debt secured by real estate 22. 5% 21. 5%

(*) Includes consolidated debt, mnority interest and
shar ehol ders' equity (excluding unrealized gains
(losses) related to fixed maturity investnents).

AFG s ratio of earnings to fixed charges, including annuity benefits as a fixed
charge, was 1.63 for the year ended December 31, 2008. Excluding annuity benefits, this
ratio was 4.75 for 2008. Although the ratio excluding interest on annuities is not
requi red or encouraged to be disclosed under Securities and Exchange Commi ssion rules,
it is presented because interest credited to annuity policyhol der accounts is not always
considered a borrowi ng cost for an insurance conpany.
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The NAIC s nodel law for risk based capital ("RBC') applies to both life and
property and casualty conpanies. RBC fornulas determ ne the anmount of capital that an
i nsurance conpany needs so that it has an acceptabl e expectation of not becom ng
financially inmpaired. At Decenber 31, 2008, the capital ratios of all AFG insurance
conpani es substantially exceeded the RBC requirenents.

Parent and Subsidiary Liguidity

Parent Holding Company Liquidity Managenent believes AFG has sufficient resources
to meet its liquidity requirenents. |If funds generated from operations, including
di vi dends, tax paynents and borrow ngs from subsidiaries, are insufficient to neet
fixed charges in any period, AFG would be required to utilize parent conpany cash
and mar ket abl e securities or to generate cash through borrow ngs, sales of other
assets, or simlar transactions.

AFG can borrow up to $500 mllion under its revolving credit facility, which
expires in 2011. AFG had $465 nmillion in borrow ngs outstandi ng under this agreenent
at Decenber 31, 2008, bearing interest at a rate of 4.4% In Cctober 2008, AFG used
funds borrowed under its credit facility to repurchase $37.3 million of its 7-1/8%
Seni or Debentures due April 2009 for $37.2 mllion. At February 1, 2009, AFG
(parent) had enough cash and marketabl e securities to retire the renaining
$136 million in Senior Debentures due April 2009.

In the second quarter of 2008, AFG paid $189.7 nmillion in cash and issued
2.4 mllion shares of Common Stock to redeemits Senior Convertible Notes. The cash
used in the redenption was funded primarily with borrow ngs under AFG s revol vi ng
credit facility.

In July 2008, AFG entered into a 364 day credit facility under which it can
borrow up to $120 million at an interest rate of 2.25%over LIBOR No anmounts have
been borrowed under this credit facility.

In February 2009, AFG and Great Anerican Insurance Conpany ("GAl") established an
i nterconpany credit facility under which AFG can borrow up to $50 mllion.

During 2008, AFG repurchased approximately 1.8 mllion shares of its Common Stock
for $47.4 mllion. During 2007, AFG repurchased 6.9 mllion shares of its Comon
Stock for approximately $199 million, funded the $239 million in costs associ ated
with GAFRI's purchase of its Common Stock not previously owned by AFG and redeened
the $59.5 million of 7-1/8% Debentures that matured in Decenber 2007.

To better facilitate flows of capital between AFG (parent conpany) and its
annuity and suppl enental insurance operations, GAl paid a dividend to AFG in
December 2007 in the formof its majority ownership in GAFRI, giving AFG 100%
direct ownership of GAFRI.

During 2006, AFG repurchased $43.5 nmillion of its 7-1/8% debentures due 2009 for
$45.6 mllion in cash.

Al'l debentures issued by AFG (and AAG Hol di ng Conpany, a GAFRI subsidiary) are
rated i nvestment grade by three nationally recognized rating agencies. Subsequent
to filing this Form 10-K, AFGintends to file an automatically effective shelf
regi stration statenent under which AFG can offer additional equity or debt
securities. The shelf registration provides AFGwith flexibility to access the
capital markets fromtine to tine as market and other conditions pernit.

Under tax allocation agreements with AFG its 80% owned U.S. subsidiaries
generally pay taxes to (or recover taxes fron) AFG based on each subsidiary's
contribution to amounts due under AFG s consolidated tax return.

Subsidiary Liquidity | n Decenber 2007, National Interstate Corporation ("NATL"), a
53% owned subsidiary of GAl, entered into a five-year unsecured credit agreenent under
which it can borrow up to $75 mllion, subject to certain conditions. Anmounts borrowed
bear interest at rates ranging from.45%to .9% (currently .65% over LIBOR based on
NATL's credit rating. In May 2008, NATL borrowed $15 million under the credit
agreenment to redeemits subordi nated debentures at par.

In June 2008, GAFRI used cash on hand to redeemits $28.5 million in 6-7/8% notes
at maturity. In the first quarter of 2007, AAG Hol ding used funds borrowed under a
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bank credit line to redeemits $22 million in outstandi ng 8-7/8% Subordi nat ed
Debentures for $22.9 mllion in cash. During 2006, AAG Hol ding repurchased
$68.5 million of its 6-7/8% Seni or Notes due 2008 for $70.8 million in cash.

The liquidity requirenments of AFG s insurance subsidiaries relate primarily to
the liabilities associated with their products as well as operating costs and
expenses, paynents of dividends and taxes to AFG and contributions of capital to
their subsidiaries. Historically, cash flows from prem unms and investnent incone
have provided nore than sufficient funds to neet these requirenments wthout
requiring a sale of investnents or contributions fromAFG Funds received in excess
of cash requirenents are generally invested in additional marketable securities. In
addition, the insurance subsidiaries generally hold a significant anpunt of highly
liquid, short-terminvestnents.

The excess cash flow of AFG s property and casualty group allows it to extend
the duration of its investrment portfolio sonewhat beyond that of its claimreserves.

In the annuity business, where profitability is largely dependent on earning a
"spread" between invested assets and annuity liabilities, the duration of
investments is generally maintained close to that of liabilities. Wth declining
rates, AFG receives sone protection (from spread conpression) due to the ability to
lower crediting rates, subject to guaranteed mininuns. |In a rising interest rate
environnent, significant protection fromw thdrawals exists in the formof tenporary
and pernmanent surrender charges on AFG s annuity products.

For statutory accounting purposes, equity securities of non-affiliates are
generally carried at fair value. At Decenber 31, 2008, AFG s insurance conpanies
owned publicly traded equity securities with a fair value of $328 mllion. In
addition, GAl's investment in NATL comon stock had a fair value of $182 million and
a statutory carrying value of $144 mllion at Decermber 31, 2008. Decreases in
mar ket prices could adversely affect the insurance group's capital, potentially
i npacting the anount of dividends avail able or necessitating a capital contribution
Conversely, increases in market prices could have a favorable inpact on the group's
di vi dend- payi ng capability.

AFG believes its insurance subsidiaries naintain sufficient liquidity to pay
clainms and benefits and operating expenses, as well as nmeet conmmitnents in the event
of unforeseen events such as reserve deficiencies, inadequate prem umrates or
rei nsurer insolvencies.

Contractual Obligations The followi ng table shows an estimate (based on historica
patterns and expected trends) of paynents to be made for insurance reserve liabilities,

as well as schedul ed paynents for major contractual obligations (in mllions).

Wthin More than
Tot al One Year 2-3 Years 4-5 Years 5 Years
Annuity, life, accident and
health liabilities (a) $12, 193 $1, 619 $2, 657 $2, 432 $5, 485
Property and casualty unpaid
| osses and | oss adj ust nent
expenses (b) 6, 764 2,000 2,200 1, 300 1, 264
Long-term debt, including
i nterest 1,719 192 560 74 893
Operating | eases (c) 324 37 69 49 169
Total (d) $21, 000 $3, 848 $5, 486 $3, 855 $7,811

(a) Reserve projections include anticipated cash benefit paynents only. Projections do not
i nclude any inmpact for future earnings or additional prem uns.

(b) Dol | ar anpbunts and tinme periods are estinmates based on historical net paynment patterns
applied to the gross reserves and do not represent actual contractual obligations
Based on the sane assunptions, AFG projects reinsurance recoveries related to these
reserves totaling $2.6 billion as follows: Wthin 1 year - $800 nillion
2-3 years - $800 million; 4-5 years - $500 mllion; and thereafter - $510 mllion
Actual paynents and their timng could differ significantly fromthese estimates

(c) I ncl udes 15-year |ease for new of fice space with rentals averagi ng approxi mately
$11.6 mllion per year beginning in 2011

(d) AFG s $45 million liability for unrecognized tax benefits as of Decenber 31, 2008, is
not included because the period of paynment cannot be reliably estinmated.

27



AFG has no material contractual purchase obligations or other |long-term
liabilities at Decenber 31, 2008.

Off-Balance Sheet Arrangements See Note O - "Additional Information - Financial
Instrunents with Of-Bal ance Sheet Risk" to the financial statenents.

As di scussed under "Collateralized Loan Obligations” in Note Oto the Financial
Statements, AFG owns interests in certain variable interest entities which are not
required to be consolidated. There are no contractual requirenents or intentions to
make additional investnments in these entities (which would be "reconsideration
events" requiring analysis to determine if AFG would be the primary beneficiary of
the entity). See "Proposed Accounting Standards."

Investments AFG attenpts to optim ze investnent inconme while building the val ue of
its portfolio, placing enphasis upon total |ong-term perfornmance.

AFG s investnment portfolio at December 31, 2008, contained $14.1 billion in
"Fixed nmaturities" classified as available for sale and $354 mllion in "Equity
securities", all carried at fair value. In addition, $281 mllion in fixed
maturities were classified as trading with changes in unrealized hol di ng gains or
| osses included in investnent incone.

As detailed under "Net Unrealized Loss on Marketable Securities" in Note E to
the Financial Statenents, unrealized gains and | osses on AFG s fixed maturity and
equity securities are included in Shareholders' Equity after adjustnents for rel ated
changes in deferred policy acquisition costs and certain liabilities related to
annuities, mnority interest and deferred i ncome taxes. DPAC applicable to annuity
products is adjusted for the inpact of unrealized gains or |osses on investnents as
if these gains or |osses had been realized, with correspondi ng increases or
decreases (net of tax) included in equity under "Accunul ated ot her conprehensive
income (loss)." At Decenber 31, 2008, DPAC associated with annuity products was
i ncreased by approximately $790 million due to $1.2 billion in unrealized | osses on
securities resulting in an increase in equity of approximately $514 mllion, net of
tax. The anpunt to which DPAC can be increased is limted to the actual annuity
acquisition costs initially deferred plus interest. As of Decenmber 31, 2008, AFG
estimates that it could incur approximately $800 million in additional pretax
unreal i zed | osses on securities held by its annuity subsidiaries before it reaches
its maxi mum adj ustnent to DPAC of an additional $500 mllion

Fi xed i ncone investnment funds are generally invested in securities with
internediate-termnaturities with an objective of optimzing total return while
allowing flexibility to react to changes in market conditions. At Decenber 31
2008, the average life of AFG s fixed maturities was about six years.

Managenent is responsible for the valuation of AFG s portfolio and uses data
frompricing services as well as non-binding broker quotes in determning fair
value. Prices obtained fromthese sources are reviewed by internal investnment
professionals who are famliar with the securities being priced and the nmarkets in
which they trade. Equity securities are generally priced using closing prices
obtained frompricing services. For nortgage-backed securities ("MBS"), prices are
generally obtained fromtwo or three of these sources. AFG s investnent
prof essional s select the price they believe nost appropriate. For the other two-
thirds of AFG s fixed naturities, 90%are priced using a pricing service and the
bal ance is priced internally or by using a non-binding broker quote. Prices
obtained froma broker or pricing service are adjusted only in cases where they are
deened not to be representative of an appropriate exit price (fewer than 1% of the
securities).

Increasing turnmoil in the global financial markets has caused credit spreads
(the difference in rates between U. S. governnent bonds and other fixed maturities)
to widen significantly during 2008. These w der spreads, as well as a |ack of
liquidity and the coll apse of several financial institutions, were the primary cause
of AFG s pretax net unrealized loss on fixed maturities rising from$47 mllion at
Decenber 31, 2007, to $1.9 billion at Decenber 31, 2008.
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Approxi mately 94% of the fixed maturities held by AFG at Decenber 31, 2008, were
rated "investnent grade" (credit rating of AAA to BBB) by nationally recognized
rati ng agencies. Investnment grade securities generally bear |ower yields and
| ower degrees of risk than those that are unrated or noni nvest ment grade.

Management believes that the high quality investnment portfolio should generate a
stabl e and predictable investnent return

MBS represented approxinmately one-third of its fixed maturities at Decenber 31,
2008. MBS are subject to significant prepaynent risk due to the fact that, in
peri ods of declining interest rates, nortgages nmay be repaid nore rapidly than
schedul ed as borrowers refinance higher rate nortgages to take advantage of | ower
rates.

Summari zed information for AFG s MBS (including those classified as trading) at
December 31, 2008, is shown (in mllions) in the table below Agency-backed
securities are those issued by a U S. governnent-backed agency; Alt-A nortgages are
those with risk profiles between prinme and subprime. The Alt-A securities have an
average life of approximately 5 years, the majority of which are backed by fixed-
rate nortgages. The subprinme securities have an average |life of approximtely
4 years; substantially all are collateralized by fixed-rate nortgages.

% Rat ed

Anortized Fair Val ue as Unreal i zed | nvestnent

Coll ateral type Cost Fair Val ue % of Cost Gain (Loss) G ade

Resi denti al

Agency- backed $ 828 $ 839 101% $ 11 100%
Non- agency pri nme 2,526 2,061 82 (465) 98
At-A 1, 092 817 75 (275) 82
Subpri ne 477 360 75 (117) 89
Commer ci al 1,119 906 81 (213) 100
O her 35 28 80 (7) 83

$6, 077 $5, 011 82% ($1,066) 95%

At Decenber 31, 2008, AFG owned approximately $764 mllion in securities with
credit enhancenent provided by bond insurers, including $577 mllion of insured
muni ci pal bonds, $90 mllion in insured subprine securities (included in the
$360 million in total subprine exposure discussed above) and $85 million in insured
corporate bonds. Approximately 89% of the insured nunicipal bonds carry an explicit
underlying rating (i.e. without credit enhancenent) with an average of A+, and 52%
of the corporate bonds carry an explicit underlying rating with an average of A+.
None of the insured subprine securities carry an explicit underlying rating.
Managenent does not believe the risk of loss on the securities wthout underlying
credit ratings is material to AFG s financial condition.
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Sunmarized information for the unrealized gains and | osses recorded in AFG s
Bal ance Sheet at Decenber 31, 2008, is shown in the following table (dollars in
mllions). Approximately $310 million of available for sale "Fixed maturities" and
$74 million of "Equity securities" had no unrealized gains or |osses at Decenber 31
2008.
Securities Securities

Wth Wth
Unreal i zed Unrealized
G&i ns Losses
Avail able for sale Fixed Maturities
Fair value of securities $3, 844 $ 9,925
Anortized cost of securities $3, 690 $11, 948
G oss unrealized gain (loss) $ 154 ($ 2,023)
Fair value as % of anortized cost 104% 83%
Nunber of security positions 1,215 1, 801
Nunber i ndividually exceedi ng
$2 million gain or |oss 7 326
Concentration of gains (losses) by
type or industry (exceedi ng 5% of
unrealized):
Mort gage- backed securities $ 36.0 (%1, 101. 8)
Banks, savings and credit institutions 11.7 (236. 8)
| nsurance conpani es 1.6 (132.2)
Gas and el ectric services 15. 4 (60.2)
Direct obligations of the U S. Governnent 25.1 -
States and municipalities 17. 4 (19.6)
Percentage rated i nvestnent grade 99% 94%
Equity Securities
Fair value of securities $ 161 $ 119
Cost of securities $ 47 $ 176
Gross unrealized gain (loss) $ 114 ($ 57)
Fair value as % of cost 344% 67%
Nunmber of security positions 9 56
Nunber individually exceeding
$2 million gain or |oss 1 10

The tabl e below sets forth the scheduled maturities of AFG s available for sale
fixed maturity securities at Decenber 31, 2008, based on their fair values. Asset-
backed securities and other securities with sinking funds are reported at average
maturity. Actual maturities may differ fromcontractual maturiti es because certain
securities my be called or prepaid by the issuers.

Securities Securities
with with
Unrealized Unrealized
Maturity Gai ns Losses
One year or |ess 6% 2%
After one year through five years 41 23
After five years through ten years 27 29
After ten years 5 5
79 59
Mort gage- backed securities (average
life of 5-1/2 years) 21 41
100% 100%
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The table below (dollars in mllions) summarizes the unrealized gains and | osses
on fixed maturity securities by dollar amount.

Fai r
Aggr egat e Aggr egat e Val ue as
Fair Unreal i zed % of Cost
Val ue Gain (Loss) Basi s
Fi xed Maturities at Decenmber 31, 2008
Securities with unrealized gains:
Exceedi ng $500, 000 (70 i ssues) $ 753 $ 71 111%
Less than $500, 000 (1, 145 i ssues) 3,091 83 103
$3,844 $ 154 104%
Securities with unrealized losses:
Exceedi ng $500, 000 (816 i ssues) $6, 962 (%1, 889) 79%
Less than $500, 000 (985 issues) 2,963 ( 134) 96
$9, 925 (%2, 023) 83%
The followi ng table sunmarizes (dollars in mllions) the unrealized |loss for al
securities with unrealized | osses by issuer quality and I ength of time those
securities have been in an unrealized | oss position
Fair
Aggr egat e Aggr egat e Val ue as
Fai r Unreal i zed % of Cost
Val ue Loss Basi s
Securities with Unrealized
Losses at Decenber 31, 2008
Investment grade fixed maturities with losses for:
Less than one year (1,203 issues) $7, 113 (%1, 111) 86%
One year or longer (370 issues) 2,184 ( 642) 77
$9, 297 ($1, 753) 84%
Non-investment grade fixed maturities with losses for:
Less than one year (135 issues) $ 397 ($ 147) 73%
One year or longer (93 issues) 231 ( 123) 65
$ 628 ($__270) 70%
Common equity securities with losses for:
Less than one year (14 issues) $ 23 ($ 14 62%
One year or longer (- issues) - - -
$ 23 ($_ 14 62%
Perpetual preferred equity securities with losses for:
Less than one year (23 issues) $ 61 ($ 19 76%
One year or longer (19 issues) 35 ( 24) 59
$ 96 ($___43) 69%

When a decline in the value of a specific investnent is considered to be "ot her
than tenporary,"” a provision for inmpairnment is charged to earnings (accounted for as
a realized loss) and the cost basis of that investnment is reduced. The
determ nati on of whether unrealized | osses are "other than tenporary" requires
judgment based on subjective as well as objective factors. Factors considered and
resources used by nanagenent i ncl ude:

a) whether the unrealized loss is credit-driven or a result of changes in
mar ket interest rates,

b) the extent to which fair value is |l ess than cost basis,

c) historical operating, balance sheet and cash fl ow data contained in issuer
SEC filings and news rel eases,

d) near-termprospects for inprovenent in the issuer and/or its industry,

e) third party research and conmunications with industry specialists,

f) financial nodels and forecasts,

g) the continuity of dividend paynents, maintenance of investnent grade ratings
and hybrid nature of certain investnents,

h) discussions with issuer nanagenment, and

i) ability and intent to hold the investnment for a period of time sufficient
to allow for anticipated recovery in fair val ue.
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Based on its analysis of the factors |isted above, managenent believes (i) AFG
will recover its cost basis in the securities with unrealized | osses and (ii) that
AFG has the ability and intent to hold the securities until they recover in val ue.

Al t hough AFG has the ability to continue holding its investments with unrealized

| osses, its intent to hold them may change due to deterioration in the issuers'

credi twort hi ness, decisions to |essen exposure to a particular issuer or industry,
asset/liability managenent deci sions, market novenents, changes in views about
appropriate asset allocation or the desire to offset taxable realized gains. Should
AFG s ability or intent change with regard to a particular security, a charge for

i mpairment would likely be required. While it is not possible to accurately predict
if or when a specific security will becone inpaired, charges for other than tenporary
i mpai rment could be material to results of operations in future periods. Further
significant declines in the fair value of AFG s investment portfolio could have a
significant adverse effect on AFG s liquidity. For information on AFG s realized
gains (losses) on securities, including charges for "other than tenporary"”

i mpai rment, see Managenent's Discussion and Analysis - "Results of Operations -
Real i zed Gains (Losses) on Securities.”

Uncertainties As nore fully explained in the foll ow ng paragraphs, nanagenent
believes that the areas posing the greatest risk of material |oss are the adequacy

of its insurance reserves and contingencies arising out of its forner railroad and
manuf act uri ng operati ons.

Property and Casualty Insurance Reserves Estimating the liability for unpaid | osses
and | oss adjustnment expenses ("LAE") is inherently judgnental and is influenced by
factors that are subject to significant variation. Determning the liability is a
conpl ex process incorporating input fromnany areas of the conpany including
actuarial, underwiting, pricing, clains and operations managenent.

The estimates of liabilities for unpaid clains and for expenses of investigation
and adj ustnment of unpaid clainms are based upon: (a) the accumul ati on of case
estimates for | osses reported prior to the close of the accounting periods on direct
busi ness witten ("case reserves"); (b) estinmates received fromceding reinsurers
and insurance pools and associations; (c) estinmates of clains incurred but not
reported or "IBNR' (including possible devel opment on known clains); (d) estimates
(based on experience) of expense for investigating and adjusting clainms; and (e) the
current state of |law and coverage litigation

The process used to determine the total reserve for liabilities involves
estimating the ultimate incurred | osses and LAE, adjusted for ampounts already paid
on the claims. The IBNR reserve is derived by first estinmating the ultimte unpaid
reserve liability and subtracting case reserves and LAE.

I n determ ning managenent's best estinmate of the ultinmate liability, nmanagenent
(i ncluding Company actuaries) considers items such as the effect of inflation on
medi cal , hospitalization, material, repair and replacenent costs, the nature and
maturity of lines of insurance, general economic trends and the |egal environnent.
In addition, historical trends adjusted for changes in underwiting standards,
policy provisions, product mx and other factors are anal yzed using actuari al
reserve devel opnent techniques. Wighing all of the factors, the nmanagenent team
deternmines a single or "point" estimate that it records as its best estimte of the
ultimate liabilities. Ranges of |oss reserves are not devel oped by Conpany
actuaries. This reserve analysis and review is conpleted each quarter and for every
i ne of business.

Each quarterly review includes in-depth analysis of over 500 subdivisions of the
busi ness, employing multiple actuarial techniques. For each particular subdivision
actuaries use informed, professional judgnent to adjust these techniques as
necessary to respond to specific conditions in the data or within the business.

Some of the standard actuarial nethods enployed for the quarterly reserve
anal ysis may include (but may not be linmted to):

e Case Incurred Devel opnent Met hod
e Paid Devel opment Method
e Projected CaimCount Tinmes Projected Caim Severity
e Bornhuetter-Ferguson Mt hod
e Increnmental Paid LAE to Paid Loss Methods
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Management believes that each method has particul ar strengths and weaknesses and
that no single estimtion nmethod is nost accurate in all situations. Wen applied
to a particular group of claims, the relative strengths and weaknesses of each
nmet hod can change over time based on the facts and circunstances. Utimtely, the
estimation methods chosen are those whi ch managerment believes produce the nost
reliable indication for the particular liabilities under review.

The period of time fromthe occurrence of a | oss through the settlenent of the
liability is referred to as the "tail". Cenerally, the same actuarial nethods are
consi dered for both short-tail and long-tail |ines of business because nost of them
work properly for both. The nethods are designed to incorporate the effects of the
differing length of time to settle particular clainms. For short-tail I|ines,
managenment tends to give nmore weight to the Case Incurred and Pai d Devel opnent
net hods, al though the various nethods tend to produce sinilar results. For |ong-

tail lines, nore judgrment is involved, and nore weight nmay be given to the
Bor nhuet t er - Fer guson nethod and the Projected Claim Count tines Projected Caim
Severity nethod. Liability clains for long-tail lines are nore susceptible to

litigation and can be significantly affected by changing contract interpretation and
the |l egal environment. Therefore, the estimation of |oss reserves for these classes
is more conplex and subject to a higher degree of variability.

The | evel of detail in which data is anal yzed varies anong the different lines
of business. Data is generally analyzed by major product or by coverage wthin
product, using countryw de data; however, in sone situations, data nmay be revi ewed
by state for a few |large volune states. Appropriate segnmentation of the data is
determ ned based on data volune, data credibility, mx of business, and other
actuarial considerations.

Suppl ementary statistical information is also reviewed to determ ne which
met hods are nost appropriate to use or if adjustnents are needed to particul ar
met hods. Such information includes:

Open and cl osed cl ai m counts
Aver age case reserves and average incurred on open clains
e Closure rates and statistics related to closed and open cl ai m percent ages
e Average closed claimseverity
Utimate claimseverity
Reported | oss ratios
e Projected ultimte |loss ratios
e Loss paynent patterns

Wthin each line, results of individual nethods are revi ewed, supplenentary
statistical information is analyzed, and all data fromunderwiting, operating and
cl ai m managenent are considered in deriving managenent's best estimte of the
ultimate liability. This estimate may be the result of one nethod, or a weighted
average of several methods, or a judgnental selection as the managenment team
determ nes is appropriate.
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The followi ng table shows (in nillions) the breakdown of AFG s property and
casualty reserves between case reserves, |IBNR reserves and LAE reserves (estinmated
amounts required to adjust, record and settle clains, other than the clai mpaynents
t hemsel ves).

G oss Loss Reserves at Decenber 31, 2008

Tot al
Case | BNR LAE Reserve
Statutory Line of Business
Qther liability - occurrence $ 468 $1, 517 $ 340 $2, 325
Wor kers' Conpensation 692 331 124 1, 147
Qher liability - clains made 224 419 121 764
Speci al property (fire, allied Iines,
inland marine, earthquake) 682 52 30 764
Comerci al Auto/ Truck Liability/ Medical 139 188 68 395
Comercial nulti-peril 141 96 83 320
O her lines 151 472 149 772
Total Statutory Reserves 2,497 3,075 915 6, 487
Adj ust nents for GAAP
Def erred gains on retroactive reinsurance - 84 - 84
Reserves of foreign operations 101 121 3 225
Loss reserve discounting (24) - - (24)
O her (8) - - (8)
Total Adjustnents for GAAP 69 205 3 277
Total GAAP Reserves $2, 566 $3, 280 $ 918 $6, 764

Wil e current factors and reasonably likely changes in variable factors are
considered in estimating the liability for unpaid | osses, there is no nethod or
systemthat can elimnate the risk of actual ultinmate results differing from such
estimates. As shown in footnote (a) to the reserve devel opnent table (Il oss
triangle) on page 8, the original estinmates of AFG s liability for | osses and | oss
adj ust ment expenses, net of reinsurance, over the past 10 years have devel oped
t hrough Decenber 31, 2008, to be deficient (for six years) by as much as 19. 7% and
redundant (for four years) by as nuch as 9.2% (excluding the effect of specia
charges for asbestos, environmental and other mass tort exposures). This
devel opnent illustrates the historical inpact caused by variability in factors
considered in estimating its insurance reserves.

Following is a discussion of certain critical variables affecting the estimation
of the nore significant long-tail Iines of business (asbestos, environnental and
other mass tort liabilities are separately discussed below). Many other variabl es
may al so inpact ultimte claimcosts.

An inportant assunption underlying reserve estimates is that the cost trends
implicitly built into devel opment patterns will continue into the future. However,
future results could vary due to an unexpected change in the underlying cost trends.
Thi s unexpected change could arise froma variety of sources including a genera
increase in economc inflation, inflation from social prograns, new nedica
technol ogi es, or other factors such as those listed below in connection with our
| argest lines of business. It is not possible to isolate and neasure the potentia
i mpact of just one of these variables and future cost trends could be partially
i npacted by several such variables. However, it is reasonable to address the
sensitivity of the reserves to potential inpact fromchanges in these variabl es by
measuring the effect of a possible overall 1% change in future cost trends that may be
caused by one or nmore variables. Uilizing the effect of a 1% change in overall cost
trends enabl es changes greater than 1% to be estimated by extrapolation. Each
additional 1% change in the cost trend would increase the effect on net earnings by an
amount slightly (about 5% greater than the effect of the previous 1% For exanple,
if a 1% change in cost trends in a line of business would change net earnings by
$20 mllion, a 2% change woul d change net earnings by approximately $41 nmillion
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The estimated cumul ative inpact that a one percent change in cost trends woul d
have on net earnings is shown below (in mllions).

Ef fect of 1%

Change in
Li ne of busi ness Cost Trends
Qther Liability - Qccurrence $27
Wor kers' Conpensation 20
Q her Liability - Cains nade 11
Conmrer ci al Aut o/ Truck Liability/Medical 4
Conmercial Milti-peril 5

The judgnments and uncertainties surroundi ng managenent's reserve estination
process and the potential for reasonably possible variability in managenent's nost
recent reserve estinates nay al so be viewed by | ooking at how recent historica
esti mates of reserves have devel oped. The followi ng table shows (in mllions) what
the inpact on AFG s net earnings would be on the nore significant |ines of business
if the Decenmber 31, 2008, reserves (net of reinsurance) devel oped at the sane rate
as the average devel opment of the nost recent five years.

5-yr. Average Net Reserves(**) Effect on Net
Devel opnent (*) Decenber 31, 2008 Ear ni ngs(**)

Qther Liability - Qccurrence (1.8% $891 $16
Wor kers' Conpensati on . 1% 725 -
O her Liability - dainms nmade 2. 7% 478 (13)
Commerci al Auto/ Truck Liability/

Medi cal (3.09% 239 7
Commercial Milti-peril (.8% 216 2

(*) Unfavorable (favorable), net of tax effect.
(**) Excludes asbestos, environnmental and other mass tort liabilities.

The foll owi ng di scussion describes key assunptions and inportant variabl es that
materially affect the estinate of the reserve for | oss and | oss adjustnent expenses
of the nore significant |lines of business and expl ai ns what caused themto change

from assunptions used in the precedi ng peri od.

O her Liability - Qccurrence

This long-tail |ine of business consists of coverages protecting the insured
against legal liability resulting fromnegligence, carel essness, or a failure to act
causi ng property damage or personal injury to others. Sone of the inportant
yar:agles affecting estimation of |oss reserves for other liability - occurrence
i ncl ude:

e Litigious climte

e Unpredictability of judicial decisions regarding coverage issues
e Magnitude of jury awards

e (Qutside counsel costs

e Timng of clains reporting

AFG recorded favorabl e devel opnent of $72 million in 2008, $91 million in 2007
and $23 mllion in 2006 related to its other liability-occurrence coverage where
both the frequency and severity of clains were |ower than previously projected.

Wi | e managenent applies the actuarial nethods nmentioned above, nore judgnent is

involved in arriving at the final reserve to be held. For recent accident years,
nore weight is given to the Bornhuetter-Ferguson method.
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Wor kers' Conpensati on

This long-tail |ine of business provides coverage to enpl oyees who nay be
injured in the course of enploynent. Sone of the inportant variables affecting
estimation of |oss reserves for workers' conpensation include:

e Llegislative actions and regulatory interpretations
e Future nedical cost inflation
e Tinming of clainms reporting

AFG s workers' conpensation business is witten primarily in California.
Significant refornms passed by the California state |egislature in 2003 and in 2004
reduced enpl oyer prem uns and set treatnent standards for injured workers. AFG
recorded favorable prior year |oss devel opnent of $32 million in 2008, $22 million
in 2007 and $23 nmillion in 2006 due prinmarily to the inpact of the legislation on
nedi cal claimcosts being nore favorable than previously anticipated. As clains
incurred in 2003 through 2005 are now reaching a hi gher percentage of settlenent and
maturity, managenment is able to estimate the ultimate costs of these clains with
nor e preci sion.

VWil e the standard actuarial techniques do reflect expected favorable inpacts
fromthe reforns, the nagnitude of future cost savings depends on the inplenentation
and interpretation of the reforns throughout the workers' conpensation system over
t he next several years. Although managenent applies the actuarial nethods mentioned
above, nore judgnent is involved in arriving at the final reserve to be held. For
recent accident years, nore weight is given to the nethods based on clai mcount and
severity. To determ ne the appropriate reserve |evel, managenent reviewed the
frequency, severity and loss and LAE ratios inplied by the projections fromthe
standard nmethods in light of the uncertainties of future cost savings and recent
rate actions since the reforns. Due to the long-tail nature of this business, AFG
has recogni zed the favorable effects of the reformlegislation on nore recent clains
only after a higher percentage of clains have been paid and the ultimate inpact of
reforns could be estimated with nore precision.

O her Liability - Cainms Mde

This long-tail line of business consists nostly of directors' and officers
liability. Some of the inportant variables affecting estimation of |oss reserves for
other liability - clains made include:

e Litigious climte

e The econony

e Variability of stock prices

e Magnitude of jury awards

The general state of the econony and the variability of the stock price of the
i nsured can affect the frequency and severity of sharehol der class action suits that
trigger coverage under directors' and officers' liability policies.

AFG recorded favorable prior year |oss devel opment of $29 mllion in 2008 on its
directors' and officers' liability business as claimseverity was significantly | ess
t han expected. AFG recorded adverse prior year |oss devel opment of $2 million in
2008, $1 million in 2007 and $13 million in 2006 on its | awers' professiona
l[iability business (now in run-off) as claimseverity continued to be higher than
previ ous underlying assunptions.

VWi | e management applies the actuarial nethods nmentioned above, nore judgment is
involved in arriving at the final reserve to be held. The selection of methods vary
by subdivision of the data within this line. Sonme businesses within this |ine use
the Paid Devel opnent nethod while others use the Case Incurred Devel opnent net hod
and the Bornhuetter-Ferguson nethod.

Commer ci al Auto/ Truck Liability/Medica

This line of business is a m x of coverage protecting the insured against |ega
liability for property damage or personal injury to others arising fromthe
operation of conmercial notor vehicles. The property damage liability exposure is
usually short-tail with relatively quick reporting and settlenent of clains. The
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bodily injury and nedical paynments exposures are |onger-tailed; although the claim
reporting is relatively quick, the final settlenment can take |onger to achieve.

Sone of the inportant variables affecting estimation of |oss reserves for
Conmer ci al Auto/ Truck Liability/Medical are simlar to Oher Liability - Qccurrence
and i ncl ude:

e Magnitude of jury awards
e Unpredictability of judicial decisions regarding coverage issues
Litigious climte and trends
Change in frequency of severe accidents
e Health care costs and utilization of nedical services by injured parties
AFG recorded favorable prior year |oss devel opnent of $8 mllion in 2008,
$7 million in 2007 and $25 million in 2006 for this line of business as claim
severity was significantly |lower than in prior assunptions.

Commercial Multi-Peril

This long-tail |ine of business consists of two or nore coverages protecting the
i nsured fromvarious property and liability risk exposures. The commercial nulti-
peril line of business includes coverage simlar to other liability - occurrence, so
in general, variables affecting estinmation of |oss reserves for comercial multi-
peril include those nentioned above for other liability - occurrence. |In addition,
this line also includes reserves for a run-off book of honebuil ders business
covering contractors' liability for construction defects. Variables unique to

estimating the liabilities for this coverage include:
e Changing legal/regulatory interpretations of coverage
e Statutes of limtations and statutes of repose in filing clainms

e Changes in policy forms and endorsenents

AFG recorded favorable prior year |oss devel opnent of $7 million in 2008 and
adverse prior year |oss devel opnent of $21 million in 2007 and $7 million in 2006 on
its run-off homebuil ders business (nostly from exposures in California and Nevada).

Recoverables from Reinsurers and Availability of Reinsurance AFG is subject to credit
risk with respect to its reinsurers, as reinsurance contracts do not relieve AFG of
its liability to policyholders. To mtigate this risk, substantially al
reinsurance is ceded to conpanies with investnment grade or better S&P ratings or is
secured by "funds wi thheld" or other collateral

The availability and cost of reinsurance are subject to prevailing nmarket
conditions, which are beyond AFG s control and which may affect AFG s | evel of
busi ness and profitability. Although the cost of certain reinsurance prograns nay
i ncrease, nmanagenent believes that AFG will be able to maintain adequate reinsurance
coverage at acceptable rates without a material adverse effect on AFG s results of
operations. AFG s gross and net conbined ratios are shown in the table bel ow

See Item 1 - "Business" - "Property and Casualty Operations - Reinsurance" for
nore i nformati on on AFG s reinsurance prograns. For additional information on the
ef fect of reinsurance on AFG s historical results of operations see Note N -

"I nsurance - Reinsurance"” and the gross | oss devel opnent table under Item1 -

"Busi ness" - "Property and Casualty Operations - Loss and Loss Adjustnent Expense
Reserves. "

The following table illustrates the effect that purchasing rei nsurance has had
on AFG s conbined ratio over the |ast three years.

2008 2007 2006
Bef ore rei nsurance (gross) 89. 1% 81. 0% 88. 0%
Ef fect of reinsurance (1.5) 2.3 (.4
Actual (net of reinsurance) 87. 6% 83. 3% 87.6%
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Asbestos and Environmental-related ("A&E") Insurance Reserves Asbest os and envi ronnent al
reserves of the property and casualty group consisted of the following (in
millions):

Decenmber 31,

2008 2007
Asbest os $315. 2 $335.5
Envi r onnent al 83.5 87.3
A&E reserves, net of reinsurance recoverable 398.7 422.8
Rei nsurance recoverable, net of allowance 67.3 63. 6
Gross A&E reserves $466. 0 $486. 4

Asbest os reserves include clains asserting alleged injuries and danages from
exposure to asbestos. Environnental reserves include clains relating to polluted
waste sites.

Asbest os cl ai ns agai nst nmanufacturers, distributors or installers of asbestos
products were presented under the products liability section of their policies which
typically had aggregate limts that capped an insurer's liability. |In recent years,
a nunber of asbestos clains are being presented as "non-products” clains, such as
those by installers of asbestos products and by property owners or operators who
al | egedly had asbestos on their property, under the prem ses or operations section
of their policies. Unlike products exposures, these non-products exposures
typically had no aggregate limts, creating potentially greater exposure for
insurers. Further, in an effort to seek additional insurance coverage, somne
insureds with installation activities who have substantially eroded their products
coverage are presenting new asbestos clains as non-products operations clains or
attenpting to reclassify previously settled products clains as non-products cl ains
to restore a portion of previously exhausted products aggregate limts. AFG along

with other insurers, is and will be subject to such non-products clains. It is
difficult to predict whether insureds will be successful in asserting clainms under
non- products coverage or whet her AFG and other insurers will be successful in

asserting additional defenses. Therefore, the future inpact of such efforts is
uncert ain.

Approxi mately 60% of AFG s net asbestos reserves relate to policies witten
directly by AFG subsidiaries. Cainms fromthese policies generally are product
oriented clainms with only a Iimted amount of non-product exposures, and are dom nated
by small to mid-sized conmercial entities that are nostly regional policyholders with
few national target defendants. The renminder is assuned rei nsurance business that
i ncl udes exposures for the periods 1954 to 1983. The asbestos and environmenta
assuned clains are ceded by various insurance conpani es under reinsurance treaties. A
majority of the individual assuned cl ains have exposures of |ess than $100, 000 to AFG
Asbest os | osses assuned include sone of the industry known manufacturers, distributors
and installers. Pollution |osses include industry known insured nanes and sites.

Establ i shing reserves for A&E clains relating to policies and participations in
rei nsurance treaties and forner operations is subject to uncertainties that are
significantly greater than those presented by other types of clainms. For this group
of clains, traditional actuarial techniques that rely on historical |oss devel opnent
trends cannot be used and a neani ngful range of |oss cannot be estimated. Case
reserves and expense reserves are established by the clainms departnent as specific
policies are identified. |In addition to the case reserves established for known
cl ai s, managenent establishes additional reserves for clains not yet known or
reported and for possible devel opment on known claims. These additional reserves
are nmanagenent's best estimate based on periodic detailed "ground up" studies
adjusted for payments and identifiable changes, supplenented by managenent's revi ew
of industry information about such clains, with due consideration to individua
claimsituations. Mnagenent believes that estimating the ultimate liability for
asbestos clainms presents a unique and difficult challenge to the insurance industry
due to, anobng other things, inconsistent court decisions, an increase in bankruptcy
filings as a result of asbestos-related liabilities, novel theories of coverage, and
judicial interpretations that often expand theories of recovery and broaden the
scope of coverage. The casualty insurance industry is engaged in extensive
litigation over these coverage and liability issues as the volune and severity of
cl ai rs agai nst asbestos defendants continue to increase.
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Emer gi ng trends, such as those nanmed bel ow, could inpact AFG s reserves and
paynent s:

e There is a growing interest at the state level to attenpt to |legislatively
address asbestos liabilities and the manner in which asbestos clains are
resol ved. These devel opnents are fluid and could result in pieceneal state-
by-state sol utions.

e The nmanner by which bankruptcy courts are addressing asbestos liabilities is
in flux.

e AFG s insureds may make clains alleging significant non-products exposures.

Whi | e managenent believes that AFG s reserves for ARE clainms are a reasonable
estimate of ultimate liability for such clains, actual results may vary materially
fromthe amounts currently recorded due to the difficulty in predicting the nunmber of
future clains, the inpact of recent bankruptcy filings, and unresol ved i ssues such as
whet her coverage exists, whether policies are subject to aggregate limts on
coverage, how clainms are to be allocated anong triggered policies and inplicated
years, and whether clainmants who exhibit no signs of illness will be successful in
pursuing their clains. A 1%variation in |oss cost trends, caused by any of the
factors previously described, would change net incone by approximately $20 million

During 2008, AFG conpl eted a conprehensive internal review of asbestos and
environnental exposures relating to the run-off operations of its property and
casualty group. Previous studies, which were done with the aid of outside actuari al

and engineering firms and specialty outside counsel, were conpleted in 2007, 2005
and 2003, respectively.

As a result of the internal review, AFG recorded a $12 mllion charge (net of
rei nsurance recoverables) to increase the property and casualty group's A&E reserves
in the second quarter of 2008. The outside study in 2007 resulted in AFG recording
a pretax charge of $44.2 nmillion (net of reinsurance recoverables) to increase its
i nsurance A&E reserves. Managenent expects to conduct an outside study of its A&E
reserves in 2009 and another internal conprehensive review in 2010. For a
di scussion of the 2008 and 2007 A&E reserve strengthening, see Management's
Di scussion and Analysis - "Results of Operations - Asbestos and Environnental
Reserve Charges."

AFG tracks its A& clainms by policyholder. The follow ng table shows, by type of
claim the nunber of policyholders that did not receive any paynents in the cal endar
year separate from policyholders that did receive a paynent. Policyhol der counts
represent policies witten by AFG subsidiaries and do not include assuned
rei nsurance.

2008 2007 2006
Nunber of policyholders with no paynents:
Asbest os 108 83 103
Envi r onment al 275 269 273
383 352 376
Nunber of policyhol ders with paynents:
Asbest os 83 115 97
Envi r onment al 23 18 15
06 1338 112
Tot al 489 85 88

Anmounts paid (net of amounts received fromreinsurers) for asbestos and

environnental clains, including |oss adjustment expenses, were as follows (in
millions):

2008 2007 2006
Asbest os $26. 6 $46. 9 $24. 2
Envi r onnent al 9.8 13.5 8.0
Tot al 36.4 $60.4 32.2

Contingencies related to Subsidiaries' Former Operations The A&E studi es di scussed above
enconpassed reserves for various environmental and occupational injury and di sease
clains and other contingencies arising out of the railroad operations di sposed of by
American Premier's predecessor and certain manufacturing operations di sposed of by
American Premier and its subsidiaries and by GAFRI. The 2008 conprehensive interna
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reviewresulted in a $3 mllion pretax charge to increase reserves for estinated

cl ean-up costs at GAFRI's former manufacturing sites. As a result of the 2007
study, American Premier's and GAFRI's A&E reserves were increased by $41 mllion and
$2 mllion, respectively, reflecting higher estimtes of the cost of nesotheliona
clains (partially offset by lower claimcounts) and increased clean-up estinates at
certain former rail and manufacturing sites. At Decenber 31, 2008, Anerican Prem er
and GAFRI had liabilities aggregating $93 nmillion and $8 mllion, respectively, for
clains and contingencies arising fromthese fornmer operations. Managenent expects to
conduct a conprehensive review of these liabilities in conjunction with the property
and casualty group's A&E studies. For a discussion of the uncertainties in
determining Arerican Premier's and GAFRI's ultinate liability, see Note L -
"Contingencies" to the Financial Statenents.

RESULTS OF OPERATIONS - THREE YEARS ENDED DECEMBER 31, 2008

General The followi ng table shows AFG s net earnings and diluted earnings per share
as stated in the Statenment of Earnings as well as the after tax effect of other
items included in these GAAP neasures that are |listed below to assist investors in
anal yzing their inmpact on the trend in operating results (in nmillions, except per
share amounts):

2008 2007 2006

Net ear ni ngs $195. 8 $383.2 $453.4
After tax income (expense) itens included in
net earni ngs:
Speci al asbestos, environnental and ot her
mass tort charges (9.8) (56.4) -

Gai ns on sal es of New York assets and coal properties - 29.0
Tax resol ution benefit - - 8.7
Real i zed i nvest nent gains (| osses) (270.1) (46.5) 18.6
Di scontinued operations (a) - 1.8 25.2
Di |l uted per share ampunts:
Net ear ni ngs $1. 67 $3. 10 $3. 75
Speci al asbestos, environnental and ot her
mass tort charges (.09) (.46) -

Gai ns on sal es of New York assets and coal properties - - .24
Tax resol ution benefit .07

Real i zed i nvest nent gains (I osses) (2.31) (.38) .16
Di sconti nued operations (a) - .01 .21

(a) Includes an after tax gain on the sale of hotel operations of $25.8 nmillion
($.21 per share) in 2006

Excluding the effects of itens shown in the table above, net earnings decreased
in 2008 conpared to 2007 as higher earnings fromthe annuity and suppl enment al
i nsurance operations and higher investrment incone were nore than offset by | ower
underwriting profits within the specialty property and casualty operations. Net
earnings increased in 2007 conpared to 2006 due prinmarily to inproved property and
casualty underwiting results and i ncreased investnent incone.

- AFG reports its Specialty insurance business
in the foll ow ng sub-segnents: (i) Property and transportation, (ii) Specialty
casualty, (iii) Specialty financial, and (iv) California workers' conpensation

To understand the overall profitability of particular lines, the timng of
claims paynments and the related inpact of investnent income nust be considered.

Certain "short-tail" lines of business (primarily property coverages) generally have
qui ck | oss payouts, which reduce the time funds are held, thereby limting
i nvestment incone earned thereon. On the other hand, "long-tail"” |ines of business

(primarily liability coverages and workers' conpensation) generally have payouts
that are either structured over many years or take nany years to settle, thereby
significantly increasing investnment incone earned on related prem uns received.

Underwriting profitability is nmeasured by the conbined ratio, which is a sum of
the rati os of |osses, |oss adjustnent expenses, underwiting expenses and
pol i cyhol der dividends to premiuns. A conbined ratio under 100% i ndi cat es an
underwiting profit. The conbined ratio does not reflect investnent incone, other
i ncone or federal income taxes.
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VWil e AFG desires and seeks to earn an underwiting profit on all of its
business, it is not always possible to do so. As a result, AFG attenpts to expand
in the nost profitable areas and control growth or even reduce its involvenment in
the | east profitable ones.

AFG s conbined ratio has been better than the industry average for twenty-two
of the last twenty-three years and excludi ng AFG s speci al A&E charges, for al
twenty-three years. Managenent believes that AFG s insurance operations have
performed better than the industry as a result of product line diversification
stringent underwiting discipline, alignnent of incentives, and, nore recently, a
speci alty niche focus.

Prem uns and conbined ratios for AFG s property and casualty insurance
operations were as follows (dollars in mllions):

2008 2007 2006

G oss Witten Prenm uns (GAAP)
Property and transportation $2, 160 $1, 834 $1, 657
Specialty casualty 1,273 1, 309 1, 426
Specialty financial 596 585 535
California workers' conpensation 238 249 302
O her - 3 14

$4, 267 $3, 980 $3,934
Net Witten Prenm uns ( GAAP)
Property and transportation $1, 292 $1, 132 $1, 036
Specialty casualty 816 789 839
Specialty financial 492 488 424
California workers' conpensation 213 233 285
O her 73 70 74

$2, 886 $2, 712 $2, 658
Conbi ned Ratios (GAAP)
Property and transportation 87. 9% 77. 9% 82.3%
Specialty casualty 75. 2 74. 7 84.9
Specialty financial (a) 109.2 94. 6 110.2
California workers' conpensation 78.2 78.3 74.1
Total Specialty 87.3 81.3 87.5
Aggregate (including discontinued lines)(b) 87.6% 83. 3% 87.6%

(a) Includes 21.1 points in 2008, 5.8 points in 2007 and 21.5 points in 2006 for
the effect of losses related to the residual val ue business (in run-off).

(b) Includes .4 points in 2008 and 1.6 points in 2007 for the effect of special
charges to strengthen A&E reserves.

Gross and net witten prem uns increased 7% and 6% respectively, in 2008
conpared to 2007. Significantly higher premuns in the crop operations and prem uns
fromthe Marketform operations acquired in January 2008, nore than of fset declines
in certain other Specialty operations resulting froma soft nmarket and depressed
econom c conditions. Apart fromrate decreases in the California workers
conpensati on busi ness, average renewal rates in AFG s other specialty operations
were down about 3% for the year

The Specialty insurance operations generated an underwiting profit of
$364 million in 2008, $142 mllion lower than in 2007. The 2008 conbined ratio
increased 6.0 points to 87.3% Increased |osses in the run-off automobile residua
val ue insurance ("RVI") operations, higher catastrophe |osses, |ower underwriting
profits in the crop business and the effects of a softer market nore than offset
hi gher favorable reserve devel opnment.

Pretax | osses from catastrophes (principally wind-related storm damage from
hurricanes Gustav and | ke and tornadoes in the Mdwestern part of the United States)
totaled $59 million (2.1 points) in 2008. By conparison, catastrophe |osses for
2007 were negligible. Specialty insurance results for 2008 include 8.7 points of
favorabl e reserve devel opnent conpared to 5.7 points in 2007

Gross and net witten premuns for the Specialty insurance operations increased
2% in 2007 conpared to 2006. Premiumgrowth within the Property and transportation
and Specialty financial groups was offset by the inmpact of significant rate declines
in the California workers' compensation busi ness, softening market conditions within
certain of the Specialty casualty group operations and the inpact of the RVI business
and eart hquake- exposed excess property operations previously placed in run-off.



The Specialty insurance operations generated an underwiting profit of
$506 million in 2007, $184 mllion higher than in 2006. The 2007 conbined ratio
i mproved 6.2 points conpared to 2006. These inprovenents were largely driven by a
hi gher amount of favorable reserve developnent, primarily within the Specialty
casualty group, higher earnings in the crop insurance business and | ower |osses from
the RVI business in run-off. Specialty insurance results for 2006 incl ude
2.3 points of favorable reserve devel opnent.

Property and transportation gross and net witten prem uns increased
significantly in 2008 due to the effect of higher spring commodity pricing on crop
operations, partially offset by |lower premiuns in the property and inland marine
operations resulting froma conpetitive nmarketplace. The property and
transportation group reported an underwiting profit of $156 million in 2008,
$89 mllion lower than in 2007. The conbined ratio of 87.9%increased 10.0 points
over 2007 as a result of lower underwiting profits in the crop operations and
hi gher catastrophe | osses, which were of fset sonewhat by hi gher favorabl e reserve
devel opnent. Notwi thstandi ng the i npact of catastrophes, AFG s other property and
transportati on busi nesses continued to have strong underwiting results in 2008.
Results for 2008 include $50 mllion (3.9 points) of catastrophe |osses conpared to
m ni mal catastrophe |losses in 2007. There were 5.0 points of favorable reserve
devel opnent in 2008 conpared to 4.0 points in 2007.

Gross and net witten prem uns increased in 2007 conpared to 2006 primarily as a
result of growh in the crop and transportati on operations. The 2007 underwriting
profit of $245 million was 41% hi gher than in 2006. These results were prinarily
due to significantly higher crop insurance earnings and m nimal catastrophe | osses
in 2007 conpared to $19.3 million (2.0 points) in 2006.

Specialty casualty gross witten prenm uns decreased in 2008 due prinmarily to
stronger conpetition in the excess and surplus lines and softening in the honebuil ders
mar ket, offset somewhat by the addition of Marketformin the first quarter of 2008.
Net witten prem uns increased slightly in 2008 as greater retention in some of AFG s
casualty operations nore than offset the effect of these itenms. This group reported
an underwriting profit of $199 nmillion in 2008, 5%l ower than in 2007. The conbi ned
ratio increased .5 points to 75.2% as inproved results in the executive liability
operations were nore than offset by declines in underwiting profits due to | ower
premuns in the excess surplus lines and general liability operations. Results for
2008 include 15.3 points of favorable reserve devel opnent conpared to 12.7 points in
2007.

Gross and net witten prem uns decreased in 2007 conpared to 2006 primarily due to
stronger conpetition in the excess and surplus lines and softening in the honebuil ders
mar ket, which affected AFG s general liability coverages. The Specialty casualty
group's 2007 underwiting profit of $209 million was 73% hi gher than in 2006. Results
for 2006 include 1.2 points of favorable reserve devel opnent.

Specialty financial gross and net witten preniuns for 2008 were conparable to
2007. This group reported an underwiting loss of $46 nmillion in 2008. |Its
conbined ratio was 109.2% an increase of 14.6 points over 2007. The 2008 | oss
resulted fromsharp declines in used car sales prices in the run-off RVI business
under a policyhol der contract which had not experienced | osses prior to 2008.
Excluding the effect of RVI, the group's 2008 comnbined ratio was 86.8% a 2.1 point
i mprovenent over 2007. Results for 2008 include 2.9 points of favorable reserve
devel opnent conpared to 1.2 points in 2007

Gross and net witten prem uns increased in 2007 conpared to 2006, prinarily due
to growh in the financial institutions, |ease and |oan, and fidelity and surety
operations, which was partly offset by lower premuns resulting fromthe run-off of
the RVI business. The higher net witten premumgrowh rate reflects a decrease in
prem uns ceded under reinsurance agreenents within the | ease and | oan busi nesses.
This group's combined ratio of 94.6% i nproved 15.6 points conmpared with 2006. This
i mprovenent is due primarily to |lower |losses in the run-off RVI business. Excluding
the effect of RVI, the group's conbined ratio woul d have been 88.9% for 2007, about
the sane as in 2006.

California workers' conpensation gross and net witten prem uns decreased in
2008 conpared to 2007 as rate reductions in the traditional workers' conpensation
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busi ness were partially offset by increased sales of the recently targeted excess
wor kers' conpensati on products. This group reported solid profitability with a
conbined ratio of 78.2% a slight inprovenent over the 2007 period. The inproved
claims environment resulting fromthe California workers' conpensation reform

| egi sl ati on has continued to benefit AFG s results as well as those of the industry.
The California renewal rate reductions averaged about 14%in 2008, and indicate sone
noderation in rate reductions conpared to the |ast several years. AFGfiled for a
5% rate increase effective January 1, 2009, consistent with the increase approved by
the California |Insurance conm ssioner in October 2008. There were 15.8 points of
favorabl e reserve devel opnment in 2008 conpared to 9.2 points in 2007.

Due to the long-tail nature of this business, AFG has recogni zed the favorable
effects of the reformlegislation on nore recent clains only after a higher
percentage of clainms have been paid and the ultinmate inpact of refornms could be
estimated with nore precision

Gross and net witten prem uns decreased in 2007 conpared to 2006 due to renewa
rate reductions averagi ng about 22% for the year. This business produced excell ent
profitability throughout 2007, reflecting the ongoing positive effects of the
California workers' conpensation reforns that have resulted in an inproving clains
environnent while al so providing reduced workers' conpensation costs for enpl oyers
t hrough | ower premium |l evels. The 2007 conbined ratio was 4.2 points higher than
the sane period a year earlier, reflecting the results of rate reductions, which
have been responsive to the inproved clains environment. Results for 2006 include
8.0 points of favorable reserve devel opnent.

Asbest os and Environnmental Reserve Charges AFG has undertaken periodic reviews
of its asbestos and environmental reserves. During 2008, AFG conpleted a
conprehensive internal review of asbestos and environnmental exposures relating to
the run-off operations of its property and casualty group and exposures related to
former railroad and manufacturing operations and sites. Previous studies, which
were done with the aid of outside actuarial and engineering firns and specialty
out si de counsel, were conpleted in 2007, 2005 and 2003, respectively.

As a result of the internal review, AFG recorded a $12 nillion charge (net of
rei nsurance recoverables) to increase the property and casualty group's asbestos and
environnental reserves in the second quarter of 2008. During the course of this
review, there were no newmy identified emerging trends or issues that managenent
bel i eves significantly inpact the overall adequacy of AFG s A&E reserves. The
nodest increases were primarily due to reassessnents of the potential |osses on
certain outstandi ng cases.

The review relied on a conprehensi ve exposure analysis by AFG s internal A&E
clains specialists and actuaries in consultation with external actuaries and outside
specialty counsel. It considered products and non-products exposures, paid clains
history, the pattern of new clains, settlenents and projected devel opnent, as
appropriate. Managenent believes that the asbestos legal climate remains very
difficult to predict. Wile progress continues to be nade in state asbestos tort
reformand judicial rulings, that progress has been sonmewhat offset by the |ack of
reformin certain jurisdictions, increased clains costs, increased defense costs,
the assertion of non-products theories and an expandi ng pool of plaintiffs and
def endants. Environnental clains |ikewi se present challenges in prediction, due to
uncertainty regarding the interpretation of insurance policies, conplexities
regarding nmulti-party involvenents at sites, evolving clean up standards and

protracted tine periods required to assess the |evel of clean up required at
contani nated sites.

At Decenber 31, 2008, the property and casualty group's A&E reserves were
$399 million, net of reinsurance recoverables. The survival ratio is a nmeasure
often used by industry analysts to conpare A&E reserves strength anong conpani es.
This ratio is typically calculated by dividing reserves for A& exposures by the
three year average of paid | osses, and therefore nmeasures the nunber of years that
it would take to pay off current reserves based on recent average paynments. Because
this ratio can be significantly inpacted by a nunber of factors such as | oss payout
variability, caution should be exercised in attenpting to determ ne reserve adequacy
based sinply on the survival ratio. At Decenber 31, 2008, AFG s three year surviva
ratios were 9.7 tines paid |losses for the asbestos reserves and 9.3 tines paid
| osses for the total A&E reserves. Excluding amunts associated with the
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settl enents of asbestos-related coverage litigation for A P. Geen Industries (see
"Legal Proceedings") and another large claim AFG s three year survival ratios were
8.2 and 8.1 tines paid | osses for the asbestos reserves and total A&E reserves,
respectively. According to AM Best's npst recent (Novenber 2007) report on A&E,
three year survival ratios were 8.6 for asbestos and 7.9 for total industry A&E
reserves at Decenber 31, 2006

As a result of the 2007 study, AFG recorded a $44.2 nmillion charge (net of
rei nsurance) in the second quarter to increase the property and casualty group's
asbestos reserves by $30.8 million and its environnental reserves by $13.4 nillion
The primary causes of the increase in asbestos reserves were an increase in
settlenent amounts attributable to nesothelionma clains, the inpact of a |arge case
settlenent with an installer of material containing asbestos, and continuing
uncertainties related to non-product liability exposures. These trends were
partially offset by |lower than anticipated notices of new accounts and favorabl e
devel opnent in the assuned rei nsurance run-off operations. The prinmary reason for the
increase in environmental reserves was a reassessnent of the potential amobunt of |oss
related to certain environnental sites owned by a single insured.

In addition to the property and casualty group, the 2008 internal review
enconmpassed reserves for asbestos and environnmental exposures of the former railroad
and manufacturing operations. As a result, AFG recorded a second quarter 2008
charge of $3 million (included in other expenses) to increase environnmental reserves
related to GAFRI's forner nanufacturing operations. The 2007 study resulted in a
second quarter charge of $43.0 million (included in other expenses), including a
$19.0 million increase in asbestos reserves resulting fromincreasing esti mates of
the cost of nesothelioma clains partially offset by | ower estimated overall claim
counts and a $24.0 mllion increase in environnental reserves due primarily to
i ncreased clean up estimates at certain former railroad and manufacturing sites.

The 2007 study relied on a ground-up exposure analysis. Wth respect to
asbestos, it considered products and non-products exposures, paid clains history,
the pattern of new clains, settlenents and projected devel opnent.

Loss devel opment As shown in Note N - "lnsurance - |Insurance Reserves," AFG s
property and casualty operations recorded favorable | oss devel opment of $242 million
in 2008, $99 mllion in 2007 and $57 mllion in 2006 related to prior accident
ye?{s. ?hjor areas of favorable (adverse) devel opnent were as follows (in
mllions):

2008 2007 2006
Property and transportation $ 65 $ 45 $37
Specialty casualty 124 105 10
Specialty financial 15 6 -
California workers' conpensation 32 22 23
O her specialty 15 (25) (10)
Total Specialty 251 153 60
Speci al asbestos, environnental and
other mass tort charges (12) (44) -
O her 3 (10) (3
242 99 $57

The favorabl e devel opnent in Property and transportation related primarily to
| ower than expected claimfrequency and severity in crop and ocean marine products.
Al so contributing to the favorabl e devel opnent in 2007 and 2006 was | ower than
expected claimfrequency and severity in specialty comercial autonobile and inland
mari ne products.

Favorabl e reserve devel oprment in Specialty casualty in 2008 reflects | ower
severity on claims in the nursing home liability product, general liability,
homebui | ders and executive liability for large accounts as well as |ower than
expected frequency in honebuil ders, executive liability for snall accounts and the
program (| ei sure canps, fairs and festivals, and sports and | eisure) business. The
favorabl e devel opnent in Specialty casualty during 2007 was the result of |ower than
expected frequency and severity in the nursing hone liability product and genera
liability business. The nursing home liability product also contributed to the
favorabl e devel opnent in 2006, along with insurance products for non-profit
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organi zations, partially offset by adverse devel opment in professional liability in
run-off and certain other run-off businesses.

Favorabl e reserve devel opnent in Specialty financial during 2008 and 2007
resulted fromlower than expected claimseverity in the surety and fidelity and
crime products.

The favorabl e devel opment in California workers' conpensation reflects |ower
t han expected claimseverity and frequency as a result of the workers' conpensation
reform | egislation passed in 2003 and 2004.

The devel opnent in OQther specialty reflects adjustnments to the deferred gain on
the retroactive insurance transaction entered into in connection with the sale of a
busi ness in 1998, net of related anprtization.

Statutory Annuity Premiums The followi ng table sumarizes AFG s annuity sal es
(statutory, in mllions).

2008 2007 2006
403(b) Fixed and I ndexed Annuities:

First Year $ 49 $ 62 $ 56
Renewal 165 146 135
Singl e Sum 144 137 115
Subt ot al 358 345 306
Non-403(b) I ndexed Annuities 571 874 608
Non- 403(b) Fi xed Annuities 311 272 375

Bank Fi xed Annuities 345 - -
Vari able Annuities 91 81 87
Total Annuity Prem uns $1,676 $1,572 $1, 376

The increase in annuity premuns in 2008 reflects sales through the new bank
di stribution channel, as well as increased sales of traditional fixed annuities,
partly offset by |ower sales of indexed annuities in the single prem um market.
The 14%increase in statutory annuity premuns in 2007 conpared to 2006 reflects
hi gher non-403(b) indexed annuity sales, partially offset by | ower sales of
traditional fixed annuities in AFG s non-403(b) |ine of business.

Life, Accident and Health Premiums and Benefits The follow ng table summari zes AFG s life

accident and health prem uns and benefits as shown in the Consolidated Statenment of
Earnings (in mllions):

2008 2007 2006
Preni uns
Suppl enental i nsurance operations
First Year $ 79 $ 72 $ 49
Renewal 325 319 265
Li fe operations (in run-off) 31 33 35
GA Life of Puerto Rico - - 6
$435 $424 $355
Benefits
Suppl enent al i nsurance operations $289 $298 $238
Life operations (in run-off) 48 48 44

GA Life of Puerto R co - 4

$337 $346 $286

The decrease in life, accident and health benefits in 2008 is due primarily to
favorable results in AFG s long term care business. The increase in |life, accident
and health premuns in 2007 reflects the August 2006 acquisition of Ceres.

Investment Income | nvestnment incone increased $118.2 nmillion (12% for 2008 conpared
to 2007 due primarily to higher yields on certain fixed naturity investnents. This
i ncrease includes $77.3 million in interest incone earned on derivative nortgage-
backed securities ("MBS"'), primarily non-agency interest-only securities with
interest rates that float inversely with short-termrates. AFG s derivative MBS,
the majority of which were purchased in |ate 2007 and early 2008, had a carrying
val ue of $229 mllion at Decenber 31, 2008. These securities have benefited froma
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slowi ng rate of prepaynents and significantly lower short-terminterest rates, which
are reflective of a very weak housing market and general econom c conditions. The
7% increase in investnent incone for 2007 conpared to 2006 reflects higher average
cash and investnents. AFG s yield on fixed income securities, excluding realized
gai ns and | osses, was approximately 6.3%in 2008 and 5.8%in 2007 and 2006.

Realized Gains (Losses) on Securities Net realized gains (|l osses) on securities consisted

of the following (in mllions):

2008 2007 2006
Net realized gains (losses) on disposals (% 98.8) $ 42.5 $51.8
Charges for inpairnent (446.1) (127.9) (25.7)
Changes in the fair value of derivatives 67.6 7.8 -

Adj ustments to annuity deferred policy
acquisition costs and related itens 50.9 6.8 2.9

($426.4) ($.70.8) $29.0

Net realized | osses on disposals for 2008 includes third quarter |osses of
$79.9 million on the sales of securities issued by Fannie Mae, Freddie Mac,
Washi ngt on Mutual, Lehman Brothers and AIG Realized gains for 2006 includes a
$23.6 mllion pretax gain on the sale of AFGs interest in The C ncinnati Reds.

| mpai rment charges for 2008 include $141.3 nmillion attributable to investnents
in financial institutions (primarily banks and credit institutions), $97.1 mllion
to wite down certain nortgage-backed securities and $47.6 nmillion to wite down
i nvestments in comunication conpanies. Inpairnment charges include $64.2 mllion in
2007 to wite down AFG s equity investnent in National Cty Corporation to fair
value and $10.3 mllion in 2006 to wite down two equity security positions.

The change in fair value of derivatives includes net gains of $67.8 nillion in
2008 and $5.2 nmillion in 2007 fromthe mark-to-nmarket of MBS, primarily interest-
only securities with interest rates that float inversely with short-termrates.

Real Estate Operations AFG s subsidiaries are engaged in a variety of real estate
operations including hotels, marinas, apartnents and office buildings; they al so own
several parcels of land. Revenues and expenses of these operations, including gains
and | osses on disposal, are included in AFG s Statenent of Earnings as shown bel ow
(in mllions).

2008 2007 2006
O her incone $75.2 $85. 2 $134.9
O her operating and general expenses 65.9 65.9 67.1
I nterest charges on borrowed noney 4.1 4.1 2.7
M nority interest expense - .1 3.4

Income fromreal estate operations includes a pretax gain of $44.6 mllion on
the sale of New York real estate assets in 2006. Oher inconme also includes net
pretax gains on the sales of other real estate assets of $6.7 mllion in 2008,
$15.4 million in 2007 and $23.2 mllion in 2006.

- In 2006, GAFRI sold Chatham Bars Inn, a resort
hotel |ocated on Cape Cod, Mssachusetts, for $166 million. After sal es expenses,
contingencies and the wite-off of certain deferred acquisition costs on annuities
associated with the gain recognition, GAFRI recognized a pretax gain of
approximately $48.7 mllion. In 2007, GAFR received an additional escrow paynent
in connection with the sale. The operating results and gains on the sal es of

Chat ham are included in discontinued operations in the Statenment of Earnings. See
Note K - "Discontinued Operations."

Other Income The $24.1 million decrease in other inconme for 2008 conpared to 2007
reflects a $17.4 mllion decrease in income fromAFG s warranty busi ness and | ower
gains fromthe sale of real estate (discussed above).

The $20.6 mllion decrease in other inconme in 2007 conpared to 2006 reflects
the gains on sale of real estate assets discussed above, partially offset by fee
i ncome generated fromthe reinsurance agreenents entered into in connection with
the Ceres acquisition in August 2006, higher policy charges related to growth in
the annuity busi ness and higher fee incone in the property and casualty deal er
servi ces business.
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Annuity Benefits Annuity benefits refl ect anmounts accrued on annuity policyhol ders'
funds accumul ated. On deferred annuities (annuities in the accunul ati on phase),
interest is generally credited to policyholders' accounts at their current stated
interest rates. Furthernore, for "two-tier" deferred annuities (annuities under which
a higher interest amount can be earned if a policy is annuitized rather than
surrendered), additional reserves are accrued for (i) persistency and prem um bonuses
and (ii) excess benefits expected to be paid for future deaths and annuiti zations.
Changes in investnent yields, crediting rates, actual surrender, death and

annui tization experience or nodifications in actuarial assunptions can affect these
addi ti onal reserves and could result in charges (or credits) to earnings in the period
the projections are nodified.

In the fourth quarter of 2008, AFG conducted its annual review of actual results
and future assunptions underlying its annuity operations. As a result of the
review, AFG recorded a $19.1 mllion charge to annuity benefits related to changes
in these assunptions (primarily related to investnent yields). Annuity benefits
i ncreased an additional $27.4 million in 2008 conpared to 2007 and $27.8 million in
2007 conpared to 2006, reflecting gromh in the annuity business.

Annuity and Supplemental Insurance Acquisition Expenses Annuity and suppl enental insurance
acqui sition expenses include anortization of annuity, supplenental insurance and

life business deferred policy acquisition costs ("DPAC') as well as a portion of
conmi ssions on sal es of insurance products. Annuity and suppl emental insurance
acqui sition expenses al so include anortization of the present value of future
profits of businesses acquired ("PVFP'). The $33.3 million increase in annuity and
suppl enental insurance acquisition expenses in 2007 conpared to 2006 reflects the
gromh in the annuity and suppl emental insurance business, the acquisition of Ceres
in August 2006 and the fourth quarter 2007 DPAC write-of f discussed bel ow.

As a result of the 2008 annual review of actual results and future assunptions
di scussed above in "Annuity Benefits," AFG recorded a $15.3 million reduction in
annuity and suppl emental insurance acquisition expenses due to changes in these
assunptions (primarily related to investnent yields). This reduction was partially
of fset by $10.0 million in DPAC wite-offs due to the inpact of poor stock market
performance on its variable annuity business. AFG had approximately $50 million in
DPAC related to its variable annuity business in its bal ance sheet at Decenber 31,
2008. As a result of the 2007 annual review, AFG recorded a $9.4 million wite-off
of DPAC due to increased nortality in the run-off life operations. |In 2006, no
signi ficant adjustnents were deemed necessary.

The vast mpjority of the annuity and suppl enental insurance group's DPAC asset
relates to its fixed annuity, variable annuity and life insurance lines of business.
Unanti ci pated spread conpression, decreases in the stock nmarket, adverse nortality

experience, and higher than expected | apse rates could lead to further wite-offs of
DPAC or PVFP in the future.

Other Operating and General Expenses The $61.0 million decrease in other operating and
general expenses for 2008 conmpared to 2007 reflects a $45.1 nmillion decrease in the
expenses of AFG s warranty business and special charges of $3.0 mllion in 2008
conpared to $43.0 mllion in 2007 to increase liabilities for asbestos and
environnental exposures related to AFG s former railroad and manufacturing
operations. For a discussion of the internal review and outside study that resulted
in the A& charges, see "Asbestos and Environmental Reserve Charges" under Results
of Operations - "Property and Casualty Insurance - Underwiting." 1In addition to

t he speci al A&E charges, other operating and general expenses for 2007 reflects a
$16.0 mllion increase in the expenses of AFG s warranty business conpared to 2006.

O her operating and general expenses for 2006 include $7.3 nillion in | osses on
retirement of debt and a $4.2 nmillion goodwi Il wite-off in the annuity and
suppl enental insurance operations.

Income Taxes See Note J - "Incone Taxes" to the Financial Statenents for an analysis
of items affecting AFG s effective tax rate.
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RECENT ACCOUNTING STANDARDS

I n Decenber 2007, the FASB issued SFAS No. 160, "Noncontrolling Interests in
Consol i dated Financial Statenents,"” which is effective January 1, 2009, for cal endar
year conpanies. Under SFAS No. 160, noncontrolling (mnority) interest
($112 mllion at December 31, 2008) will be reported in AFG s Bal ance Sheet as a
separ at e conponent of sharehol ders' equity; net earnings attributable to
noncontrolling (mnority) interests will be recorded in AFG s Statenent of Earnings
as a deduction fromnet incone (instead of as an expense) in deriving net incone
attributable to AFG  In addition, SFAS No. 160 requires that purchases and sal es of
equity interests in | ess than 100% owned subsidiaries that do not result in a change
of control be accounted for as equity transactions and, upon |oss of control
requires any interest retained to be recorded at fair value with a gain or |oss
recogni zed in earnings. AFG s historical financial statenents will be retroactively
adjusted to reflect the inplenentation of this standard beginning with its March 31
2009, Form 10-Q

In Decenber 2007, the FASB issued SFAS No. 141(R), "Business Conbi nations,"
whi ch requires the recognition of assets acquired, liabilities assumed and any
noncontrol ling interests at fair value as of the acquisition date, and the imedi ate
expense recognition of acquisition-related transaction and restructuring costs.
SFAS No. 141(R)is to be applied prospectively to business conbinations after
January 1, 2009, except that adjustnents to an acquired conpany's val uation
al | owance on deferred tax assets and tax contingency liability are to be recorded as
a conponent of income tax expense for all business conbinations, regardl ess of the
consummati on date.

In March 2008, the FASB i ssued SFAS No. 161, "Disclosures about Derivative
I nstrunents and Hedgi ng Activities," which is effective January 1, 2009, for
cal endar year conpanies. SFAS No. 161 amends and expands the discl osure
requi rements of SFAS No. 133, "Accounting for Derivative Instruments and Hedgi ng
Activities." SFAS No. 161 requires qualitative disclosures about objectives and
strategies for using derivatives, quantitative disclosures about fair value
amounts of gains and | osses on derivative instrunents and di scl osures about
credit-risk-related contingent features in derivative agreenents.

In May 2008, the FASB issued FSP No. APB 14-1, "Accounting for Convertible
Debt Instruments That May be Settled in Cash upon Conversion (Including Partia
Cash Settlenent)." FSP APB 14-1 requires an issuer of convertible debt
instruments that may be settled for cash (including partial cash settlenents) to
separately account for the liability and equity conponents in a nmanner that
reflects the issuer's nonconvertible debt borrowing rate at the date of issuance.
The difference between the fair value of the debt conponent and the initial
proceeds fromissuance is recorded as a conponent of equity. The resulting debt
di scount woul d be anortized as additional interest expense over the period the
debt is outstanding. FSP APB 14-1 is effective for fiscal years beginning after
December 15, 2008 and nust be applied retrospectively to all periods presented.
Accordingly, the new rule woul d change the accounting for AFG s Seni or Convertible
Not es through their redenption in June 2008. The inpact of inplenenting the FSP
woul d be a reduction in AFG s net inconme of less than $3 million in each of the
| ast three years. Since the inpact is inmmaterial, AFG does not intend to restate
its financial statements for the provisions of the FSP

Proposed Accounting Standards

I n Septenber 2008, the FASB issued an exposure draft, "Proposed Statenent,
Accounting for Transfers of Financial Assets - an amendnent of FASB St at enent
No. 140", which would elimnate the concept of qualifying special purpose entities,
revise the sale recognition requirenents for transfers of financial assets,
establish conditions for transfer of a portion of a financial asset, and require

the initial nmeasurenent of beneficial interests that are received as proceeds in
connection with transfers of financial assets at fair val ue.

In connection with the proposed changes to SFAS No. 140, the FASB al so issued
an exposure draft that would anend FIN 46(R), "Consolidation of Variable Interest
Entities," to change the nmethod of anal yzi ng whether or not a conpany nust
consolidate a variable interest entity ("VIE') to a primarily qualitative
determ nation of control instead of today's quantitative risks and rewards nodel
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In addition, this proposed standard would require this determination to be
reeval uat ed whenever circunstances change instead of only when specified

reconsi deration events occur. As discussed under "Collateralized Loan Oobligations"
in Note Oto the Financial Statenments, AFGis the investnent nmanager for six
unconsol i dated col | ateralized | oan obligations, which had assets totaling

$1.7 billion at Decenber 31, 2008.

AFG is currently evaluating the inpact of the proposed changes to SFAS No. 140
and FIN 46(R), which are schedul ed to becone effective beginning January 1, 2010.

In Novenber 2008, the Securities and Exchange Conmi ssion ("SEC') issued a
proposed roadmap regarding the use of International Financial Reporting Standards
("IFRS") by U.S. issuers of financial statements. Under the proposed roadmap, AFG
woul d be required to prepare its financial statenents in accordance with |IFRS
instead of U S. GAAP beginning in 2014. IFRS is a conprehensive series of
accounting standards published by the International Accounting Standards Board
("IASB"). Wiile U S. GAAP and | FRS have converged in many areas, the 1ASB is
currently considering nethodol ogies for valuing insurance contract liabilities that
may be significantly different fromthe met hodol ogi es required by GAAP. AFGis
currently assessing the inpact that the adoption of |IFRS would have on its
financial statements and will continue to nonitor the devel opnent of the potential
i mpl enentati on of | FRS.

ITEM 7A

_— I litative Discl I ket Ri

Market risk represents the potential econonic |oss arising from adverse changes
in the fair value of financial instruments. AFG s exposures to market risk relate
primarily to its investnent portfolio and annuity contracts, which are exposed to
interest rate risk and, to a | esser extent, equity price risk. To a nmuch |esser
extent, AFG s long-termdebt is also exposed to interest rate risk

Fixed Maturity Portfolio The fair value of AFG s fixed maturity portfolio is directly
i npacted by changes in narket interest rates. AFG s fixed maturity portfolio is
conprised of primarily fixed rate investrments with intermediate-termmaturities.
This practice is designed to allow flexibility in reacting to fluctuations of
interest rates. The portfolios of AFG s insurance operations are nanaged with an
attenpt to achi eve an adequate risk-adjusted return while maintaining sufficient
liquidity to neet policyhol der obligations. AFG s annuity and run-off life
operations attenpt to align the duration of their invested assets to the projected
cash flows of policyholder liabilities.

The following table provides information about AFG s "available for sale" fixed
maturity investnents at Decenber 31, 2008 and 2007, that are sensitive to interest
rate risk. The table shows principal cash flows (in mllions) and rel ated wei ght ed
average interest rates by expected maturity date for each of the five subsequent
years and for all years thereafter. Callable bonds and notes are included based on
call date or maturity date dependi ng upon which date produces the nost conservative
yield. Mortgage-backed securities ("MBS') and sinking fund issues are included
based on maturity year adjusted for expected paynent patterns. Actual cash flows
may differ fromthose expected

Decenmber 31, 2008 Decenber 31, 2007
Princi pal Pri nci pal
Cash Fl ows Rat e Cash Fl ows Rat e
2009 $ 718 7. 7% 2008 $ 914 5 7%
2010 1, 053 7.8 2009 996 5.5
2011 1,519 7.6 2010 1,222 5.6
2012 2,010 7.0 2011 1, 559 5.6
2013 2,282 7.4 2012 2,048 5.9
Thereafter 8, 787 6.7 Thereafter 8,436 5.8
Tot al $16, 369 7. 0% Tot al $15, 175 5 7%
Fai r Val ue $14, 079 Fai r Val ue $15, 141

49



Annuity Contracts Substantially all of AFG s fixed rate annuity contracts pernit AFG
to change crediting rates (subject to minimuminterest rate guarantees as determ ned by
applicabl e | aw) enabling nanagenent to react to changes in nmarket interest rates. In
| ate 2003, AFG began issuing products with guaranteed mninmumcrediting rates of |ess
than 3% in states where required approval s have been received. Actuarial assunptions
used to estimte DPAC and certain annuity liabilities, as well as AFG s ability to
mai ntai n spread, could be inpacted if a low interest rate environnent continues for an
extended period, or if increases in interest rates cause policyhol der behavior to
differ significantly fromcurrent expectations.

Projected paynents (in mllions) in each of the subsequent five years and for al
years thereafter on AFG s fixed annuity liabilities at Decenber 31 were as foll ows.

Fair

First Second Third Fourth Fifth Ther eafter Tot al Val ue

2008 $1,377 %1, 256 $1, 152 $1, 108 $1, 104 $4, 656 $10, 653 $9, 781
2007 1, 340 1,175 1,119 1, 081 1,024 4,358 10, 097 9, 599

At Decenber 31, 2008, the average stated crediting rate on the in-force bl ock of
AFG s principal fixed annuity products was approxinately 3.7% The current stated
crediting rates (excluding bonus interest) on new sales of AFG s fixed annuity
products generally range from3.0%to 4.0% AFG estimates that its effective
wei ght ed-average crediting rate on its in-force business over the next five years
will approximate 3.6% This rate reflects actuarial assunptions as to (i) expected
i nvest nent spreads, (ii) deaths, (iii) annuitizations, (iv) surrenders and
(v) renewal prem uns. Actual experience and changes in actuarial assunptions may
result in different effective crediting rates than those above.

AFG s indexed annuities represented approximately 20% of annuity benefits
accunul ated at Decenber 31, 2008. These annuities provide policyholders with a
crediting rate tied, in part, to the performance of an existing stock narket index.
AFG attenpts to mtigate the risk in the i ndex-based conponent of these products
t hrough the purchase of call options on the appropriate index. AFG s strategy is
designed so that an increase in the liabilities, due to an increase in the narket
i ndex, will be generally offset by unrealized and realized gains on the call options
purchased by AFG. Both the index-based conponent of the annuities and the rel ated
call options are considered derivatives and adjusted to fair val ue through current
earnings as annuity benefits. Adjusting these derivatives to fair value had a net
effect of less than 2% of annuity benefits in 2008, 2007 and 2006.

Long-Term Debt The foll owi ng table shows schedul ed principal paynents (in
mllions) on fixed-rate |ong-term debt of AFG and its subsidiaries and rel ated
wei ght ed average interest rates for each of the subsequent five years and for al
years thereafter.

Decenmber 31, 2008 Decenber 31, 2007
Schedul ed Schedul ed
Pri nci pal Pri nci pa
Paynent s Rat e Paynment s Rat e
2009 $137.2 7.1% 2008 $218. 9 4. 4%
2010 1.2 5.8 2009 174. 6 7.1
2011 9.0 10.2 2010 2.8 7.6
2012 1.4 5.9 2011 9.1 10.1
2013 1.5 5.9 2012 1.4 5.9
Thereafter 379.2 7.1 Ther eaf t er 399.0 7.1
Tot al $529.5 7.2% Tot al $805. 8 6. 4%
Fair Val ue $423. 1 Fai r Val ue $832. 9

In the second quarter of 2008, AFG paid $189.7 million in cash and issued
2.4 mllion shares of Common Stock to redeemits Senior Convertible Notes due 2033
(included as a schedul ed 2008 paynent at Decenber 31, 2007, in the table above).

AFG had $465 nillion and $116 nillion in borrow ngs outstandi ng under a bank
credit facility at Decenmber 31, 2008 and 2007, respectively.
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ITEM 9A

ntrols and Pr [

AFG s nanagenent, with participation of its Co-Chief Executive Oficers and its
principal financial officer, has evaluated AFG s disclosure controls and procedures
(as defined in Exchange Act Rule 13a-15) as of the end of the period covered by this
report. Based on that evaluation, AFG s Co-CEGCs and principal financial officer
concl uded that the controls and procedures are effective. There have been no
changes in AFG s internal control over financial reporting during the fourth fisca
quarter of 2008 that materially affected, or are reasonably likely to naterially
affect, AFG s internal control over financial reporting. There have been no
signi ficant changes in AFG s internal controls or in other factors that could
significantly affect these controls subsequent to the date of their eval uation

MANAGEMENT'S REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING

AFG s managenent is responsible for establishing and nai ntai ning adequate
internal control over financial reporting, as such termis defined in Securities
Exchange Act Rules 13a-15(f). Under the supervision and with the participation of
management, including AFG s principal executive officers and principal financial
of ficer, AFG conducted an evaluation of the effectiveness of internal control over
financial reporting as of Decenber 31, 2008, based on the criteria set forth in
"Internal Control - Integrated Framework" issued by the Committee of Sponsoring
Organi zations of the Treadway Conmi ssion

In conducting AFG s eval uation of the effectiveness of its internal control over
financial reporting, AFG was not required to and has not included Marketform G oup
Limted and Strategi c Conp Hol dings, LLC, which were acquired in 2008. These
acquisitions constituted | ess than 1% of total assets as of Decenber 31, 2008 and
| ess than 2% of total revenues and net earnings for the year then ended. Refer to
Note B to the consolidated financial statenments for further discussion of these
acqui sitions.

There are inherent limtations to the effectiveness of any system of interna
controls and procedures, including the possibility of human error and the
circunvention or overriding of the controls and procedures. Accordingly, even
effective internal controls and procedures can only provide reasonabl e assurance of
achieving their control objectives.

Based on AFG s eval uation, managenment concluded that internal control over
financial reporting was effective as of Decenber 31, 2008
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM
ON INTERNAL CONTROL OVER FINANCIAL REPORTING

Board of Directors and Shareholders
American Financial Group, Inc.

We have audited American Financial Goup, Inc.'s (the Conpany's) internal control over
financial reporting as of Decenber 31, 2008, based on criteria established in Internal
Control - Integrated Franework issued by the Committee of Sponsoring Organi zations of the
Treadway Conmission (the COSO criteria). The Conpany's nmanagenent is responsible for

nai ntai ning effective internal control over financial reporting, and for its assessnent of
internal control over financial reporting included in the acconpanyi ng Managenent's Report on
Internal Control Over Financial Reporting. Qur responsibility is to express an opinion on
thg effectiveness of the Conpany's internal control over financial reporting based on our

audi t.

We conducted our audit in accordance with the standards of the Public Conmpany Accounting
Oversight Board (United States). Those standards require that we plan and performthe audit
to obtain reasonabl e assurance about whether effective internal control over financia
reporting was maintained in all material respects. Qur audit included obtaining an

under standi ng of internal control over financial reporting, assessing the risk that a

mat eri al weakness exists, testing and eval uating the design and operating effectiveness of
internal control based on the assessed risk, and perforning such other procedures as we
consi dered necessary in the circunstances. W believe that our audit provides a reasonabl e
basi s for our opinion.

A conpany' s internal control over financial reporting is a process designed to provide
reasonabl e assurance regarding the reliability of financial reporting and the preparation of
financial statements for external purposes in accordance with generally accepted accounting
principles. A conpany' s internal control over financial reporting includes those policies
and procedures that (1) pertain to the mai ntenance of records that, in reasonable detail,
accurately and fairly reflect the transactions and dispositions of the assets of the conpany;
(2) provide reasonabl e assurance that transactions are recorded as necessary to permt
preparation of financial statements in accordance with generally accepted accounting
principles, and that receipts and expenditures of the conpany are being nade only in
accordance with authorizations of nmanagenent and directors of the company; and (3) provide
reasonabl e assurance regarding prevention or tinely detection of unauthorized acquisition,
use, or disposition of the conpany' s assets that could have a material effect on the
financial statenents.

Because of its inherent limtations, internal control over financial reporting may not prevent
or detect nisstatenents. Also, projections of any evaluation of effectiveness to future
periods are subject to the risk that controls may becone i nadequate because of changes in
conditions, or that the degree of conpliance with the policies or procedures nmay deteriorate.

As indicated in the acconpanyi ng Managenent's Report on Internal Control Over Financial
Reporting, nmanagenent's assessnent of and conclusion on the effectiveness of internal control
over financial reporting did not include the internal controls of Marketform G oup Linited and
Strategi ¢ Conp Hol di ngs, LLC, which are included in the 2008 consolidated financial statenents
of Anerican Financial Goup, Inc. and constituted | ess than 1% of total assets as of

Decenmber 31, 2008, and |ess than 2% of total revenues and net earnings for the year then ended.
Managenent di d not assess the effectiveness of internal control over financial reporting at
these entities because the Conpany acquired these entities during 2008. Qur audit of internal
control over financial reporting of Anmerican Financial Goup, Inc. also did not include an
eval uation of the internal control over financial reporting of these acquired entities.

I'n our opinion, American Financial Goup, Inc. maintained, in all nmaterial respects, effective
internal control over financial reporting as of Decenber 31, 2008, based on the COSO criteria.

We al so have audited, in accordance with the standards of the Public Conpany Accounting
Oversight Board (United States), the consolidated bal ance sheets of Anmerican Financial G oup,
Inc. as of December 31, 2008 and 2007, and the related consolidated statenents of earnings,
changes in sharehol ders' equity and cash flows for each of the three years in the period
ended Decenber 31, 2008, and our report dated February 25 2009, expressed an unqualified
opi ni on t hereon.

/ s/ ERNST & YOUNG LLP

Cincinnati, Chio
February 25, 2009
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

Board of Directors and Shareholders
American Financial Group, Inc.

We have audited the accompanyi ng consol i dated bal ance sheets of Anerican Fi nancia
Group, Inc. and subsidiaries (the Conpany) as of Decenmber 31, 2008 and 2007, and the
rel ated consolidated statenents of earnings, changes in sharehol ders' equity and
cash flows for each of the three years in the period ended Decenber 31, 2008. CQur
audits also included the financial statement schedules listed in the Index at

Item 15(a). These financial statements and schedul es are the responsibility of the
Conpany's managenent. Qur responsibility is to express an opinion on these
financial statements and schedul es based on our audits.

We conducted our audits in accordance with the standards of the Public Conpany
Accounting Oversight Board (United States). Those standards require that we plan
and performthe audit to obtain reasonabl e assurance about whether the financial
statements are free of material msstatenment. An audit includes exam ning, on a
test basis, evidence supporting the ambunts and disclosures in the financial
statements. An audit al so includes assessing the accounting principles used and
significant estimtes nade by nanagenment, as well as evaluating the overal
financial statement presentation. W believe that our audits provide a reasonabl e
basi s for our opinion

In our opinion, the financial statenents referred to above present fairly, in al
materi al respects, the consolidated financial position of American Financial G oup
Inc. and subsidiaries at Decenber 31, 2008 and 2007, and the consolidated results of
their operations and their cash flows for each of the three years in the period
ended Decenber 31, 2008, in conformity with U S. generally accepted accounting
principles. Also, in our opinion, the related financial statenment schedul es, when
considered in relation to the basic financial statenents taken as a whol e, present
fairly in all material respects the information set forth therein.

As discussed in Note A to the consolidated financial statements, in connection wth
i npl enenting a new accounting standard, the Conpany changed its method of accounting
for unrecogni zed tax benefits in 2007

W al so have audited, in accordance with the standards of the Public Conpany
Accounting Oversight Board (United States), American Financial Goup, Inc.'s

i nternal control over financial reporting as of Decenber 31, 2008, based on criteria
established in Internal Control - Integrated Framework issued by the Conmittee of
Sponsoring Organi zati ons of the Treadway Commi ssion and our report dated

February 25, 2009, expressed an unqualified opinion thereon

/ s/ ERNST & YOUNG LLP

Cincinnati, Chio
February 25, 2009



AMERICAN FINANCIAL GROUP, INC. AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEET
(Dollars In Millions)

Assets:
Cash and cash equival ents
I nvest ment s:
Fi xed maturities:
Avail able for sale - at fair val ue
(anortized cost - $15,948.1 and $15, 188.1)
Trading - at fair value
Equity securities - at fair val ue
Common stocks (cost - $118.6 and $723. 4)
Perpetual preferred stocks (cost - $178.4 and $191.1)
Mor t gage | oans
Pol i cy | oans
Real estate and other investnents
Total cash and investnents
Recoverabl es fromreinsurers and prepaid
rei nsurance prem uns
Agents' bal ances and premi uns receivabl e
Deferred policy acquisition costs
Def erred i ncone taxes
O her receivabl es
Variabl e annuity assets (separate accounts)
O her assets
Goodwi | |

Liabilities and Capital
Unpai d | osses and | oss adjustnment expenses
Unear ned prem uns
Annuity benefits accunul ated
Life, accident and health reserves
Payabl es to reinsurers
Long-term debt
Variable annuity liabilities (separate accounts)
Account s payabl e, accrued expenses and ot her
liabilities
Total liabilities

M nority interest

Shar ehol ders' Equity:

Conmon St ock, no par val ue
- 200, 000, 000 shares authorized
- 115,599,169 and 113, 499, 080 shares out standi ng

Capi tal surplus

Ret ai ned ear ni ngs

Accumul at ed ot her conprehensive income (I oss),

net of tax
Total sharehol ders' equity

See notes to consolidated financial statenents.

F-2

Decenber 31,
2008 2007
$ 1,264.0 $ 815.9
14,079. 3 15, 140.7
280.5 274. 1
216.5 750. 7
137.1 172.6
308.9 358. 8
283.6 273.2
300. 6 268.1
16, 870.5 18,054.1
4,301.7 3,664.1
629.7 560. 6
2,343.1 1,394.4
593.9 182.2
414.8 475. 4
415.9 692.5
647.7 579. 8
210. 2 204. 4
$26,427.5 $25, 807.5
$ 6,764.2 $ 6,168.4
1,697.9 1,668.2
10, 652.7 10, 096. 6
1,539.8 1,483.7
504. 1 363. 8
1,029.7 936. 9
415.9 692.5
1,221.6 1,251.4
23,825.9 22,661.5
111.6 99.9
115.6 113.5
1,235.8 1,186.5
1,841.6 1,733.5
(703.0) 12.6
2,490.0 3,046.1
$26,427.5 $25,807.5




AMERICAN FINANCIAL GROUP, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENT OF EARNINGS
(In Millions, Except Per Share Data)

| ncone:

Property and casualty insurance prem uns

Life, accident and health prem uns

I nvest ment i ncone

Real i zed gains (|l osses) on securities
O her incone

Costs and Expenses:
Property and casualty insurance:
Losses and | oss adj ust nent expenses

Conmi ssions and ot her underwiting expenses

Annui ty benefits

Life, accident and health benefits

Annui ty and suppl enmental insurance
acqui sition expenses

I nterest charges on borrowed noney

O her operating and general expenses

Qperating earnings before income taxes
Provi sion for incone taxes

Net operating earnings

M nority interest expense
Earni ngs from conti nui ng operations
Di sconti nued operations, net of tax

Net Ear ni ngs

Basi ¢ earnings per Common Share:
Cont i nui ng operations
Di sconti nued operations
Net earnings avail able to Comobn Shares

Di | uted earni ngs per Conmon Share:
Conti nui ng operations
Di sconti nued operations
Net earnings avail able to Comobn Shares

Aver age number of Conmpn Shares:
Basi c
Di | uted

Cash divi dends per Common Share

See notes to consolidated financial statenents.
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Year ended Decenber 31,

2008 2007 2006
$2,867.2 $2,702.7 $2,563. 1
434. 6 423.7 354. 7
1,123.2 1, 005. 0 939. 1
(426. 4) (70. 8) 29.0
294. 1 318. 2 338. 8
4,292.7 4,378.8 4,224.7
1,622.3 1,432.3 1, 480. 3
889. 4 820. 0 764. 8
418. 0 371.5 343. 7
336. 8 345. 7 285. 6
177.3 175.1 141.8
70.0 71. 3 72.5
463. 0 524. 0 441. 6
3,976.8 3,739.9 3,530.3
315.9 638. 9 694. 4
115.9 225. 8 234. 6
200. 0 413.1 459. 8
(4.2) (31.7) (31.6)
195.8 381. 4 428.2

- 1.8 25. 2

$ 195.8 $ 383.2 $ 453.4
$1.71 $3. 24 $3. 63

- .01 .21
$1.71 $3. 25 $3. 84
$1.67 $3. 09 $3.54

- .01 .21
1.67 3.10 3.75
114. 4 117.7 118.0
116.7 123.2 120.5
$. 50 $. 40 $. 37



AMERICAN FINANCIAL GROUP, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENT OF CHANGES IN SHAREHOLDERS' EQUITY

Bal ance at January 1, 2006

Net earni ngs
O her conprehensive incone (loss),
net of tax:
Change in unrealized gains on securities
Change in foreign currency transl ation
Total conprehensive incone

Di vi dends on Conmmon St ock
Shares i ssued:
Exerci se of stock options
O her benefit plans
Di vi dend rei nvestment plan
Shares tendered in option exercises
St ock-based conpensati on expense

Capital transactions of subsidiaries

Cash in lieu of stock-split
fractional shares

G her

Bal ance at Decenber 31, 2006
Currul ative effect of accounting change
Net earni ngs
O her conprehensive incone (loss),
net of tax:
Change in unrealized gains (losses)
on securities
Change in foreign currency translation
Change in unrealized pension and ot her
postretirenent benefits
Total conprehensive incone

Di vi dends on Conmon St ock
Shar es i ssued:
Exerci se of stock options
Q her benefit plans
Di vi dend rei nvestment plan
O her stock-based conpensati on expense
Shares acquired and retired
Shares tendered in option exercises
Ef fect of minority interest repurchased
Capital transactions of subsidiaries
Bal ance at Decenber 31, 2007
Net earni ngs
O her conprehensive incone (loss),
net of tax:
Change in unrealized gain (loss)
on securities
Change in foreign currency translation
Change in unrealized pension and ot her
postretirenent benefits
Tot al conprehensive | oss

Di vi dends on Common St ock
Shar es i ssued:
Redenpti on of convertible notes
Exerci se of stock options
O her benefit plans
Di vi dend rei nvestment plan
O her stock-based conpensati on expense
Shares acquired and retired
Shares tendered in option exercises
Capital transactions of subsidiaries
O her

Bal ance at Decenber 31, 2008

See notes to consolidated financia

(Dollars In Millions)

Accunul at ed

Conmmon St ock O her

Conmon and Capital Ret ai ned Conprehensi ve
Shar es Sur pl us Earnings |Incone (Loss) Tot al
117,101, 271 $1,272.7 $1,134.1 $ 50.8 $2,457. 6
- $ - $ 453.4 $ - $ 453.4
- - - (-1) (-1)
- (4.9) - 4.3 .6
452.7
- - (43.2) - (43.2)
2,421,667 59.4 - - 59.4
112, 744 3.1 - - 3.1
185, 211 5.0 - - 5.0
(515, 227) (6.0) (10.7) (16.7)
- 7.0 - - 7.0
- 3.6 - 3.6
(1, 738) (.1) - - (.1)
- - - .5 .5
119, 303, 928 $1,339.8 $1,533.6 $ 55.5 $2,928.9
- $ - ($ 14.9) $ - ($ 14.9)
- - 383.2 - 383.2
- - - (60.4) (60.4)
- - - 23. 6 23. 6
- - - 1.9 1.9
348. 3
- - (47.4) - (47.4)
804, 617 18.9 - - 18.9
196, 001 6.7 - - 6.7
180, 138 5.5 - - 5.5
- 9.4 - - 9.4
(6,948, 439) (78.9) (120. 2) - (199.1)
(37, 165) (.4) (.8) - (1.2)
- - - (8.0) (8.0)
- (1.0) - - (1.0
113, 499, 080 $1,300.0 $1, 733.5 $12. 6 $3,046.1
- $ - $195.8 $ - $ 195.8
- - - (664. 2) (664. 2)
- - - (41.3) (41.3)
. - - (10.2) (10.2)
(519.9)
- - (57.1) - (57.1)
2, 364, 640 24. 4 - - 24. 4
1, 324,732 26.6 - - 26.6
205, 034 5.7 - - 57
256, 315 6.4 - - 6.4
- 10.4 - 10.4
(1, 803, 000) (20.7) (26.7) - (47. 4)
(247, 632) (2.8) (3.6) - (6.4)
- 1.4 - - 1.4
- - (3 1 (.2)
115, 599, 169 $1,351.4 $1,841.6 ($703.0) $2,490.0

st at enent s.
F-4



AMERICAN FINANCIAL GROUP, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENT OF CASH FLOWS

(In Millions)

Operating Activities:
Net earni ngs
Adj ust ment s:
M nority interest
Depreci ati on and anorti zation
Annui ty benefits
Real i zed (gains) |osses on investing activities
Net (purchases) sales of trading securities
Deferred annuity and life acquisition costs
I ncrease in reinsurance and ot her receivabl es
Decrease (increase) in other assets
Increase in insurance clains and reserves
Increase in payable to reinsurers
Decrease in other liabilities
O her, net
Net cash provided by operating activities

I nvesting Activities:
Purchases of and additional investnents in:
Fi xed maturity investnents
Equity securities
Subsi di ari es
Real estate, property and equi pnent
Maturities and redenptions of fixed maturity
i nvestments
Sal es of:
Fi xed maturity investnents
Equity securities
Subsi di ary
Real estate, property and equi pnent

Decrease (increase) in securities lending collatera

Cash and cash equival ents of busi nesses
acquired or sold, net

Increase in other investnents
Net cash used in investing activities

Fi

nanci ng Activities:

Annuity receipts

Annuity surrenders, benefits and withdrawal s
Net transfers fromvariable annuity assets
Addi tional |ong-term borrow ngs

Reducti ons of |ong-term debt

I ncrease (decrease) in securities |ending obligation

| ssuances of Common Stock
Repur chases of Commopn St ock
Cash divi dends paid on Conmon Stock
O her, net
Net cash provided by (used in) financing
activities

Net Increase (Decrease) in Cash and Cash Equi val ents
Cash and cash equival ents at begi nning of year

Cash and cash equival ents at end of year

See notes to consolidated financial statenents.
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Year ended Decenber 31,

2008 2007 2006
$ 195.8 $ 383.2 $ 453.4
4.2 32.0 37.3
220.5 194. 3 167.0
418.0 371.5 343. 7
420.0 52.8 (144.9)
66. 6 (31.0) (6.8)
(187.5) (204.9) (171.5)
(560. 2) (28.0) (45.8)
(95.7) (174. 3) 36.2
524. 6 150. 9 278.6
138. 7 48. 8 16.0
(173. 6) (27.7) (23.5)
1.5 20.9 27.9
972.9 788.5 967. 6
(6,252.8) (3,639.8) (2,829.2)
(146. 8) (579.1) (319. 6)
(112.5) (258. 6) (206. 5)
(46.2) (40. 3) (72. 4)
1,887.4 1,503.6 995. 4
3,387.6 1,575. 4 1,634.0
483. 4 235.6 270.7
- - 37.5
52 25.8 135.2
45.5 17.6 (158.9)
44. 3 - 201.9
15.6 (121.9) (50.5)
(720.5) (1,281.7) (362. 4)
1,648.8 1,573.6 1,378.2
(1, 466. 3) (1, 428.4) (1, 208.5)
45. 9 59. 6 25.5
715.0 242.0 117.5
(622. 4) (227.9) (209.9)
(45.5) (17.6) 158. 9
22.6 18. 3 38.7

(47.4) (199.1) -
(50.7) (41.9) (38.2)
(4.3 1.5 _(10.2)
195.7 (19.9) 252.0
448. 1 (513.1) 857.2
815.9 1,329.0 471.8
$1,264.0 $ 815.9 $1,329.0
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Accounting Policies

Basis of Presentation The consolidated financial statenents include the accounts of
Ameri can Financial Goup, Inc. ("AFG') and its subsidiaries. Certain

recl assifications have been made to prior years to conformto the current year's
presentation. Al significant interconpany bal ances and transacti ons have been
elimnated. The results of operations of conpanies since their formation or
acquisition are included in the consolidated financial statenents.

The preparation of the financial statenents in conformity with U S. generally
accepted accounting principles ("GAAP') requires nanagenment to make estimates
and assunptions that affect the amounts reported in the financial statements and
acconpanyi ng notes. Changes in circunstances could cause actual results to
differ materially fromthose estinates.

Stock Split Al l share and per share anbunts (except nunmber of shares authorized
and the stated value of $1.00 per share) presented in the financial statenents
have been adjusted for all periods presented to reflect the effect of a three-
for-two Common Stock split on Decenber 15, 2006

Fair Value Measurements Effective January 1, 2008, AFG adopted Statenment of

Fi nanci al Accounting Standards ("SFAS') No. 157, "Fair Val ue Measurenents."

SFAS 157 defines fair value as the price that would be received to sell an asset
or paid to transfer a liability (an exit price) in an orderly transaction

bet ween market participants on the nmeasurenent date. The standard establishes a
hi erarchy of val uation techni ques based on whether the assunptions that market
participants would use in pricing the asset or liability ("inputs") are
observabl e or unobservable. (bservable inputs reflect nmarket data obtained from
i ndependent sources, while unobservable inputs reflect AFG s assunptions about
the assunptions nmarket participants would use in pricing the asset or liability.
In 2008, the FASB del ayed the effective date of SFAS 157 for all nonrecurring
fair value nmeasurenents of nonfinancial assets and liabilities until fisca

years begi nning after Novenmber 15, 2008. Adoption of SFAS 157 did not have a
significant inmpact on AFG s financial condition or results of operations.

Investments Fixed maturity and equity securities classified as "available for
sale" are reported at fair value with unrealized gains and | osses included in a
separ at e conponent of shareholders' equity. Fixed maturity and equity
securities classified as "trading" are reported at fair value with changes in
unreal i zed hol ding gains or |osses during the period included in investnent

i ncome. Mrtgage and policy loans are carried primarily at the aggregate unpaid
bal ance. Prem uns and di scounts on fixed maturity securities are anortized
usi ng the interest nmethod; nortgage-backed securities ("MBS") are anortized over
a period based on estimated future principal paynents, including prepaynents.
Prepaynment assunptions are reviewed periodically and adjusted to reflect actua
prepaynents and changes in expectations.

Gains or losses on securities are deternined on the specific identification
basis. Wen a decline in the value of a specific investnent is considered to be
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ot her than tenporary at the bal ance sheet date, a provision for inpairnent is
charged to earnings (included in realized gains (losses)) and the cost basis of
that investnment is reduced.

Certain AFG subsidiaries loan fixed naturity and equity securities to other
institutions for short periods of time. The borrower is required to provide
collateral on which AFG earns investnent inconme, net of a fee to the |ending
agent. AFG records the collateral held (included in other assets) inits

Bal ance Sheet at fair value. The obligation to return the collateral is
included in other liabilities. The securities |oaned remain a recorded asset on
AFG s Bal ance Sheet.

Derivatives Derivatives included in AFG s Bal ance Sheet are recorded at fair

val ue and consist primarily of (i) conponents of certain fixed maturity
securities (primarily interest-only MBS) and (ii) the equity-based conponent of
certain annuity products (included in annuity benefits accunul ated) and rel ated
call options (included in other investnents) designed to be consistent with the
characteristics of the liabilities and used to mtigate the risk enbedded in
those annuity products. Changes in the fair value of derivatives are included
in current earnings.

Goodwill Goodwi Il represents the excess of cost of subsidiaries over AFG s
equity in their underlying net assets. Goodwill is not anortized, but is
subject to an inpairnment test at |east annually.

Reinsurance Ampunts recoverable fromreinsurers are estimated in a manner
consistent with the claimliability associated with the reinsured policies.
AFG s property and casualty insurance subsidiaries report as assets (a) the
estimated rei nsurance recoverable on paid and unpaid | osses, including an
estimate for | osses incurred but not reported, and (b) amounts paid to
reinsurers applicable to the unexpired terns of policies in force. Payable to
rei nsurers includes ceded prem uns due to reinsurers as well as ceded prem uns
retai ned by AFG s property and casualty insurance subsidiaries under contracts
to fund ceded | osses as they becone due. AFG s insurance subsidiaries also
assume reinsurance from other conpanies. Earnings on reinsurance assumed is
recogni zed based on information received from cedi ng conpani es.

Certain annuity and suppl enmental insurance subsidiaries cede |life insurance
policies to a third party on a funds w thheld basis whereby the subsidiaires
retain the assets (securities) associated with the reinsurance contracts.
Interest is credited to the reinsurer based on the actual investnent performance
of the retained assets. These reinsurance contracts are considered to contain
enmbedded derivatives (that nmust be adjusted to fair value) because the yield on
the payabl es is based on specific blocks of the ceding conpanies' assets, rather
than the overall creditworthiness of the ceding conpany. AFG determ ned that
changes in the fair value of the underlying portfolios of fixed maturity
securities is an appropriate neasure of the value of the enbedded derivative.
The securities related to these transactions are classified as "trading." The
adjustnent to fair value on the enbedded derivatives offsets the investnent

i ncomre recorded on the adjustnent to fair value of the related trading
portfolios.

Deferred Policy Acquisition Costs ("DPAC") Policy acquisition costs (principally

conmi ssions, prem umtaxes and other marketing and underwiting expenses)
related to the production of new business are deferred. For the property and
casualty conpanies, DPAC is |imted based upon recoverability w thout any

consi deration for anticipated investnent inconme and is charged agai nst incone
ratably over the terms of the related policies. A premiumdeficiency is

recogni zed if the sum of expected clains costs, clains adjustnment expenses,
unanortized acquisition costs and policy maintenance costs exceed the rel ated
unearned premiuns. A premiumdeficiency would first be recognized by charging
any unanortized acquisition costs to expense to the extent required to elimnate
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the deficiency. |If the prenium deficiency was greater than unanortized
acquisition costs, a liability would be accrued for the excess deficiency and
reported with unpaid | osses and | oss adj ust ment expenses.

DPAC related to annuities and universal |life insurance products is deferred to
the extent deemed recoverable and anortized, with interest, in relation to the
present value of actual and expected gross profits on the policies. To the
extent that realized gains and |l osses result in adjustnments to the anortization
of DPAC related to annuities, such adjustnents are reflected as conponents of
real i zed gains (losses).

DPAC related to annuities is also adjusted, net of tax, for the change in
anortization that woul d have been recorded if the unrealized gains (losses) from
securities had actually been realized. This adjustnent is included in
unreal i zed gai ns on narketable securities, a component of "Accumul ated O her
Conpr ehensive I ncome (Loss), net of tax" in the shareholders' equity section of

t he Bal ance Sheet.

DPAC related to traditional life and health insurance is anortized over the
expected prem um paying period of the related policies, in proportion to the
rati o of annual prem umrevenues to total anticipated prem umrevenues.

DPAC i ncludes the present value of future profits on business in force of
annuity and suppl enental insurance conpanies acquired ("PVFP"). PVFP represents
the portion of the costs to acquire conpanies that is allocated to the val ue of
the right to receive future cash flows frominsurance contracts existing at the
date of acquisition. PVFP is anortized with interest in relation to expected
gross profits of the acquired policies for annuities and universal |ife products
and in relation to the prem um paying period for traditional life and health

i nsurance products.

Unpaid Losses and Loss Adjustment Expenses The net liabilities stated for unpaid
clains and for expenses of investigation and adjustment of unpaid clains are
based upon (a) the accunul ation of case estimates for | osses reported prior to
the close of the accounting period on direct business witten; (b) estinates
recei ved fromceding reinsurers and i nsurance pools and associ ati ons;

(c) estimates of unreported | osses (including possible devel opnent on known
cl ai ns) based on past experience; (d) estimates based on experience of expenses
for investigating and adjusting clainms; and (e) the current state of the |aw and
coverage litigation. Establishing reserves for asbestos, environnental and
other mass tort clains involves considerably nore judgment than other types of
claims due to, anpng other things, inconsistent court decisions, an increase in
bankruptcy filings as a result of asbestos-related liabilities, novel theories
of coverage, and judicial interpretations that often expand theories of recovery
and broaden the scope of coverage.

Loss reserve liabilities are subject to the inpact of changes in claimanmounts
and frequency and other factors. Changes in estinates of the liabilities for

| osses and | oss adj ustment expenses are reflected in the Statement of Earnings
in the period in which determined. Despite the variability inherent in such
esti mates, nmanagenent believes that the liabilities for unpaid | osses and | oss
adj ust rent expenses are adequat e.

Annuity Benefits Accumulated Annuity recei pts and benefit paynents are recorded as
i ncreases or decreases in "annuity benefits accurul ated" rather than as revenue
and expense. Increases in this liability for interest credited are charged to

expense and decreases for surrender charges are credited to other incone.

Life, Accident and Health Reserves Liabilities for future policy benefits under
traditional life, accident and health policies are conputed using the net |eve
prem um net hod. Conputations are based on the original projections of

i nvestment yields, nortality, norbidity and surrenders and incl ude provisions
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for unfavorabl e deviations. Reserves established for accident and health clains
are nodified as necessary to reflect actual experience and devel opi ng trends.

Variable Annuity Assets and Liabilities Separate accounts related to variable annuities
represent the fair value of deposits invested in underlying investnent funds on
whi ch AFG earns a fee. |Investnent funds are sel ected and may be changed only by
the policyholder, who retains all investment risk

Premium Recognition Property and casualty prem uns are earned generally over the
terns of the policies on a pro rata basis. Unearned pren uns represent that
portion of premiuns witten which is applicable to the unexpired terns of
policies in force. On reinsurance assuned from ot her insurance conpani es or
witten through various underwiting organi zati ons, unearned preniuns are based
on reports received fromsuch conpani es and organi zations. For traditiona
life, accident and health products, prem uns are recognized as revenue when
legally collectible frompolicyholders. For interest-sensitive life and
universal life products, premiuns are recorded in a policyhol der account, which
is reflected as a liability. Revenue is recognized as anbunts are assessed
agai nst the policyhol der account for nortality coverage and contract expenses.

Minority Interest For Bal ance Sheet purposes, minority interest represents the

i nterests of noncontrolling shareholders in consolidated entities. In the
Statenment of Earnings, mnority interest expense represents such sharehol ders
interest in the earnings of those entities.

Income Taxes Deferred incone taxes are calculated using the liability method.
Under this method, deferred inconme tax assets and liabilities are deterni ned
based on differences between financial reporting and tax bases and are neasured
using enacted tax rates. Deferred tax assets are recognized if it is nore
likely than not that a benefit will be realized.

AFG records a liability for the inherent uncertainty in quantifying its incone
tax provisions. Related interest and penalties are recognized as a conponent of
tax expense.

AFG i npl emented FASB Interpretation No. 48, "Accounting for Uncertainty in

I ncome Taxes (an interpretation of FASB Statenent No. 109)" ("FIN 48") on
January 1, 2007. FIN 48 sets forth criteria for recognition and neasurenent of
tax positions taken or expected to be taken in a tax return. FIN 48 requires
that conpani es recogni ze the inpact of a tax position if that position is nore
l'i kely than not of being sustained on audit, based on the technical nerits of
the position. FIN 48 al so provi des gui dance on derecognition, classification
interest, penalties, accounting in interim periods and disclosure. The

cunul ative effect of applying FIN 48 was recorded as a reduction to retained
earnings at January 1, 2007 and is shown separately in the Statenment of Changes
i n Sharehol ders' Equity. See Note J - "lncone Taxes."

Stock-Based Compensation Al |l share-based grants are recogni zed as conpensation
expense over their vesting periods based on their calculated "fair value" at the
date of grant. AFG uses the Bl ack-Scholes pricing nodel to neasure the fair

val ue of enpl oyee stock options. See Note | - "Sharehol ders' Equity" for
further information on stock options.

Benefit Plans AFG provides retirenent benefits to qualified enpl oyees of

partici pati ng conpani es through the AFG Retirenment and Savi ngs Plan, a defined
contribution plan. AFG nakes all contributions to the retirement fund portion of
the plan and matches a percentage of enployee contributions to the savings fund.
Conpany contributions are expensed in the year for which they are declared. AFG
and many of its subsidiaries provide health care and life insurance benefits to
eligible retirees. AFG al so provi des postenpl oynent benefits to former or

i nactive enployees (primarily those on disability) who were not deemed retired
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under ot her conpany plans. The projected future cost of providing these benefits
i s expensed over the period the enpl oyees earn such benefits.

Earnings Per Share Basi c earni ngs per share is cal cul ated using the weighted
average nunber of shares of common stock outstanding during the period. The
cal cul ati on of diluted earnings per share includes (in mllions):

2008 2007 2006
Adj ustments to net earnings:
Di lution of majority-owned subsidiaries $ - ($1.0) ($1.4)
Assuned i ssuance of shares under
def erred conpensati on plan (.6) (.7) -
Adj ustnents to wei ghted average comopn shares:
St ock- based conpensation pl ans 1.7 2.6 2.5
Convertibl e notes .6 2.9 -

AFG s wei ghted average diluted shares outstandi ng excludes the follow ng anti -
dilutive potential common shares related to stock conpensation plans: 2008 -
4.4 mllion, 2007 - 1.4 mllion and 2006 - 1.6 ml!lion.

Statement of Cash Flows For cash fl ow purposes, "investing activities" are defined
as making and collecting | oans and acquiring and di sposi ng of debt or equity
instruments and property and equi pnent. "Financing activities" include

obt ai ni ng resources fromowners and providing themwith a return on their

i nvest ments, borrowi ng noney and repayi ng anounts borrowed. Annuity receipts,
benefits and withdrawals are also reflected as financing activities. Al other
activities are considered "operating". Short-terminvestnments having origina
maturities of three nonths or | ess when purchased are considered to be cash
equi val ents for purposes of the financial statenments.

Acquisitions and Sales of Operations

Marketform Group I n January 2008, AFG paid $75 million in cash (including
transaction costs) to acquire approxinmately 67% of Marketform Group Linited, an
agency that focuses on nedical nalpractice and other specialty property and
casualty insurance products outside of the United States using a Lloyd' s platform
As part of the acquisition, AFG also provided a 23 mllion pounds sterling letter
of credit and became a corporate nenber in Lloyd' s Syndicate 2468, which is
managed by Marketform Approximately $36 million of the acquisition cost was
recorded as an intangible asset for the present value of future profits fromthe
acqui red business and is being anortized over the estinmated retention period of
seven years. This business generated $104 million in net witten premuns in
2008.

Strategic Comp Holdings AFG acquired Strategi c Conp Hol di ngs, LLC in January 2008
for $37 million in cash. Additional contingent consideration could be due after
seven years based on achieving certain operating mlestones. Strategic Conp,
headquartered in Louisiana, is a provider of workers' conpensation prograns for

m d-size to large comercial accounts. The entire purchase price was recorded as
i ntangi bl e renewal rights and is being anortized over the estimted retention
peri od of seven years. This acquisition resulted in a $14 mllion increase in net
witten prem uns.

Great American Financial Resources I n Septenber 2007, G eat Anmerican Financi al
Resources, Inc. ("GAFRI") conpleted the acquisition of the 9.2 mllion shares
(199% of its conmon stock not previously owned by AFG at a price of $24.50 per
share in cash. Total cost of the acquisition ($239 mllion), including cash paid
for vested options and nmerger costs, was provided by AFG (parent conpany). The
acqui sition resulted in a $217 mllion reduction of mnority interest and an
increase of $28 mllion in goodwllI.
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Ceres Group I n August 2006, GAFRI acquired Ceres Goup, Inc. ("Ceres") for
$204.4 million in cash (plus approximately $8 million in direct transaction
costs). In connection wth the acquisition, Ceres reinsured 100% of its najor
medi cal business and 50% of its in-force senior business, which focuses
primarily on sales of Medicare suppl enent and ot her suppl enental insurance
products to the senior market. As a result of the reinsurance, Ceres has exited
the maj or nedi cal business. The reinsurance transactions enabled Ceres to pay

approximately $101 million in return of capital distributions to GAFRI since the
acqui sition.

Chatham Bars Inn I n June 2006, GAFRI sold a resort hotel |ocated on Cape Cod for
$166 mllion. See Note K - "Discontinued Operations."

Old Standard Life Fixed Annuity Business I n January 2006, GAFRI acquired the fixed
annuity business witten by A d Standard Life I nsurance Conpany through a

rei nsurance transaction. 1In total, the transaction resulted in an increase of
approximately $280 million in both annuity benefits accunul ated and cash and

i nvest ments.

Great American Life Assurance Company of Puerto Rico GAFRI conpleted the sale of its
subsidiary, Geat Anerican Life Assurance Conpany of Puerto Rico ("GAPR'), for
$37.5 mllion in cash in January 2006. GAFR acquired GAPR in 1997 for
approximately $50 million. During 2005, GAFRlI received $100 nillion in

di vidends from GAPR and recorded a $3.4 nmillion pretax |oss on the anticipated
sal e.

Segments of Operations AFG nmanages its business as three segnments: (i) property
and casualty insurance, (ii) annuity and supplenmental insurance and (iii) other
whi ch incl udes hol di ng conmpany assets and costs.

AFG reports its property and casualty insurance business in the foll ow ng

Speci alty sub-segnents: (i) Property and transportation, which includes physica
damage and liability coverage for buses, trucks and recreational vehicles, inland
and ocean marine, agricultural-related products and ot her property coverages,

(ii) Specialty casualty, which includes primarily excess and surplus, genera
liability, executive and professional liability and custom zed prograns for small
to m d-sized businesses, (iii) Specialty financial, which includes risk managenent
i nsurance progranms for lending and | easing institutions, surety and fidelity
products and trade credit insurance, and (iv) California workers' conpensation
AFG s annuity and suppl enental insurance business markets traditional fixed,

i ndexed and variable annuities and a variety of supplenmental insurance products.
AFG s reportabl e segments and their conponents were determ ned based primarily
upon simlar econom c characteristics, products and services.

In 2008, 2007, and 2006, |less than 4% of AFG s revenues were derived fromthe
sal e of property and casualty insurance outside of the United States.
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The following tables (in mllions) show AFG s assets,
ear ni ngs before incone taxes by significant business segment and sub-segnent.

Asset s

Property and casualty insurance (a)
Annuity and suppl emental insurance
Q her

Revenues
Property and casual ty insurance:
Prem unms ear ned:
Specialty
Property and transportation
Specialty casualty
Specialty financial
California workers' conpensation
Q her
Q her lines

I nvest ment incone
Real i zed gai ns (I osses)
Q her

Annui ty and suppl enental insurance:
I nvest ment i ncone
Life, accident and health prem unms
Real i zed gai ns (I osses)
O her

O her

Operating Earnings Before |Income Taxes
Property and casualty insurance:
Underwr i ting:
Specialty
Property and transportation
Specialty casualty
Specialty financial
California workers' conpensation
O her (b)
Q her lines (c)

Investment incone, realized gains (losses)

and ot her
Annuity and suppl erental insurance:
Qperations (d)
Real i zed gai ns (I osses)

O her (d)(e)

(a) Not allocable to sub-segnents.

revenues and operating

2008 2007 2006
$12,131.6 $11, 708. 7 $11, 492. 7
13,933.2 13, 962. 7 13,241.8
362.7 136.1 366. 6
$26,427.5 $25,807.5 $25,101. 1
$1,291.1 $ 1,107.7 $ 983.9
808. 2 828. 2 803. 9
493. 6 464. 6 406. 4
204. 4 233.9 292.1

69. 6 67.7 75.1

.3 .6 1.7

2, 867.2 2,702.7 2,563. 1
406. 0 352.1 324.8
(196. 1) (48.1) 31. 3
154. 2 172.6 171.2
3,231.3 3,179.3 3,090. 4
717.5 644. 1 607.0
434. 6 423.7 354. 7
(227. 8) (25. 4) (1.2)
119.8 122.1 106. 9
1,044. 1 1,164.5 1,067.4
17. 3 35.0 66. 9

$ 4,292.7 $ 4,378.8 $ 4,224.7
$ 155.7 $ 244.9 $ 174.2
199. 3 209. 3 120.9
(45. 5) 24.9 (41. 4)

44. 6 50. 9 75. 8

9.5 (24.2) (7.0)

(8.1) (55. 4) (4.5)

355. 5 450. 4 318.0
146. 3 244. 1 325.4
501. 8 694. 5 643. 4
157.8 122.8 132. 2
(227.8) (25. 4) (1.2
(70.0) 97.4 131. 0
(115.9) (153. 0) (80.0)

$ 315.9 $ 638.9 $  694.4

(b) Includes a benefit of $8.1 million in 2008 and a charge of $25.5 million in 2007

related to deferred gains on retroactive reinsurance.

(c) Includes second quarter charges of $12.0 million in 2008 and $44.2 mllion in 2007

to increase asbestos and environnental

reserves.

(d) GAFRI's $2.0 million second quarter 2007 environnental
conpany interest and debt expense of $21.0 nillion for 2007 and $22.8 mllion for

2006 were reclassified from"Annuity and suppl ement al

consistent with the current year presentation.
(e) Includes holding conmpany expenses and second quarter charges of $3 million in 2008
and $43 million in 2007 related to asbestos and environnental liabilities at forner
rail road and manufacturing operations.
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Fair Value Measurements The framework established in SFAS 157 for nmeasuring fair

val ue is based on inputs used in estimating fair value. The three |levels of the
hi erarchy are as foll ows:

Level 1 - Quoted prices for identical assets or liabilities in active markets
(markets in which transactions occur with sufficient frequency and volunme to
provide pricing informati on on an ongoi ng basis).

Level 2 - Quoted prices for sinmilar instrunents in active narkets; quoted prices
for identical or simlar assets or liabilities in inactive markets (markets in
which there are few transactions, the prices are not current, price quotations
vary substantially over tinme or anong nmarket nakers, or in which little
information is rel eased publicly); and val uations based on other significant

i nputs that are observable in active markets.

Level 3 - Valuations derived fromvaluation techniques in which one or nore
significant inputs are unobservable. The unobservable inputs may include
managenment’'s own assunptions about the assunptions market participants woul d use
based on the best information available in the circunstances.

AFG s Level 1 financial instruments consist primarily of publicly traded equity
securities and highly liquid governnent bonds for which quoted nmarket prices in
active markets are available. AFG s Level 2 financial instruments include
separate account assets and liabilities, corporate and runicipal fixed maturity
securities and nortgage- backed securities priced using observable inputs. Leve
2 inputs include benchmark yields, reported trades, corroborated broker/deal er
guot es, issuer spreads and benchrmark securities. Wen non-binding broker quotes
can be corroborated by conparison to simlar securities priced using observable
inputs, they are classified as Level 2. AFG s Level 3 is conprised of financia
i nstruments whose fair value is estimted based on non-bi ndi ng broker quotes or
internally devel oped using significant inputs not based on, or corroborated by,
readily available market information. AFG s nmanagenent is responsible for the
val uati on process and uses data from outside sources in establishing fair val ue.
This data is reviewed by internal investnent professionals who determn ne
appropriate fair value neasurenents.

Assets and liabilities neasured at fair value on Decenber 31, 2008, are
sunmmari zed below (in mllions):

Level 1 Level 2 Level 3 Tot al

Asset s:
Fi xed maturities:

Avai l abl e for sale ("AFS') $415 $12, 958 $706 $14, 079

Tr adi ng - 280 1 281
Equity securities:

Comon st ocks 63 150 4 217

Per petual preferred stocks 97 - 40 137
Separ at e account assets (a) - 416 - 416
Q her investnents - 29 - 29
O her assets 42 38 5 85
Total assets accounted for at fair val ue $617 $13,871 $756 $15, 244
Liabilities:
Derivatives enbedded in annuity

benefits accunul at ed $ - $ - $105 $ 105

(a) Separate account liabilities equal the fair value for separate account assets.

Approxi mately 5% of the total assets neasured at fair value were Level 3 assets.
Approxi mately 53% of these assets were nortgage-backed securities whose fair
val ues were determined primarily using non-binding broker quotes; the bal ance was
primarily private placenent debt and equity securities whose fair values were
determ ned internally using significant unobservable inputs, including the
eval uation of underlying collateral and issuer creditworthiness, as well as
certain Level 2 inputs such as conparable yields and multiples on sinilar
publicly traded issues.
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AMERICAN FINANCIAL GROUP, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED

Changes in bal ances of Level 3 financial assets and liabilities during 2008 are
presented below (in mllions). Transfers into (out of) Level 3 are due to a
change in the availability of market observable inputs for individual securities
and are reflected in the table at fair value as of the date of transfer.

Fi xed Maturities Equity O her Enbedded
AFS Tradi ng Securities Asset s Derivatives
Bal ance at January 1, 2008 $527 $11 $56 $5 $155
Total realized/unrealized gains (losses):
Included in net incone (1) (1) (5) (1) (70)
Included in other conprehensive
incone (loss) (80) - (5) - -
Pur chases, sales, issuances and settlenents 175 (1) (10) (1) 20
Transfers into (out of) Level 3 85 (8 _ 8 2 -
Bal ance at Decenber 31, 2008 $706 $1 $44 $5 $105
Fair Value of Financial Instruments The followi ng table presents (in mllions) the

carrying value and estimated fair value of AFG s financial instrunents at
Decenber 31.

2008 2007
Carrying Fair Carrying Fair
Val ue Val ue Val ue Val ue
Assets:
Cash and cash equival ents $ 1,264 $ 1,264 $ 816 $ 816
Fi xed maturities 14, 360 14, 360 15, 415 15, 415
Equity securities 354 354 923 923
Mor t gage | oans 309 303 359 359
Pol i cy | oans 284 284 273 273
Vari abl e annuity assets
(separate accounts) 416 416 693 693
Liabilities:
Annuity benefits accunul at ed $10,653 $ 9,781 $10,097 $ 9,599
Long-term debt 1, 030 916 937 964
Variable annuity liabilities
(separate accounts) 416 416 693 693

The carrying anount of cash and cash equival ents approxi mates fair value. Fair
val ues for nortgage |oans are estimted by discounting the future contractua
cash flows using the current rates at which simlar |oans would be nmade to
borrowers with simlar credit ratings. The fair value of policy loans is
estimated to approxi mate carrying val ue; policy |oans have no defined nmaturity
dates and are inseparable frominsurance contracts. For 2007, the fair val ue of
the liability for annuities in the payout phase was assuned to be the present
val ue of the anticipated cash flows, discounted at current interest rates and
the fair value of annuities in the accurul ati on phase was assuned to be the

pol i cyhol ders' cash surrender anount. For 2008, pursuant to SFAS No. 157, the
fair value of all annuity benefits was estimted based on expected cash flows
di scounted using forward interest rates adjusted for the Conpany's credit risk
and includes the inpact of maintenance expenses and capital costs. Fair val ues
of long-term debt are based primarily on quoted market prices.
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Investments Fixed maturities and equity securities classified as available for

sal e at Decenber 31 consisted of the following (in mllions):

Fi xed maturities:

Direct obligations of the
United States Governnent

Uni ted States Governnent
agenci es and authorities

States, nunicipalities and
political subdivisions

For ei gn gover nnent

Public utilities

Mort gage- backed securities

Al'l other corporate

Redeemabl e preferred stocks

Common St ocks

Perpetual Preferred Stocks

2008 2007

Anortized Fair G oss Unrealized Anortized Fair Goss Unrealized
Cost Val ue Gai ns Losses Cost Val ue Gai ns Losses

$ 298 $ 323 $25.1 % - $ 386 $ 394 $ 7.9 $ -
239 246 6.8 (.1) 272 276 4.3 (.5)
967 965 17. 4 (19.7) 1,005 1,013 10.8 (3.3)
150 155 4.7 - 191 193 2.6 (.3)
1,118 1,073 15.3 (60.1) 1,031 1, 040 16.1 (7.4)
5,988 4,922 36.0 (1, 101.8) 4,888 4,841 42.5 (89.6)
7,137 6, 349 46.8 (834.8) 7,387 7, 356 90.2 (121.3)
51 46 2.4 (6.8) 28 28 .8 (.2)
$15,948 $14, 079 $154.5 ($2,023.3) 15, 188 15,141 175.2 ($222.6)
$ 119 $ 217 $112.3 ($ 14. 4) $ 723 $ 751 $115.1 ($ 87.8)
$ 178 $ 137 $ 1.8 ($ 43.1) $ 191 $ 172 $ 7 ($.19.2)

The foll owing tables show gross unrealized |losses (in nillions) on fixed
maturities and equity securities by investnent category and | ength of time that
have been in a continuous unrealized | oss position at

i ndi vi dual securities
Decenber 31, 2008 and

2008

Fi xed maturities:

Uni ted States Government
agenci es and authorities
States, nunicipalities and
political subdivisions

For ei gn gover nnent

Public utilities

Mor t gage- backed securities
Al'l other corporate
Redeemabl e preferred stocks

Common St ocks
Per petual Preferred Stocks

2007

Fi xed maturities:

Direct obligations of the
United States Governnment

United States Governnent
agenci es and authorities

States, nunicipalities and
political subdivisions

For ei gn gover nnent

Public utilities

Mort gage- backed securities

Al'l other corporate

Redeemabl e preferred stocks

Conmon St ocks

Per petual Preferred Stocks

2007.

Less Than Twel ve Mont hs

Twel ve Mont hs or

Mor e

Unrealized Fair Fair Value as Unreal i zed Fair Fair Value as

Loss Val ue % of Cost Loss Val ue % of Cost
($ 1) 08 5 99% $ - $ 3 100%
(14.5) 187 93% (5.2) 41 89%
- - -% - - -%
(45.7) 634 93% (14.5) 69 83%
(736. 6) 2,931 80% (365. 2) 1,087 75%
(456. 6) 3,727 89% (378.2) 1,210 76%
(4.8) 26 84% (1.9) 5 72%
($1,258.3) $7,510 86% ($765.0) $2, 415 76%
($ 14.4) $ 23 62% $ - $ - - %
($ 18. 8) $ 61 76% ($24.3 $ 35 59%
$ - $ - -% $ - $ 29 100%
- 11 100% (.4) 23 98%
(1.2) 64 98% (2.1) 200 99%
- - -% (.3) 53 99%
(5.0) 255 98% (2.5) 143 98%
(30.5) 1,398 98% (59.1) 1,710 97%
(77.1) 2,147 97% (44.2) 1,272 97%
(.2 3 94% - - - %
($114.0) $3, 878 97% ($108. 6) $3, 430 97%
($.87.6) $ 395 82% ($ .2) $ 3 95%
($ 17.8) $ 95 84% ($ 1.4 $ 16 92%

The gross unrealized | osses on AFG s fixed maturity investnents increased
during 2008 due primarily to the w despread deteriorating econoni c conditions
resulting in significantly w der spreads on certain of AFG s fixed incone

securities. At Decenber 31, 2008,
maturities relate to approximately 1,800 securities.
securities (as determined by nationally recognized rating agencies)

approximately 87% of the tota

the nortgage-backed securities,

unrealized

94% of the unrealized
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AMERICAN FINANCIAL GROUP, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED

i nvestment grade securities. Nearly 70% of the gross unrealized | osses on
AFG s perpetual preferred stocks relate to investnments in banks and credit
institutions. Based on cash flow projections, independent credit ratings,
anal ysis of conpany-specific financial data, and other facts and anal ysis,
managenent believes that AFG will recover its cost basis in all securities
with unrealized | osses at Decenmber 31, 2008. AFG has the ability and intent
to hold such securities until they recover in value or mature.

The tabl e bel ow sets forth the scheduled maturities of fixed maturities as of
Decenmber 31, 2008 (in millions). Asset-backed securities and other securities
with sinking funds are reported at average maturity. Actual maturities may
differ fromcontractual naturities because certain securities may be called or
prepaid by the issuers. Mortgage-backed securities had an average life of
approximately five and one-half years at Decenber 31, 2008.

Anortized Fair Val ue
Cost Anmount %
Maturity
One year or less $ 593 $ 591 4%
After one year through five years 4,193 3,962 28
After five years through ten years 4,474 3,960 28
After ten years 700 644 5
9, 960 9, 157 65
Mort gage- backed securities 5,988 4,922 35
Tot al $15, 948 $14, 079 100%

Certain risks are inherent in connection with fixed maturity securities,

i ncluding | oss upon default, price volatility in reaction to changes in interest
rates, and general market factors and risks associated with reinvestnent of
proceeds due to prepaynents or redenptions in a period of declining interest
rates.

Investnments in banks and credit institutions represent approximtely 14% of

AFG s available for sale fixed maturities. There were no investrments in

i ndi vidual issuers (other than U S. Treasury Notes) that exceeded 10% of

Shar ehol ders' Equity at December 31, 2008 or 2007. AFG subsidiaries held
collateral for securities on |loan of approximately $85 mllion and $139 mllion
at Decenber 31, 2008 and 2007, respectively; fair value of securities |oaned
(plus accrued interest) was approximately $94 nmillion and $139 nillion at those
dat es.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED

Net Unrealized Loss on Marketable Securities

In addition to adjusting equity securities

and fixed maturity securities classified as "available for sale" to fair val ue,
GAAP requires that deferred policy acquisition costs related to annuities and

certai n other bal ance sheet ampunts be adjusted to the extent that
gains and | osses from securities would result

had the unrealized gains or

shows the conponents of the net unrealized | oss on securities that

| osses actual ly been realized.

unrealized

in adjustnents to those bal ances

The follow ng table
is included in

Accumul ated Ot her Conprehensive I nconme (Loss)

in AFG s Bal ance Sheet.

Deferred Tax and

Pre-tax Mnority Interest Net
Decenber 31, 2008
Unrealized gain (loss) on
Fixed maturity securities (%1, 868.8) $655.1  ($1,213.7)
Equity securities 56. 6 (19.0) 37.6
Securities lending collateral (10.0) 6.6 (3.4)
Deferred policy acquisition costs 790. 2 (276. 6) 513.6
Annuity benefits and ot her
liabilities (25.7) 9.0 (16.7)
($1,057.7) $375.1 ($ 682.6)
Decenber 31, 2007
Unrealized gain (loss) on
Fixed maturity securities ($ 47.4) $16.5 ($ 30.9)
Equity securities 8.8 (1.9 6.9
Securities lending collateral (2.0) 1.3 (.7)
Deferred policy acquisition costs 10. 7 (3.7) 7.0
Annuity benefits and other
liabilities (1.0 .3 (.7
($__ 30.9) $ 12.5 (% 18. 4)

Real i zed gains (|l osses) and changes in unrealized appreciation (depreciation)
related to fixed maturity and equity security investnents are sumuarized as

follows (in mllions):
Fi xed Equity Tax Mnority
Maturities Securities O her* Effects | nt er est Tot al
2008
Real i zed ($ 195.3) ($282.0) $ 50.9 $145.8 $10.5 ($ 270.1)
Change in Unrealized (1,821.4) 47.8 746.8 360.1 2.5 (664. 2)
2007
Real i zed (9.7) (67.9) 6.8 24.8 (.3) (46.3)
Change in Unrealized (8.7) (114. 2) 8.4 39.4 6.0 (69.1)
2006
Real i zed (30.3) 56. 4 2.9 (10.2) (.1 18.7
Change in Unrealized (93.0) 67.8 17.0 1.6 .5 (.1)

(™)

For the years ended Decenber 31, 2008, 2007 and 2006,

Primarily adjustnents to deferred policy acquisition costs related to annuities.

respectively, AFG has

recorded charges (included in realized gains on securities) of $446 mllion,
$128 mllion and $26 mllion for other than temporary inpairnments of securities.
Real i zed gains includes net gains of $67.8 million in 2008 and $5.2 mllion in
2007 fromthe mark-to-market of derivative MBS, primarily interest-only

securities with interest

rates that fl oat

inversely with short-termrates.

Gross gains and | osses (excluding inpairnment witedowns and mark-to-market of
derivatives) on available for sale fixed maturity investment transactions
included in the Statenent of Cash Fl ows consisted of the following (in

mllions):
2008 2007 2006
G oss Gains $78. 4 $31.4 $19.8
Gross Losses (95.3) (17.0) (35.5)
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Amortizable Intangible Assets I ncluded in deferred policy acquisition costs in AFG s
Bal ance Sheet are $247.0 mllion and $249.1 mllion at Decenber 31, 2008 and
2007, respectively, representing the present value of future profits ("PVFP")
related to acquisitions in AFG s annuity and suppl emental insurance business.
The PVFP anounts include adjustnents related to unrealized gains and | osses on
securities and are net of $118.5 million and $88.1 m|lion of accunul ated
anortization at December 31, 2008 and 2007, respectively. Anortization of the
PVFP was $30.4 million in 2008, $17.7 million in 2007 and $9.0 mllion in 2006.
The increase in anortization for 2008 conpared to 2007 reflects an increase in
PVFP under purchase accounting for the Septenber 2007 acquisition of the GAFR
stock not previously owned by AFG  The increase in anortization for 2007
conpared to 2006 reflects the GAFRI and Ceres acquisitions. During each of the
next five years, the PVFP is expected to decrease at a rate of approximtely
one-seventh of the bal ance at the beginning of each respective year

Included in other assets in AFG s Bal ance Sheet at Decenmber 31, 2008, is
$76.4 mllion in anortizable intangi ble assets (net of accunulated anortization

of $38.0 million) related to property and casualty insurance acquisitions,
primarily the 2008 acquisitions of Marketformand Strategic Conp. Anortization
of these intangibles was $24.3 million in 2008, $8.4 mllion in 2007 and

$4.4 million in 2006

Goodwill Changes in the carrying value of goodw Il during 2007 and 2008, by
reporting segnent, are presented in the following table (in nmillions):

Property and Annuity and

Casual ty Suppl erent al Tot a
Bal ance January 1, 2007 $151. 9 $15.9 $167. 8
Goodwi I | from acqui sitions - 36.7 36.7
Sal e of business - (.1) 21
Bal ance Decenber 31, 2007 151.9 52.5 204. 4
Goodwi I I from acqui sitions - 5.8 5.8
Bal ance Decenber 31, 2008 $151.9 $58. 3 $210.2
The addition to goodwill in 2008 reflects primarily a refinement of the purchase
price allocation for the GAFRI acquisition. The addition to goodwill in 2007

includes $22.3 million related to the acquisition of the minority interest in
GAFRI and $14.4 mllion due to a refinenent of the purchase price allocation for
the Ceres acquisition.
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Long-Term Debt Long-term debt consisted of the followi ng at Decenber 31
(in mllions):

2008 2007
Direct obligations of AFG:

7- 1/ 8% Seni or Debentures due April 2009,
| ess discount of $.2 in 2007 $ 136.1 $173. 2
Seni or Convertible Notes (inputed rate - 4.0% - 189.7
7-1/ 8% Seni or Debentures due February 2034 115.0 115.0
Borrowi ngs under bank credit facilities 465. 0 95.0
O her 2.9 2.9

719.0 575. 8

Subsidiaries:
bl i gations of AAG Hol di ng (guaranteed by AFG:

7-1/ 2% Seni or Debentures due Novenber 2033 112.5 112.5
7-1/ 4% Seni or Debentures due January 2034 86. 3 86. 3
6- 7/ 8% Seni or Not es - 28.5
Borrowi ngs under bank credit facility - 21.0
Not es payabl e secured by real estate due 2009 through 2016 66. 9 67.5
National Interstate bank credit facility 15.0 -

American Premier Underwiters, Inc. ("Anerican Prenmier")
10- 7/ 8% Subor di nat ed Notes due May 2011,
including premumof $.2 and $.3 (inputed rate - 9.6%
O her

Payable to Subsidiary Trusts:
AAG Hol di ng 7.35% Subor di nat ed Debentures due May 2033 20.0 20.0

Nat i onal |nterstate Subordi nated Debentures

20.0 35.0
$1,029.7 $936. 9

At Decenber 31, 2008, schedul ed principal paynents on debt for the subsequent
five years were as follows: 2009 - $137.2 mllion, 2010 - $1.2 million, 2011 -
$474.0 mllion, 2012 - $16.4 mllion and 2013 - $1.5 nillion.

As shown bel ow at Decenber 31 (in mllions), the majority of AFG s long-term
debt is unsecured obligations of the holding company and its subsidiaries:

2008 2007

Unsecur ed obligations $ 962.8 $869. 4
bl i gations secured by real estate 66.9 67.5
$1, 029. 7 $936.9

AFG can borrow up to $500 nmillion under its revolving credit facility, which
expires in 2011. Anounts borrowed bear interest at rates ranging from.5%to
1.25% (currently .75% over LIBOR based on AFG s credit rating. At Decenber 31,
2008, $465 million in borrow ngs were outstandi ng under the credit facility
(average interest rate of 4.4% at Decenber 31, 2008).

In Cctober 2008, AFG used borrow ngs under its bank credit facility to
repurchase $37.3 million of its 7-1/8% Seni or Debentures due April 2009 for
$37.2 nmillion.

In July 2008, AFG entered into a 364 day revolving credit facility under which
it can borrow up to $120 nmillion at an interest rate of 2.25% over LIBOR No
amounts have been borrowed under this credit facility.

In the second quarter of 2008, AFG paid $189.7 nmillion in cash and issued
2.4 mllion shares of Common Stock to redeemits Senior Convertible Notes. As
permitted by the terns of the Notes, AFG elected to pay cash in lieu of Comon
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Stock for all conversions of the Notes prior to the redenption. Since AFG had
previously expressed its intent to use cash for the accreted val ue of the Notes
and the option to use stock for the conversion prem um shares issuable for
anounts in excess of the accreted value of the Notes are included in AFG s

cal culation of diluted earnings per share for 2008 and 2007.

In May 2008, National Interstate borrowed $15 mllion under its credit facility
to redeemits $15 million in outstanding variable rate Subordi nated Debentures
due May 2033. In June 2008, GAFRI paid $28.5 million to redeemits outstanding
6- 7/ 8% Seni or Notes at maturity.

I n Decenber 2007, AFG redeened its $59.5 mllion in outstanding 7-1/8% Seni or
Debentures due 2007. |In March 2007, GAFRI's whol |l y-owned subsidiary, AAG

Hol ding, redeened its $22 mllion in outstandi ng 8-7/8% Subordi nat ed Debent ures
due 2027 for $22.9 nillion

Cash interest payments on long-termdebt were $58 million in 2008 and $61 million
in 2007 and 2006. Interest expense in the Statement of Earnings includes
interest credited on funds held by AFG s insurance subsidiaries under reinsurance
contracts and other similar agreenents as follows: 2008 - $8.3 million; 2007 -
$9.3 million; and 2006 - $9.2 nmillion

Shareholders' Equity I n Decenber 2006, AFG conpleted a three-for-two conmon st ock
split. See "Stock Split" in Note A - "Accounting Policies." AFGis authorized
to issue 12.5 nillion shares of Voting Preferred Stock and 12.5 million shares

of Nonvoting Preferred Stock, each without par val ue.

During 2008, AFG repurchased approximately 1.8 million shares of its Comon
Stock for $47.4 million. During 2007, AFG repurchased approximately 6.9 mllion
shares of its Common Stock for $199 million

Stock Incentive Plans Under AFG s Stock | ncentive Plan, enployees of AFG and its
subsidiaries are eligible to receive equity awards in the formof stock options,
stock appreciation rights, restricted stock awards, restricted stock units and
stock awards.

At Decenber 31, 2008, there were 12.7 million shares of AFG Conmpbn Stock
reserved for issuance under AFG s stock incentive plan. Options are granted
with an exercise price equal to the market price of AFG Conmon Stock at the date
of grant. Options generally becone exercisable at the rate of 20% per year
conmenci ng one year after grant; those granted to non-enpl oyee directors of AFG
are fully exercisable upon grant. Options expire ten years after the date of
grant. Data for stock options issued under AFG s stock incentive plans is
present ed bel ow.

Aver age Aggregat e

Aver age Remai ni ng Intrinsic

Exerci se Contractual Val ue

Shar es Price Term (in nmillions)
Qut st andi ng at January 1, 2008 9, 466, 586 $22. 00
Grant ed 1,501, 575 $27. 21
Exerci sed (1, 324, 732) $16. 85
Forfeited/ Cancel | ed (182, 710) $30. 40

Qut st andi ng at Decenber 31, 2008 9, 460, 719 $23. 38 5.9 years $26.5

Opti ons exerci sabl e at
Decenber 31, 2008 5, 086, 664 $19. 30 4,2 years $24.5

Options and other awards avail abl e
for grant at Decenber 31, 2008 3, 258, 340
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The t ot al
$13.8 mllion,

fromthe exercise of stock options

exercises was $4.7 mllion

AFG uses the Bl ack-Schol es option pricing nodel

its option grants.
peri od equal

was $7.93 per share,
the follow ng assunptions:

to the estinmated term
esti mated based on historica

The t ot al

Begi nning in 2008,

tax benefit
$2.5 million and $7.7 mllion

respectively.

intrinsic value of options exercised during 2008, 2007 and 2006 was
$10.5 million and $24.2 mllion
and 2006, AFG received $17.0 mllion

During 2008, 2007
$15.9 million and $35.1 nmillion in cash

related to the

respectively.

to calculate the
Expected volatility is based on historical

"fair val ue"

of

volatility over a

the expected term was

exerci se patterns and post vesting cancell ations.
The wei ghted average fair value of options granted during 2008, 2007 and 2006

respectively,

Expected divi dend vyield

Expected volatility

Expected term (in years)

Ri sk-free rate

Tot al

2008
1. 8%
28%
7.5
3. 2%

$9. 70 per share and $6. 68 per share,

2007

1.3%
22%

6.5

4. 6%

2006

1. 5%

19%

6.5
4.6%

based on

conpensation expense related to stock incentive plans of AFG and its

subsi diaries for 2008, 2007 and 2006 was $15.2 million (including $2 mllion in
$16.2 mllion (including $3.9 mllion in non-
Rel ated tax benefits

non- deducti bl e stock awards),
deducti bl e stock awards) and $10.0 nillion,
$3.2 million and $2.0 mllion

totaled $3.1 mllion

respectively.

respectively.

I ncl uded in

these totals are $2.9 million in 2008, $2.9 mllion in 2007 and $3.0 mllion in
2006 in conpensation expense and $825,000 in 2008, $907,000 in 2007 and $472, 000
in 2006 in tax benefits related to stock incentive plans of AFG subsidiari es.

As of Decenber 31, 2008

there was a total

of $26.0 mllion of total

unr ecogni zed conpensation expense related to nonvested stock options granted
is expected to be recogni zed over a wei ghted

under AFG s pl ans.
average of 3.3 years.

Accumulated Other Comprehensive Income (Loss), Net of Tax
changes in Sharehol ders
transactions with sharehol ders.
and ot her conprehensive incone (Iloss),

is defined as al

That cost

Conpr ehensi ve i nconme (| o0ss)

i ncl udes net
whi ch consists primarily of changes in

Equity except those arising from
Conpr ehensi ve i ncome (Il o0ss)

i ncone

net unrealized gains or | osses on available for sale securities and foreign

currency translation.

The progression of the conponents of accunul ated ot her

conpr ehensive incone (loss) follows (in mllions):
Pr et ax For ei gn Accunul at ed
Net Unrealized Currency O her
Gai ns (Losses) Transl ation Tax Mnority Conpr ehensi ve
on Securities Adj ust ment G her (a) Effects Interest I ncone (Loss)
Bal ance at January 1, 2006 $ 91.8 $ - $ - ($ 31.0) ($10.0) $ 50.8
Unreal i zed hol di ng gains on securities
arising during the year 29.2 - (8.6) 4.8 25.4
Real i zed gains included in net income (29.0) - 10.2 .1 (18.7)
Unreal i zed gains of subsidiary sold (8.4) - - 1.6 (6.8)
Foreign currency transl ation gains - 4.3 - - 4.3
Q her - .8 (.3) .5
Bal ance at Decenber 31, 2006 $ 83.6 $ 4.3 $ .8 ($29.7) ($ 3.5) $ 55.5
Unreal i zed hol ding | osses on securities
arising during the year (185. 3) - 64.2 14. 4 (106. 7)
Real i zed | osses included in net incone 70.8 - (24.8) .3 46. 3
Foreign currency translation gains - 23.6 - - 23.6
Effect of minority interest repurchased - - - (8.0) (8.0)
C her 4.0 (1.4 .7 1.9
Bal ance at Decenber 31, 2007 30. 9 $27.9 $ 4.8 $ 8.3 $25 $ 12.6
Unreal i zed hol ding | osses on securities
arising during the year (1,453.2) 505.9 13.0 (934.3)
Real i zed | osses included in net incone 426. 4 - (145. 8) (10.5) 270.1
Foreign currency translation | osses - (41.3) - - - (41.3)
Q her - (15.5) 5.4 (10.1)
Bal ance at Decenber 31, 2008 ($1,057.7) ($13.4) ($10.7) $373.8 $ 5.0 ($703.0)

(a)
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Income Taxes The following is a reconciliation of incone taxes at the statutory

rate of 35% and incone taxes as shown in the Statenent of Earnings (in
mllions):

2008 2007 2006
Ear ni ngs before incone taxes:

Operating $315.9 $638. 9 $694. 4

Mnority interest expense (4.2) (31.7) (31.6)

Di sconti nued operations - 2.9 41.9
Tot al $311.7 $610.1 $704. 7
Income taxes at statutory rate $109.1 $213.5 $246. 6
Ef fect of:

Adj ustnent to prior year taxes (2.7 3.0 (8.0)

Mnority interest 1.5 11.2 13.1

Subsidiaries not in AFGs tax return 1.1 7.4 6.1

Tax exenpt interest (7.7) (8.3) (8.6)

Change in valuation all owance 8.0 .9 -

Q her 5.6 (4] 2.1
Total Provision 115.9 227.0 251.3
Amount s applicable to

Di sconti nued operations - (1.2) (16.7)
Provi sion for income taxes as shown

on the Statenent of Earnings $115.9 $225. 8 $234. 6

Total earnings before incone taxes include incone subject to tax in foreign
jurisdictions of $26.2 mllion in 2008, $24.1 mllion in 2007 and $24.4 mllion

in 2006.

The total incone tax provision (credit) consists of (in nmillions):

2008 2007 2006

Current taxes:
Feder al $135. 7 $229.5 $241. 2
For ei gn 1.8 2.4 1.2
State 4.1 .1 (.2)
Deferred federal taxes (25.7) (5.0) 9.1
$115.9 $227.0 $251. 3

For incone tax purposes, AFG and its subsidiaries had the follow ng
carryforwards avail able at Decenber 31, 2008 (in millions):

Expiring Anount

Operating Loss 2010 - 2020 $74. 1
2021 - 2025 75.6

Capital Loss 2012 1.4
2013 125. 4

O her - Tax Credits 2.2
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Deferred incone tax assets and liabilities reflect tenporary di fferences between
the carrying amobunts of assets and liabilities recognized for financial
reporting purposes and the amounts recogni zed for tax purposes. The significant
conmponents of deferred tax assets and liabilities included in the Bal ance Sheet
at Decenber 31, were as follows (in mllions):

2008 2007
Deferred tax assets:
Net operating |oss carryforwards $ 52.4 $ 53.1
Capital |oss carryforwards 44. 4 1.3
| nsurance cl ai s and reserves 406. 4 381.5
I nvest nent securities 415. 7 8.7
O her, net 166. 4 170.0
1,085. 3 614. 6
Val uation all owance for deferred
tax assets (61.3) (54.0)
1,024.0 560. 6
Deferred tax liabilities:
Def erred acquisition costs (430.1) (378.4)
(430.1) (378. 4)
Net deferred tax asset $ 593.9 $182. 2

The increase in the deferred tax asset related to investnent securities at year
end 2008 conpared to 2007 is due primarily to the increase in unrealized | osses
on fixed maturity securities. The gross deferred tax asset has been reduced by
a valuation allowance including $50.1 million related to a portion of AFG s net
operating loss carryforwards ("NOL") that is subject to the separate return

[imtation year ("SRLY") tax rules. A SRLY NOL can be used only by the entity

that created it and only in years that the consolidated group has taxable
i ncone.

The |ikelihood of realizing deferred tax assets will be reviewed periodically;
any adjustnents required to the valuation allowance will be made in the period
during whi ch devel opnents requiring an adjustnent becone known.

AFG increased its liabilities for uncertain tax positions and related interest
and penalties, and reduced retained earnings by $14.9 nmillion for the cumul ative
effect of inplenmenting the provisions of FIN 48 on January 1, 2007. A
progression of the liability for uncertain tax positions, excluding interest and
penalties, follows (in mllions):

2008 2007
Bal ance at January 1 $35.9 $38.0
Additions for tax positions of prior years - .2
Reductions for tax positions of prior years - (2.0)
Settlements - (.3)
Bal ance at Decenber 31 $35.9 $35.9

The total unrecognized tax benefits and related interest that, if recognized,
woul d inpact the effective tax rate is $45.3 mllion at Decenber 31, 2008. This
amount does not include tax and interest totaling $16.5 million paid to the IRS
in 2005 and 2006 for which a suit for refund has been filed (di scussed bel ow).
AFG s provision for income taxes for 2008 and 2007 included $3.0 mllion and
$2.3 mllion, respectively, of interest (net of federal benefit). The 2007
provision also included a $2.0 nmillion benefit due to a reduction of penalties.
AFG s liability for interest related to unrecogni zed tax benefits was

$9.4 mllion at Decenber 31, 2008 and $7.0 million at Decenber 31, 2007 (net of
federal benefit); no penalties were accrued at those dates.
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In April 2007, AFG signed a settlenent agreenment with a nunicipality. As a
result of this settlenent, AFG reduced its liability for unrecogni zed i ncone
tax benefits, including interest and penalties, by $5.7 nillion ($3.7 nillion
net of federal benefit).

As of Decenber 31, 2008, AFG s 2006 through 2008 tax years remain subject to
exam nation by the IRS. 1In addition, AFG has several tax years for which there
are ongoi ng di sputes. AFG has filed a suit for refund in the U S. District
Court in Southern Chio as a result of its dispute with the IRS regarding the
cal cul ation of tax reserves for certain annuity reserves pursuant to Actuaria
Qui deline 33. AFG was inforned by the Court in Decenber, 2008 that the trial
dat e had been advanced from Septenber to June, 2009. It is now possible that
within the next twelve nonths a final decision will be reached in this case.
Utimate resolution may require revised tax cal cul ations for the years 1996-
2005, possibly requiring a revised application of tax attribute carryovers or
carrybacks, both capital and ordinary, to the affected years, and is contingent
upon formal review and acceptance by the IRS. These reviews or subsequent
appeal of the decision by either party could extend the ultimte resol ution
beyond Decenber 31, 2009. Resolution of the open years could result in a
decrease in the liability for unrecogni zed tax benefits by up to $35.9 nillion

Cash paynents for incone taxes, net of refunds, were $199.1 mllion
$224.9 mllion and $213.6 mllion for 2008, 2007 and 2006, respectively.

Discontinued Operations | n the second quarter of 2006, GAFRI sold Chatham Bars |nn
a resort-hotel property located on Cape Cod for $166 mllion. The results of
operations of this investnent property and the $25.8 million gain on sale (after
tax and mnority interest) are presented as discontinued operations in the
Statement of Earnings. Discontinued operations for 2007 represent additiona
gains on operations sold in previous years, primarily the settlenment of a
contingency associated with the Chat ham sal e.

Contingencies Establishing property and casualty insurance reserves for clains
rel ated to environnental exposures, asbestos and other nmass tort clainms is
subject to uncertainties that are significantly greater than those presented by
other types of clainms. In addition, accruals (included in other liabilities)
have been recorded for various environmental and occupational injury and di sease
clains and other contingencies arising out of the railroad operations di sposed
of by Anerican Prem er's predecessor, Penn Central Transportation Conpany
("PCTC") and its subsidiaries, prior to its bankruptcy reorgani zation in 1978
and certain manufacturing operations disposed of by American Prem er and GAFRI
AFG s conprehensive internal review of asbestos and environmental exposures in
the second quarter of 2008 resulted in charges of $12 mllion for the run-off
operations of its property and casualty group and $3 million for the forner

rail road and nanufacturing operations and sites. A conprehensive study
conpleted in the second quarter of 2007 with the assistance of outside actuarial
and engineering firms and specialty outside counsel resulted in asbestos and
environnental charges of $44.2 mllion for the property and casualty group and
$43.0 million for the former railroad and manufacturing operations.

The insurance group's liability for asbestos and environnental reserves was
$466 million at Decenber 31, 2008; related recoverables fromreinsurers (net of
al  owances for doubtful accounts) at that date were $67 million

At Decenber 31, 2008, American Premier and its subsidiaries had liabilities for
environnental and personal injury clains aggregating $93 mllion. The
environnental clains consist of a nunber of proceedings and clainms seeking to

i mpose responsibility for hazardous waste renediation costs related to certain
sites formerly owned or operated by the railroad and manufacturi ng operations.
Renedi ation costs are difficult to estimate for a nunber of reasons, including
the nunber and financial resources of other potentially responsible parties, the
range of costs for renediation alternatives, changing technology and the tinme
peri od over which these matters devel op. The personal injury clains include
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pendi ng and expected clains, primarily by former enployees of PCIC, for injury
or disease allegedly caused by exposure to excessive noise, asbestos or other
substances in the workpl ace.

At Decenber 31, 2008, GAFRI had a liability of approximately $8 mllion for
envi ronnental costs and certain other natters associated with the sales of its
former manufacturing operations.

Whi | e managenment believes AFG has recorded adequate reserves for the itens

di scussed in this note, the outcone is uncertain and could result in liabilities
that may vary from amounts AFG has currently recorded. Such anpunts coul d have
a material effect on AFG s future results of operations and financial condition

Quarterly Operating Results (Unaudited) The operations of certain of AFG s business

segnents are seasonal in nature. \While insurance prem uns are recognized on a
relatively level basis, claimlosses related to adverse weat her (snow, hail
hurricanes, tornadoes, etc.) nay be seasonal. The profitability of AFG s crop

i nsurance business is primarily recognized during the second half of the year as
crop prices and yields are determned. Quarterly results necessarily rely
heavily on estinates. These estimates and certain other factors, such as the

di scretionary sales of assets, cause the quarterly results not to be necessarily
i ndi cative of results for |onger periods of tine.

The following are quarterly results of consolidated operations for the two years
ended Decenber 31, 2008 (in mllions, except per share anmounts). Quarterly
ear ni ngs per share do not add to year-to-date ampunts due to the convertible
notes being dilutive beginning in the fourth quarter of 2007 and changes in

shar es out st andi ng.

1st 2nd 3rd 4th Tot al
Quarter Quarter Quarter Quarter Year
2008
Revenues $1,001.8 $1,017.2 $1, 169.9 $1,103.8 $4,292.7
Earni ngs from
Cont i nui ng operations 76.0 60. 3 20.9 38.6 195.8
Net earni ngs 76.0 60. 3 20.9 38.6 195.8
Basi c earnings per common share:
Cont i nui ng operations $. 67 $ .53 $. 18 $ .33 $1.71
Net earnings avail able to Common Shares $. 67 $ .53 $. 18 $ .33 $1.71
Di | uted earni ngs per common share:
Conti nui ng operations $. 64 $ .52 $. 18 $ .32 $1. 67
Net earnings avail able to Comon Shares $. 64 $ .52 $. 18 $ .32 $1.67
Aver age nunber of Common Shares:
Basi c 113.5 113.3 115.2 115.5 114. 4
Diluted 117.2 116. 3 116.9 116. 6 116. 7
2007
Revenues $1,071.7 $1,084.5 $1,187.1 $1,035.5 $4,378.8
Earni ngs from
Cont i nui ng operations 113.6 65. 3 112.7 89.8 381.4
Di sconti nued operations - 1.7 - .1 1.8
Net ear ni ngs 113.6 67.0 112.7 89.9 383.2
Basi c earnings per conmon share:
Cont i nui ng operations $. 95 $. 55 $. 96 $.79 $3. 24
Di sconti nued operations - .01 - - .01
Net earnings avail able to Comon Shares $. 95 $. 56 $. 96 $.79 $3. 25
Di | uted earnings per conmon share:
Conti nui ng operations $.92 $. 53 $.93 $.76 $3.09
Di sconti nued operations - .01 - - .01
Net earnings avail able to Comon Shares $.92 $. 54 $. 93 $.76 $3. 10
Aver age number of Common Shares:
Basi c 119.5 119.6 117.6 114. 4 117.7
Diluted 122. 4 122. 4 119.8 118.9 123.2
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Pretax realized gains (losses) on securities (including other than tenporary
i mpai rments) and favorable prior year devel opment of AFG s liability for |osses

and | oss adj ustnent expenses ("LAE") were as follows (in mllions):
1st 2nd 3rd 4t h Tota

Quarter Quarter Quarter CQuarter Year
Reali zed Gai ns (Losses)
2008 ($80.3) ($63.1) ($150.1) (%$132.9) ($426. 4)
2007 4.7 14.0 (7.1) (82.4) (70.8)
Favorabl e Prior Year Devel opnent
2008 $67. 2 $58. 9 $57.9 $58. 2 $242.2
2007 53.8 1.2 23.6 19.9 98.5

Favorabl e prior year devel opnent (in the table above) for the second quarter of
2008 and 2007 includes pretax special charges of $12.0 mllion and

$44.2 mllion, respectively, to strengthen property and casualty insurance
reserves for asbestos and environmental exposures. Results for the second
quarter of 2008 and 2007 al so include pretax special charges of $3.0 mllion and
$43.0 mllion, respectively, to strengthen reserves for asbestos and

envi ronnental exposures related to AFG s railroad and nmanufacturing operations.

Results for 2008 include pretax catastrophe |osses of $25.1 million in the
second quarter, primarily fromtornados in the Mdwestern part of the United
States and $37.5 nmillion in the third quarter, primarily fromw nd-rel ated storm
damage from hurricanes Gustav and |l ke. Catastrophe | osses in 2007 were m ni nmal
Results for the fourth quarter of 2008 include $79.4 mllion of |osses fromthe
run-of f autonobile residual val ue business.

Insurance Securities owned by insurance subsidiaries having a carrying val ue of
approximately $1.2 billion at Decermber 31, 2008, were on deposit as required by
regul atory authorities.

Property and Casualty Insurance Reserves The liability for |osses and LAE for | ong-
term schedul ed paynments under certain workers' conpensation insurance has been
di scounted at 6% an approxi nation of long-terminvestnent yields. As a result,
the total liability for |osses and | oss adj ustnent expenses at

Decenber 31, 2008, has been reduced by $36 mllion.
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The following table provides an analysis of changes in the liability for |osses
and | oss adj ustnent expenses, net of reinsurance (and grossed up), over the past
three years on a GAAP basis (in mllions). In 2008 and 2007, significant
favorabl e reserve devel opnent in property and transportation, specialty
casualty, specialty financial and California workers' conpensation were
partially offset by charges to strengthen asbestos and environnental reserves in
the property and casualty run-off operations. Favorable devel opnent in 2006 was
primarily in the property and transportation and California workers

conpensati on sub-segnents.

2008 2007 2006
Bal ance at begi nni ng of period $3, 868 $3, 791 $3, 619
Provi sion for | osses and LAE occurring
in the current year 1, 864 1,531 1, 537
Net decrease in provision for clains
of prior years (*) (242) (99 (57)
Total |osses and LAE incurred 1,622 1,432 1, 480
Payments for | osses and LAE of:
Current year (645) (509) (456)
Prior years (811) (846) (852)
Total paynents (1, 456) (1, 355) (1, 308)
Reserves of businesses acquired 120 - -
Bal ance at end of period 4,154 3,868 3,791
Add back rei nsurance recoverabl es, net
of all owance 2,610 2, 300 2, 309
Gross unpai d | osses and LAE incl uded
in the Bal ance Sheet $6, 764 $6, 168 $6, 100
(*) Includes a benefit of $12 mllion in 2008 and charges of $23 million in
2007 and $2 mllion in 2006 related to deferred gains on retroactive

rei nsur ance.

Net Investment Income The followi ng table shows (in mllions) investnment incone
earned and investnment expenses incurred by AFG s insurance group

2008 2007 2006

| nsurance group investnent income:
Fi xed maturities $1,095.9 $961.1 $904. 5
Equity securities 19.0 22. 7 16.7
Q her 6.6 10.4 4.6
1,121.5 994.2 925.8
I nsurance group investnent expenses (*) (24.3) (27.4) (25.7)
$1,097.2 $966. 8 $900. 1

(*) Included primarily in "Qther operating and general expenses"” in the
St at enent of Ear ni ngs.

Statutory Information AFG s U. S. -based i nsurance subsidiaries are required to file
financial statements with state insurance regulatory authorities prepared on an
accounting basis prescribed or permtted by such authorities (statutory basis).
Net earnings and policyholders' surplus on a statutory basis for the insurance
subsidiaries were as follows (in millions):

Pol i cyhol der s'

Net Ear ni ngs Sur pl us
2008 2007 2006 2008 2007
Property and casualty conpanies $170 $386 $475 $1,921  $2, 159
Li fe insurance conpanies 17 68 186 840 801
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Reinsurance In the normal course of business, AFG s insurance subsidiaries cede
rei nsurance to other conpanies to diversify risk and lint maxi numloss arising
fromlarge clainms. To the extent that any reinsuring conpanies are unable to
nmeet obligations under agreenments covering reinsurance ceded, AFG s insurance
subsidiaries would remain liable. The following table shows (in mllions)

(i) amounts deducted from property and casualty witten and earned prem uns in
connection with reinsurance ceded, (ii) witten and earned preniuns included in
i ncomre for reinsurance assunmed and (iii) reinsurance recoveries represent ceded
| osses and | oss adj ust ment expenses.

2008 2007 2006
Direct premiunms witten $4, 230 $3, 940 $3, 745
Rei nsurance assuned 37 40 189
Rei nsurance ceded (1, 381) (1, 268) (1,276)
Net witten prem uns $2, 886 $2, 712 $2, 658
Direct prem uns earned $4, 196 $3, 936 $3, 712
Rei nsurance assuned 36 42 211
Rei nsurance ceded (1, 365) (1, 275) (1, 360)
Net earned prem uns $2, 867 $2, 703 $2, 563
Rei nsurance recoveries $1, 021 $ 686 $ 912

AFG has reinsured approximately $21 billion in face anpbunt of life insurance at

Decenber 31, 2008 and 2007. Life prem uns ceded were $57 mllion, $64 mllion
and $65 mllion for 2008, 2007 and 2006, respectively.

Additional Information Losses and | oss adjustnent expenses included charges for
possi bl e |1 osses on reinsurance recoverables of $.3 million in 2008, $7.9 mllion
in 2007 and $12.8 million in 2006. The aggregate allowance for |osses on

rei nsurance recoverables anbunted to approximately $28 nillion at Decenber 31
2008 and 2007.

Operating Leases Total rental expense for various |eases of office space and
equi prent was $39 nillion, $37 million and $34 nmillion for 2008, 2007 and 2006,
respectively. AFG has comitted to | ease approxi mately 530, 000 square feet of
of fice space under a 15-year |ease beginning in 2011. Rentals, which escalate
over the lease term average approximately $11.6 mllion per year. Future
mnimmrentals, related principally to office space, required under operating
| eases having initial or renmmining noncancel able | ease terns in excess of one
year at Decenber 31, 2008, were as follows: 2009 - $37 mllion; 2010 -

$32 million; 2011 - $37 mllion; 2012 - $26 mllion; 2013 - $23 mllion; and
$169 nillion thereafter

Financial Instruments with Off-Balance-Sheet Risk On occasi on, AFG and its subsidiaries
have entered into financial instrunent transactions that may present off-

bal ance-sheet risks of both a credit and market risk nature. These transactions
i nclude conmmtments to fund | oans, | oan guarantees and comitnments to purchase
and sell securities or loans. At Decenber 31, 2008, AFG and its subsidiaries
had commtments to fund credit facilities and contribute limted partnership
capital totaling up to $26 million

Collateralized Loan Obligations AFG i s the investnent manager and has investnents
ranging from7.5%to 24.4% of the nbst subordinate tranche of six collateralized
| oan obligation entities ("CLGs"). Upon formation between 2004 and 2007, these
entities issued securities in various senior and subordinate cl asses and
invested the proceeds primarily in secured bank | oans, which serve as collatera
for the securities issued by each particular CLO. None of the collateral was
purchased from AFG AFG s investnments in these entities are credited with
residual incone of the CLOonly after the CLOs pay operating expenses (including
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managenent fees), stated rates of interest on, and returns of capital to, senior

| evel s of securities. |In analyzing all expected cash flows (including the
i ncome from our subordinate tranche investnents and our expected managenent
fees), AFG has determined that it will not receive a majority of the residua

returns nor absorb a majority of the entities' expected |osses. Accordingly,
AFG is not required to consolidate these variable interest entities because it
is not the primary beneficiary.

There are no contractual requirenents for AFG to provide additional funding for
these entities. AFG has not provided and does not intend to provide any
financial support to these entities. At Decenber 31, 2008 and 2007, the fair
val ue of investnents managed by these entities was approxinmately $1.7 billion
and $2.4 billion, respectively. AFG recorded nanagenment fee incone of

$9.2 million, $8.0 nmllion and $7.2 mllion for the years ended 2008, 2007 and
2006, respectively. AFG s maxi mum exposure to loss is its aggregate carrying
value ($2 mllion at Decenber 31, 2008, included in fixed maturities).

Restrictions on Transfer of Funds and Assets of Subsidiaries Paynents of divi dends, | oans
and advances by AFG s subsidiaries are subject to various state | aws, federa
regul ati ons and debt covenants that linit the amount of dividends, |oans and
advances that can be paid. Under applicable restrictions, the maxi nrum anpunt
of dividends available to AFGin 2009 fromits insurance subsidiaries w thout
seeking regulatory clearance is approximately $355 mllion. Additional amounts
of dividends, |oans and advances require regul atory approval

Benefit Plans AFG expensed approximately $19 nillion in 2008 and $21 nillion in
2007 and $18 million in 2006 for its retirement and enpl oyee savings pl ans.

Transactions With Affiliates | n 2006, AFG sold to an unrelated party its 29% i nterest
in an aircraft that it had jointly owned with AFG s Chairman and his two
brothers. AFG recei ved proceeds of approximately $597, 000 and recorded a | oss
of $117,000 on the sale. Prior to the sale, costs of operating the aircraft
wer e borne proportionately.
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Condensed Consolidating Information

publicly held conmon stock in Septenber 2007, AFG has guaranteed all

out st andi ng public debt of GAFRI
Hol di ng Conpany, I nc.
The AFG and GAFRI guarantees are
Condensed consolidating financial

In addition,

GAFRI guarantees AAG Hol ding's public
full and unconditi onal
statenents for AFG are as foll ows:

CONDENSED CONSOLIDATING BALANCE SHEET

In connection with GAFRI's acquisition of its
of the
and GAFRI's whol | y-owned subsidi ary, AAG

debt .

and joint and several.

(In millions)
AAG Al Oher Consol .
Decenber 31, 2008 AFG GAFR| Hol di ng Subs Entries Consolidated
Assets:
Cash and investnents $ 188.5 $ 20.4 $ - $16,663.7 ($ 2.1) $16, 870.5
Recover abl es fromrei nsurers and
prepai d reinsurance prem uns - - - 4,301.7 - 4,301.7
Agents' bal ances and prem uns receivable - - - 629.7 - 629.7
Deferred policy acquisition costs - - - 2,343.1 - 2,343.1
O her assets 11. 6 6.0 6.1 2,084.3 174.5 2,282.5
I nvestnent in subsidiaries and
affiliates 3,131.6 812.8 900.4 716.8 (5,561.6) -
$3,331.7 $ 839.2 $ 906.5 $26,739.3 (5,389.2) $26,427.5
Liabilities and Capital:
Unpai d | osses, |oss adjustnent expenses
and unearned premni unms - $ - $ - $ 8,462.1 % - $ 8,462.1
Annuity, life, accident and health
benefits and reserves - - - 12,194.2 (1.7) 12,192.5
Long-term debt 719.0 .7 219. 4 91.0 (.4) 1,029.7
G her liabilities 122.7 21.8 110.8 2,062.3 (64.4) 2,253.2
841.7 22.5 330.2 22,809.6 (66.5) 23,937.5
Total sharehol ders' equity 2,490.0 816.7 576. 3 3,929.7 (5,322.7) 2,490.0
$3,331.7 $ 839.2 $ 906.5 $26,739.3 ($5,389.2) $26,427. 5
Decenber 31, 2007
Assets:
Cash and investnents $ 52.8 $ 4.6 $ - $17,998.5 ($ 1.8) $18, 054. 1
Recover abl es fromrei nsurers and
prepai d reinsurance prem uns - - - 3,664.1 - 3,664.1
Agents' bal ances and prem uns receivable - - - 560. 6 - 560. 6
Deferred policy acquisition costs - - - 1,394. 4 - 1,394.4
O her assets 14.0 18. 4 6.5 2,003.4 92.0 2,134.3
I nvestnent in subsidiaries and
affiliates 3,764.5 1,168.5 1, 316. 6 1,111.9 (7,361.5) -
$3,831.3 $1,101.5 $1,323.1 $26,732.9 ( $25,807.5
Liabilities and Capital:
Unpai d | osses, | oss adjustnment expenses
and unearned premni unms $ - $ - $ - $ 7,836.6 $ - $ 7,836.6
Annuity, life, accident and health
benefits and reserves - - - 11,582.1 (1.8) 11, 580. 3
Long-t er m debt 575.8 . 8 340. 4 91.7 (71.8) 936. 9
Gher liabilities 209.4 75.5 108.9 2,269.0 (255. 2) 2,407.6
785. 2 76. 3 449. 3 21,779.4 (328.8) 22,761. 4
Total sharehol ders' equity 3,046.1 1,115.2 873.8 4,953.5 (6,942.5) 3,046.1
$3,831.3 1,191, 1,323.1 $26,732.9 ($7,271.3) $25, 807. 5
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CONDENSED CONSOLIDATING STATEMENT OF EARNINGS

FOR THE YEAR ENDED
DECEMBER 31, 2008

I ncome:
Property and casualty insurance preni uns
Life, accident and health prem uns
Real i zed gains (| osses)
I nvest ment and ot her incomne
Equity in earnings of subsidiaries

Costs and Expenses:
I nsurance benefits and expenses
I nterest charges on borrowed noney
O her expenses

Earni ngs (1l oss) before inconme taxes
Provision for incone taxes

Net Earni ngs (Loss)

FOR THE YEAR ENDED
DECEMBER 31, 2007

I ncone:
Property and casualty insurance preniuns
Life, accident and health prem uns
Real i zed gains (| osses)
I nvest nent and ot her incone
Equity in earnings of subsidiaries

Costs and Expenses:
I nsurance benefits and expenses
I nterest charges on borrowed noney
O her expenses

Ear ni ngs before incone taxes
Provision for incone taxes

I ncome from continuing operations
Di sconti nued operations, net of tax

Net Earni ngs

(In millions)
AAG Al Oher Consol .

AFG GAFRI Hol di ng Subs Entries Consolidated
$ - $ - $ - $2, 867. 2 $ - $2, 867. 2
- . - 434.6 . 434.6
(2.5) - - (426.0) 2.1 (426. 4)
(1.2) 11.7 - 1,437.9 (31.1) 1,417.3

407. 4 (87.3) (64.1) - (256. 0) -
403.7 (75.6) (64.1) 4,313.7 (285.0) 4,292.7
- - - 3,443.7 .1 3,443.8
58.7 .1 29.0 14.7 (32.5) 70.0
33.3 18.0 5.9 411.1 (1.1) 467. 2
92.0 18.1 34.9 3,869.5 (33.5) 3,981.0
311.7 (93.7) (99. 0) 444.2 (251. 5) 311.7
115.9 (33.7) (32.2) 167. 6 (101.7) 115.9
$195.8 ($60.0) ($.66.8) $ 276.6 ($_149.8) $ 195.8
$ - $ - $ - $2,702.7 $ - $2,702.7
- - - 423.7 - 423.7
2.7 3.7 - (75.7) (1.5) (70.8)
11.6 17.8 (3.4) 1,355.4 (58. 2) 1,323.2

709. 3 71.2 99.1 36.9 (916.5) -
723.6 92.7 95.7 4,443.0 (976. 2) 4,378.8
- - - 3,144.6 - 3,144.6
76.2 3.6 35.9 16.0 (60. 4) 71.3
40.2 13.9 3.9 486. 9 10.8 555.7
116. 4 17.5 39.8 3,647.5 (49.6) 3,771. 6
607. 2 75.2 55.9 795.5 (926. 6) 607. 2
225.8 22.8 14.7 261. 3 (298. 8) 225. 8
381.4 52. 4 41. 2 534.2 (627.8) 381.4
1.8 1.9 - 1.9 (3.8) 1.8
$383.2 $54.3 $ 41.2 $ 536.1 ($_631.6) $ 383.2
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AMERICAN FINANCIAL GROUP, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED

CONDENSED CONSOLIDATING STATEMENT OF EARNINGS

FOR THE YEAR ENDED
DECEMBER 31, 2006

I ncone:

Property and casualty insurance prem uns

Life, accident and health prem uns
Real i zed gains (| osses)

I nvest nent and ot her incone

Equity in earnings of subsidiaries

Costs and Expenses:
I nsurance benefits and expenses
I nterest charges on borrowed noney
O her expenses

Earni ngs before inconme taxes
Provision for incone taxes

I ncone from continuing operations
Di scontinued operations, net of tax

Net Ear ni ngs

(In millions)
AAG Al Oher Consol .

AFG GAFRI Hol di ng Subs Entries Consolidated
$ - $ - $ - $2,563.1 $ - $2,563.1
- - - 354.7 - 354.7
(.9) (1.1) - 35.6 (4.6) 29.0
6.3 30. 1 (2.2) 1,315.0 (71.3) 1,277.9

780.7 85.2 181. 6 81.2 (1,128.7) -
786. 1 114.2 179. 4 4,349. 6 (1, 204.6) 4,224.7
- - - 3,016.2 - 3,016.2
74.6 .1 40.9 14.6 (57.7) 72.5
48. 7 10.5 9.7 387.9 16. 4 473. 2
123.3 10.6 50.6 3,418.7 (41.3) 3,561.9
662. 8 103. 6 128.8 930.9 (1,163.3) 662. 8
234. 6 35.7 43.7 303.3 (382.7) 234. 6
428.2 67.9 85.1 627.6 (780. 6) 428.2
25.2 31.0 - 31.0 (62.0) 25.2
$453. 4 $98.9 $ 85.1 $ 658.6 ($ 842 .6) $ 453.4
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AMERICAN FINANCIAL GROUP, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED

CONDENSED CONSOLIDATING STATEMENT OF CASH FLOWS

FOR THE YEAR ENDED
DECEMBER 31, 2008

Operating Activities:
Net earnings (Il oss)
Adj ust nent s:
Equity in net (earnings) |oss
of subsidiaries
Di vi dends from subsi di ari es
O her adj ustnents, net
Net cash provided by (used in)
operating activities

Investing Activities:

Purchase of investnents, property and
equi pnment

Purchase of subsidiaries

Capital contributions to subsidiaries

Maturities and redenptions of fixed
maturity investments

Sal e of investnents, property and
equi prrent

O her, net
Net cash provided by (used in)

investing activities

Ei

nanci ng Activities:
Annuity receipts
Annuity surrenders, benefits and
wi t hdr awal s
Net transfers fromvariable annuity assets
Addi ti onal | ong-term borrow ngs
Reductions of |ong-term debt
I ssuances of Conmmon Stock
Capital contributions from parent
Repur chases of Common St ock
Cash divi dends paid
O her, net
Net cash provided by (used in)
financing activities

Net increase (decrease) in cash and
cash equival ents

Cash and cash equi val ents at begi nni ng
of year

Cash and cash equival ents at end of year

(In millions)
AAG Al Oher Consol .

AFG GAFRI Hol di ng Subs Entries Consolidated
$195.8 ($ 60.0) ($ 66.8) $ 276.6 ($ 149.8) $ 195.8
(255.9) 52.0 43. 6 - 160. 3 -

410.5 12.0 72.5 - (495. 0) -
23.4 (11.9) 2.8 773.3 (10.5) 777.1
373.8 (7.9) 52.1 1,049.9 (495. 0) 972.9
(5.4) (43.8) - (6, 396. 6) - (6, 445. 8)
- - - (112.5) - (112.5)

(292.7) (142.4) (125.0) - 560. 1 -
.2 5.9 - 1,901. 3 (20.0) 1,887.4
4.8 37.9 - 3,833.5 - 3,876.2
(2.5) (16.7) - 93.4 - 74.2
(295.6) (159.1) (125. 0) (680. 9) 540.1 (720.5)
- - - 1,648.8 - 1,648.8
. - - (1, 466. 3) - (1, 466.3)
- - - 45.9 - 45.9
700.0 - - 15.0 - 715.0
(557. 1) (.1) (69. 5) (15.7) 20.0 (622. 4)
21. 6 - - 1.0 - 22.6

- 166. 2 142. 4 251.5 (560.1) -
(47. 4) - - - - (47. 4)
(50.7) - - (495. 0) 495. 0 (50.7)
- - - (49. 8) - (49.8)
66. 4 166.1 72.9 (64.6) (45.1) 195.7
144.6 (.9) - 304. 4 - 448. 1
15. 6 2.6 - 797.7 - 815.9
$160.2 $ 1.7 $ - $1,102.1 $ - $1,264.0

F-33




AMERICAN FINANCIAL GROUP, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED

CONDENSED CONSOLIDATING STATEMENT OF CASH FLOWS

FOR THE YEAR ENDED
DECEMBER 31, 2007

Operating Activities:

Net earni ngs

Adj ust nent s:
Equity in net earnings of subsidiaries
Di vi dends from subsi diaries
O her adj ustments, net

Net cash provided by (used in)
operating activities

Investing Activities:

Purchase of investnents, property and
equi prrent

Purchase of subsidiaries

Capital contributions to subsidiaries

Maturities and redenptions of fixed
maturity investments

Sal e of investnents, property and
equi prrent

G her, net
Net cash provided by (used in)

investing activities

Fi

nanci ng Activities:
Annuity receipts
Annuity surrenders, benefits and
wi t hdrawal s
Net transfers fromvariable annuity assets
Addi ti onal | ong-term borrow ngs
Reductions of |ong-term debt
| ssuances of Conmon Stock
Capital contributions from parent
Repur chases of Common St ock
Cash divi dends paid
O her, net
Net cash provided by (used in)
financing activities

Net increase (decrease) in cash and
cash equival ents

Cash and cash equi val ents at begi nning
of year

Cash and cash equivalents at end of year

(In millions)
AAG Al Oher Consol .

AFG GAFRI Hol di ng Subs Entries Consolidated
$383. 2 $ 54.3 $ 41.2 $ 536.1 ($631. 6) $ 383.2
(460. 1) (48.9) (70.3) (36.8) 616. 1 -

320.7 180. 3 30.0 - (531.0) -
(7.1) .1 (1.9) 398.7 15.5 405. 3

236. 7 185.8 (1.0) 898. 0 (531.0) 788.5
(5.7) (2.8) - (4, 325.5) 74.8 (4, 259.2)

(.2) (239.0) - (19.4) - (258. 6)
(285.0) (281.1) (67.0) - 633.1 -

5.0 32.2 - 1,521.8 (55.4) 1,503.6

115.5 26.0 - 1,767.0 (71.7) 1,836.8

2.6 - - (106.9) - (104. 3)

(167.8) (464.7) (67.0) (1,163.0) 580. 8 (1,281.7)
- - - 1,573.6 - 1,573.6
- - - (1, 428. 4) - (1, 428.4)
- - - 59.6 - 59.6
145.0 - 97.0 - - 242.0
(120. 8) (.1 (154. 3) (5.0) 52.3 (227.9)
17.5 - - .8 - 18.3

- 276.0 281.1 76.0 (633.1) -
(199.1) - - - - (199.1)
(41.9) - (155. 8) (375. 2) 531.0 (41.9)
- 2.8 - (18.9) - (16.1)
(199.3) 278.7 68.0 (117.5) (49. 8) (19.9)
(130.4) (.2) - (382.5) - (513.1)
146.0 2.8 - 1,180.2 - 1,329.0
$ 15.6 $ 2.6 $ - $ 797.7 $ - $ 815.9
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AMERICAN FINANCIAL GROUP, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED

CONDENSED CONSOLIDATING STATEMENT OF CASH FLOWS

FOR THE YEAR ENDED
DECEMBER 31, 2006

Operating Activities:

Net earni ngs

Adj ust nent s:
Equity in net earnings of subsidiaries
Di vi dends from subsi diaries
O her adj ustments, net

Net cash provided by (used in)
operating activities

Investing Activities:
Purchase of investnents,
equi prrent
Purchase of subsidiaries
Capital contributions to subsidiaries
Maturities and redenptions of fixed
maturity investments
Sal e of investnents, property and
equi prrent
Sal e of subsidiary
O her, net
Net cash provided by (used in)
investing activities

property and

Fi nanci ng Activities:
Annuity receipts
Annuity surrenders, benefits and
wi t hdr awal s
Net transfers fromvariable annuity assets
Addi ti onal | ong-term borrow ngs
Reductions of |ong-term debt
| ssuances of Common Stock
Capital contributions from parent
Cash divi dends paid
G her, net
Net cash provided by (used in)
financing activities
Net increase (decrease) in cash and

cash equival ents
Cash and cash equi val ents at begi nning
of year

Cash and cash equivalents at end of year

(In millions)
AAG Al Oher Consol .

AFG GAFRI Hol di ng Subs Entries Consolidated
$453. 4 $ 98.9 $ 85.1 $ 658.6 ($842. 6) $ 453.4
(514. 4) (88.1) (120.9) (81.2) 804. 6 -

102.5 278.5 148.0 3.9 (532.9) -
51.4 10.6 (2.6) 416.8 38.0 514.2
92.9 299.9 109.6 998. 1 (532.9) 967. 6
(2.0) (70.8) - (3, 234.9) 86.5 (3,221.2)

- (204. 4) - (2.1) - (206.5)
(2.5) (110.5) - - 113.0 -
21.9 3.3 - 970. 2 - 995. 4
62.0 40. 8 - 1,952.8 (15.7) 2,039.9
- 37.5 - - - 37.5
. - - (7.5) - (7.5)
79.4 (304.1) - (321.5) 183.8 (362.4)
- - - 1,378.2 - 1,378.2
- - - (1, 208.5) - (1, 208. 5)
- - - 25.5 - 25.5
- - 65.0 52.5 - 117.5

(46.0) (.2) (67.0) (25.9) (70.8) (209.9)

37.1 - - 1.6 - 38.7
- - 110.5 2.5 (113.0) -

(38.2) (4.7) (218. 4) (310. 6) 533.7 (38.2)

(.1) 4.0 - 145.6 (.8) 148.7

(47.2) (.9) (109.9) 60.9 349.1 252.0

125.1 (5.1) (.3) 737.5 - 857.2
20.9 7.9 .3 442.7 - 471.8

$146.0 $ 2.8 $ - $1, 180.2 $ - $1,329.0
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PART Il

The information required by the following Items will be included in AFG s
definitive Proxy Statement for the 2009 Annual Meeting of Sharehol ders which will be
filed with the Securities and Exchange Conmi ssion within 120 days after the end of
Registrant's fiscal year and is incorporated herein by reference.

ITEM 10 Directors, Executive Officers of the Registrant and Corporate Governance
ITEM 11 Executive Compensation
ITEM 12 Security Ownership of Certain Beneficial Owners and Management and

Related Stockholder Matters

ITEM 13 Certain Relationships and Related Transactions. and Director Independence
ITEM 14 Principal Accountant Fees and Services

PART IV

ITEM 15

Exhibits and Financial Statement Schedules

(a) Documents filed as part of this Report:
1. Financial Statenents are included in Part Il, Item 8.

2. Financial Statenent Schedul es:
A. Selected Quarterly Financial Data is included in Note Mto
t he Consolidated Financi al Statenents.

B. Schedules filed herewith for 2008, 2007 and 2006:

Page

I - Condensed Financial Infornmation of Registrant S-2
V - Suppl emental | nformati on Concerning

Property-Casual ty I nsurance Operations S-4

Al'l other schedules for which provisions are made in the applicable
regul ation of the Securities and Exchange Conmi ssion have been
omtted as they are not applicable, not required, or the
information required thereby is set forth in the Financi al
Statements or the notes thereto.

3. Exhibits - see Exhibit Index on page E-1.



AMERICAN FINANCIAL GROUP, INC. - PARENT ONLY
SCHEDULE | - CONDENSED FINANCIAL INFORMATION OF REGISTRANT

(In Millions)

Condensed Balance Sheet

Assets:
Cash and cash equival ents
I nvestnent in securities
I nvestment in subsidiaries (a)
O her investnments
O her assets

Liabilities and Shareholders' Equity:
Account s payabl e, accrued expenses and ot her
liabilities
Long-term debt
Shar ehol ders' equity

Condensed Statement of Earnings

Income:
Di vidends from subsidiaries (b)
Equity in undistributed earnings
of subsidiaries (b)
Real i zed gains (losses) on investments
I nvest nent and ot her incone (c)

Costs and Expenses:
I nterest charges on interconpany borrow ngs
I nterest charges on other borrow ngs
Loss on retirement of debt
O her operating and general expenses

Earni ngs from continui ng operations
before income taxes
Provi sion for incone taxes

Earni ngs from conti nui ng operations

Di sconti nued operations, net of tax

Net Earnings

December 31
2008 2007
$ 160.2 $ 15.6
26.0 34.9
3,131.6 3,764.5
2.3 2.3
11. 6 14.0
$3,331. 7 $3,831.3
$ 122.7 $ 209.4
719.0 575.8
2,490.0 3, 046. 1
$3,331. 7 $3,831.3
Year Ended Decenber 31,
2008 2007 2006
$774.8 $1, 057. 2 $531.5
(367.4) (347.9) 249. 2
(2.5) 2.7 (.9
(1.2 11. 6 6.3
403. 7 723.6 786. 1
20.6 41. 4 39.1
38.1 34.8 35.5
- .3 2.5
33.3 39.9 46. 2
92.0 116. 4 123.3
311.7 607. 2 662. 8
115.9 225. 8 234. 6
195. 8 381.4 428. 2
- 1.8 25.2
$195. 8 $ 383.2 $453. 4

I nvestnent in subsidiaries includes interconpany receivables and payabl es.

(a)
(b) Reflects dividend of GAFRI Conmmon Stock by GAl
(c)

I ncl udes mark-to-market adjustments on trading securities.

of $681.8 nmillion in 2007.



AMERICAN FINANCIAL GROUP, INC. - PARENT ONLY
SCHEDULE | - CONDENSED FINANCIAL INFORMATION OF REGISTRANT - CONTINUED

(In Millions)

Condensed Statement of Cash Flows

Operating Activities:
Net earni ngs
Adj ust ment s:
Equity in earnings of subsidiaries
Depreci ation and anortization
Real i zed (gains) |osses on investing
activities
Loss on retirement of debt
Change in balances with affiliates
Net (purchases) sales of trading securities
Decrease (increase) in other assets
Increase in other liabilities
Di vi dends from subsi di aries
O her
Net cash provided by operating activities

Investing Activities:
Capital contributions to subsidiaries (a)
Pur chases of investments
Sal es of investnents
Maturities and redenptions
O her
Net cash provided by (used in)
i nvesting activities

Financing Activities:
Addi ti onal |ong-term borrow ngs
Reducti ons of |ong-term debt
| ssuances of Conmmpn Stock
Repur chases of Commpn St ock
Cash divi dends paid
O her
Net cash provided by (used in)
financing activities

Net Increase (Decrease) in Cash and Cash Equivalents
Cash and cash equival ents at begi nni ng of year

Cash and cash equivalents at end of year

Year Ended Decenber 31,

2008 2007 2006
$195.8 $383. 2 $453. 4
(255.9) (460. 1) (514. 4)
1.8 1.9 1.6
2.8 (2.7) 1.0
- .3 2.5
65. 2 (3.6) (47.0)

5.8 (32.5) -
(-3) (2.7) 2.0
(60.8) 22.3 84.5
410.5 320.7 102.5
8.9 8.9 6.8
373.8 236.7 92.9
(292.7) (285.0) (2.5)
(4.9) (4.5) (1.8)
4.8 115.5 62.0
.2 5.0 21.9
(3.0 1.2 (.2)
(295. 6) (167.8) 79. 4

700.0 145.0 -
(557.1) (120. 8) (46.0)
21.6 17.5 37.1

(47.4) (199.1) -
(50.7) (41.9) (38.2)
- - 4_1)
_66.4 (199.3) _(47.2)
144. 6 (130. 4) 125.1
15. 6 146.0 20.9
$160. 2 $ 15.6 $146.0

(a) Includes anpunts contributed in 2007 to fund GAFRI's acquisition of

shares not previously owned by AFG



AMERICAN FINANCIAL GROUP, INC. AND SUBSIDIARIES
SCHEDULE V - SUPPLEMENTAL INFORMATION CONCERNING

PROPERTY-CASUALTY INSURANCE OPERATIONS
THREE YEARS ENDED DECEMBER 31, 2008

(IN MILLIONS)
COLUWN A COLUW B COLUWN C COLUMN D COLUMN E COLUWN F COLUWN G COLUMN H COLUMWN | COLUMWN J COLUMN K
(a) CLAI MB AND CLAI M
RESERVES FOR ADJUSTMENT EXPENSES ANORTI ZATI ON PAI D
DEFERRED UNPAI D CLAI VB (b) | NCURRED RELATED TO OF DEFERRED CLAI MB
AFFI LI ATI ON POLI CY AND CLAI N5 DI SCOUNT (c) NET POLI CY AND CLAI M
WTH ACQUI'SI TI ON ADJUSTVENT DEDUCTED IN | UNEARNED EARNED | NVESTMENT CURRENT PRI OR ACQUI'SI TI ON ADJUSTVENT PREM UNB
REG STRANT QosTS EXPENSES COLUMN C PREM UVB PREM UMB | NCOVE YEARS YEARS CosTS EXPENSES VR TTEN
CONSOLI DATED PROPERTY- CASUALTY ENTI TI ES
2008 $362. $6, 764 $36 $1,698 $2,867 $387 $1,864 ($242) $749 $1, 456 $2, 886
2007 $331 $6, 168 $37 $1.668 $2,703 $329 $1,531 ($.99) $654 $1,355 $2,.712
2006 $2, 563 $304 $1, 537 (857 $612 $1.308 $2. 658

(a) Gossed up for reinsurance recoverabl es of $2,610 and $2,300 at Decenber 31,
(b) Discounted at approximtely 6%
(c)

Grossed up for prepaid reinsurance prenmiuns of $406 and $390 at Decenber 31,

2008 and 2007,

2008 and 2007,

respectively.

respectively.




Signatures

Pursuant to the requirenents of Section 13 of the Securities Exchange Act of
1934, Anerican Financial Goup, Inc. has duly caused this Report to be signed on its
behal f by the undersigned, duly authorized.

Ameri can Financial G oup, Inc.

Si gned: February 27, 2009 BY:/s/CARL H. LINDNER |11
Carl H. Lindner 111
Co- Chi ef Executive Oficer

BY:/s/S. CRAI G LI NDNER
S. Craig Lindner
Co- Chi ef Executive Oficer

Pursuant to the requirenents of the Securities Exchange Act of 1934, this
Report has been signed bel ow by the foll owi ng persons on behal f of the Registrant
and in the capacities and on the dates indicated:

Si gnature Capacity Dat e
/s/ CARL H. LI NDNER Chai rman of the Board February 27, 2009
Carl H. Lindner of Directors
/s/CARL H. LINDNER |11 Di rector February 27, 2009

Carl H. Lindner |11

/s/'S. CRAI G LI NDNER Director February 27, 2009
S. Craig Lindner

/[ s/ THEODORE H. EMVERI CH Director* February 27, 2009
Theodore H. Emmerich

/ s/ JAMES E. EVANS Director February 27, 2009
James E. Evans

/ s/ TERRY S. JACOBS Director* February 27, 2009
Terry S. Jacobs

[ s/ GREGORY G JOSEPH Director* February 27, 2009
Gregory G Joseph

/ s/ KENNETH C. ANMBRECHT Director February 27, 2009
Kennet h C. Anbrecht

/s/IWLLIAMW VERITY Director February 27, 2009
WlliamW Verity

/s/JOHN I. VON LEHVAN Director* February 27, 2009
John |I. Von Lehman

/s/ KEI TH A. JENSEN Seni or Vice President February 27, 2009
Keith A. Jensen (principal financial and

accounting officer)

* Menber of the Audit Commttee
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INDEX TO EXHIBITS

AMERICAN FINANCIAL GROUP, INC.

Exhi bit Descri ption

Anended and Restated Articles of
I ncorporation, filed as Exhibit 3(a)

to AFG s Form 10-K for 1997. (*)
Amended and Restated Code of Regulations, filed as

Exhibit 3 to AFGs Form 8-K filed on Decenber 11, 2008. (*)
I nstrunents defining the rights of Regi strant has no
security hol ders. out standi ng debt i ssues

exceedi ng 10% of the
assets of Registrant and
consol i dat ed subsi di ari es.

Material Contracts:

2005 Stock Incentive Plan included in AFG s
2005 Proxy. (*)

Amended and Restated Deferred Conpensation Plan.
2009 Annual Co-CEO Equity Bonus Pl an.
2009 Annual Senior Executive Bonus Pl an.

2008 Annual Seni or Executive Bonus Plan, filed as
Exhibit 10(c) to AFG s Form 10-K for 2007. (*)

Anended and restated Nonqualified Auxiliary RASP.

Directors' Conpensation Plan, filed as
Exhibit 10(g) to AFG s Form 10-K for 2007. (*)

Credit Agreenent, dated March 29, 2006 anong

Ameri can Financial G oup, Inc. and AAG Hol di ng Conpany,

Inc., each as Borrowers, and several lenders, filed as

Exhibit 10.2 to AFGs Form 8-K filed on March 30, 2006. (*)

Amendrent to Credit Agreenent dated March 29, 2006, anobng

Ameri can Financial Goup, Inc., AAG Hol di ng Conpany, Inc.,

each as borrowers, and several |enders, filed as

Exhibit 10(i) to AFG s Form 10-K for 2007. (*)

Credit Agreenent, dated July 21, 2008 anpbng American

Fi nanci al Group, Inc., Wachovia Bank, National Association,

as Adm nistrative Agent, and several lenders, filed as

Exhibit 10.1 to AFGs Form 8-K filed on July 24, 2008. (*)

I ncorporated herein by reference.
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INDEX TO EXHIBITS - CONTINUED

AMERICAN FINANCIAL GROUP, INC.

Exhi bit Descri ption

Comput ation of ratios of earnings
to fixed charges

Subsi di ari es of the Registrant.
Consent of independent registered public accounting firm

Sar banes- Oxl ey Section 302(a) Certification of
Co- Chi ef Executive O ficer

Sar banes- Oxl ey Section 302(a) Certification of
Co- Chi ef Executive Oficer

Sar banes- Oxl ey Section 302(a) Certification of
Chi ef Financial Oficer.

Sar banes- Oxl ey Section 906 Certification of Co-Chief
Executive O ficers and Chief Financial Oficer.



AMERCIAN FINANCIAL GROUP, INC. AND SUBSIDIARIES

EXHIBIT 12- COMPUTATION OF RATIOS OF EARNINGS TO FIXED CHARGES
(Dollars in Millions)

Pretax incone (loss) excluding
di sconti nued operations
Mnority interest in subsidiaries
havi ng fi xed charges
Less undistributed equity in (earnings)
| osses of investees
Fi xed charges
Interest on annuities
I nterest expense
Debt di scount and expense
Portion of rentals representing
i nterest

EARNI NGS

Fi xed charges
Interest on annuities
I nterest expense
Debt di scount and expense
Portion of rentals representing
i nterest

FI XED CHARGES

Rati o of Earnings to Fixed Charges

Earni ngs in Excess of Fixed Charges

Year Ended Decenber 31,

2008 2007 2006
$311. 7 $ 607.2 $ 662.8
4.2 31.7 31.6
1.7 2.3 3.2
418.0 371.5 343.7
69.9 71.2 72. 4
1.6 2.0 1.9
13. 2 12.4 11.3
$820.3 $1,098.3 $1,126.9
$418.0 $ 371.5 $ 343.7
69.9 71.2 72. 4
1.6 2.0 1.9
13. 2 12.4 11.3
$502. 7 $ 457.1 $ 429.3
1.63 2.40 2.62
$317.6 $ 641.2 $ 697.6

2005 2004
$301. 7 $548. 3
25.5 28.3
7.8 4.9
341.6 313.6
79.3 81.0
3.9 3.8
10.3 11.8
$770.1 $991.7
$341. 6 $313. 6
79.3 81.0
3.9 3.8
10.3 11.8
$435.1 $410. 2
1.77 2.42
$335.0 $581.5



AMERICAN FINANCIAL GROUP, INC.

EXHIBIT 21 - SUBSIDIARIES OF THE REGISTRANT

The following is a list of subsidiaries of AFG at Decenber 31, 2008. All
corporations are subsidiaries of AFG and, if indented, subsidiaries of the conpany
under which they are |isted.

Per cent age of

Name of Conpany | ncor por at ed Omner shi p
Anerican Money Managenent Corporation Ghi o 100
APU Hol di ng Comnpany thio 100
Anerican Prenmier Underwiters, |nc. Pennsyl vani a 100
Prem er Lease & Loan Services |nsurance Agency, Inc. Washi ngt on 100
Prem er Lease & Loan Services of Canada, Inc. Washi ngt on 100
Republic I ndemity Conpany of Anmerica California 100
Republic I ndemity Conpany of California California 100
Great Anmerican Financial Resources, Inc. Del awar e 100
AAG Hol di ng Conpany, |nc. Ohio 100
Great Anerican Life |Insurance Conpany Ohi o 100
Annuity Investors Life Insurance Conpany Chi o 100
Loyal Anerican Hol di ng Corporation thio 100
Loyal Anerican Life |Insurance Conpany Ohi o 100
Manhatt an Nati onal Hol di ng Corporation Chi o 100
Manhattan National Life Insurance Conpany I1linois 100
Uni ted Teacher Associ ates |nsurance Conpany Texas 100
Ceres G oup, Inc. Del awar e 100
Central Reserve Life Insurance Conpany hio 100
Continental General Corporation Nebr aska 100
Continental GCeneral Insurance Conpany Ohi o 100
GAl Hol di ng Bernuda Ltd. Ber nuda 100
GAl I ndemity, Ltd. Uni t ed Ki ngdom 100
Mar ketform G oup Linmted Uni t ed Ki ngdom 67
Mar ket f orm Hol di ngs Limted Uni ted Ki ngdom 100
Lavenham Underwiting Limted Uni ted Ki ngdom 100
Mar ket form Li m ted Uni t ed Ki ngdom 100
Sanpford Underwiting Limted Uni t ed Ki ngdom 100
Great Anerican Hol ding, Inc. hio 100
Anerican Enpire Surplus Lines Insurance Conpany Del awar e 100
Anerican Enpire |Insurance Conpany Ohi o 100
M d-Conti nent Casualty Conpany Chi o 100
M d- Conti nent Assurance Conpany thio 100
Okl ahoma Sur ety Conpany Ohi o 100
Great Anerican |nsurance Conpany Chi o 100
Brot hers Property Corporation Ghio 80
Farnmers Crop Insurance Alliance, Inc. Kansas 100
GAl Warranty Conpany hi o 100
GAl Warranty Conpany of Florida Fl ori da 100
Great Anerican Alliance |Insurance Conpany Ohio 100
Great Anerican Assurance Conpany Ohi o 100
G eat Arerican Casualty Insurance Company Chi o 100
Great Anerican Contenporary |nsurance Conpany thio 100
Great Anerican E&S | nsurance Conpany Del awar e 100
G eat Anerican Fidelity Insurance Conpany Del awar e 100
Great Anerican |nsurance Conpany of New York New Yor k 100
Great Anerican Managenent Services, Inc. Ghio 100
Great Anerican Protection |Insurance Conpany hi o 100
Great Anerican Security Insurance Conpany hio 100
Great Anerican Spirit Insurance Conpany Ohio 100
National Interstate Corporation Ohi o 53
Nati onal Interstate |Insurance Conpany Chi o 100
National Interstate |Insurance Conpany of Hawaii, Inc. Ohio 100
Prof essi onal Ri sk Brokers, Inc. I1linois 100
Strategi c Conp Hol di ngs, LLC Loui si ana 100

The nanmes of certain subsidiaries are omtted, as such subsidiaries in the
aggregate woul d not constitute a significant subsidiary.
E-4



AMERICAN FINANCIAL GROUP, INC.

EXHIBIT 23 - CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

We consent to the incorporation by reference in the follow ng Registration
Statenents and rel ated Prospectuses of Anerican Financial Goup, Inc. of our reports
dat ed February 25, 2009, with respect to the consolidated financial statenments and
schedul es and the effectiveness of internal control over financial reporting of
Ameri can Financial Goup, Inc., included in the Annual Report (Form 10-K) for the
year ended Decenber 31, 2008.

Regi stration

Form Nunber Descri ption

S-8 33- 58825 St ock Option Plan

S-8 33- 58827 Enpl oyee Stock Purchase Pl an

S-3 333-102567 Di vi dend Rei nvest ment Pl an

S-8 333-117062 Nonenpl oyee Directors' Conpensation Pl an

S-8 333-14935 Retirement and Savings Pl an

S-8 333-91945 Def erred Compensation Pl an

S-8 333- 125304 2005 Stock Incentive Pl an

S-3 333-132742 Shel f Registration - Debt and Equity Securities

/s/ ERNST & YOUNG LLP
Cincinnati, Chio
February 25, 2009



AMERICAN FINANCIAL GROUP, INC.
EXHIBIT 31(a)

SARBANES-OXLEY SECTION 302(a) CERTIFICATIONS

I, Carl H Lindner 111, certify that:

1. | have reviewed this annual report on Form 10-K of Anerican Financial G oup,

I nc.;

2. Based on ny know edge, this report does not contain any untrue statement of a
material fact or onmit to state a material fact necessary to nake the statements
made, in |light of the circunstances under which such statements were nade, not
m sl eading with respect to the period covered by this report;

3. Based on ny know edge, the financial statenents, and other financial information
included in this report, fairly present in all material respects the financia
condition, results of operations and cash flows of the registrant as of, and for
the periods presented in this report;

4. The registrant's other certifying officers and | are responsible for establishing
and mai ntai ning disclosure controls and procedures (as defined in Exchange Act
Rul es 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as
defined in Exchange Act Rul es 13a-15(f) and 15d-15(f))for the registrant and
have:

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

b) Desi gned such internal control over financial reporting, or caused such
internal control over financial reporting to be designed under our
supervision, to provide reasonabl e assurance regarding the reliability of
financial reporting and the preparation of financial statements for externa
pur poses in accordance with generally accepted accounting principles;

c) Eval uated the effectiveness of the registrant's disclosure controls and
procedures and presented in this report our conclusions about the
ef fecti veness of the disclosure controls and procedures as of the end of the
peri od covered by this report based on such eval uation; and

d) Disclosed in this report any change in the registrant's internal contro
over financial reporting that occurred during the registrant's nost recent
fiscal quarter that has materially affected, or is reasonably likely to
materially affect, the registrant's internal control over financia
reporting; and

5. The registrant's other certifying officers and | have discl osed, based on our
nost recent evaluation of internal control over financial reporting, to the
registrant's auditors and the audit comittee of registrant's board of directors
(or persons performng the equival ent functions):

a) Al'l significant deficiencies and material weaknesses in the design or
operation of internal control over financial reporting which are reasonably
likely to adversely affect the registrant's ability to record, process,
summari ze and report financial information; and

b) Any fraud, whether or not material, that involves nanagenent or other
enpl oyees who have a significant role in the registrant's internal contro
over financial reporting.

February 27, 2009 BY: /s/Carl H Lindner I11

Carl H Lindner |11
Co- Chi ef Executive Oficer
(principal executive officer)



AMERICAN FINANCIAL GROUP, INC.
EXHIBIT 31(b)

SARBANES-OXLEY SECTION 302(a) CERTIFICATIONS

S. Craig Lindner, certify that:

1. | have reviewed this annual report on Form 10-K of Anerican Financial G oup,

I nc.;

2. Based on ny know edge, this report does not contain any untrue statement of a
material fact or onmit to state a material fact necessary to nake the statements
made, in light of the circunstances under which such statenments were nmade, not
m sl eading with respect to the period covered by this report;

3. Based on ny know edge, the financial statenents, and other financial information
included in this report, fairly present in all material respects the financia
condition, results of operations and cash flows of the registrant as of, and for,
the periods presented in this report;

4. The registrant's other certifying officers and | are responsible for establishing
and mai ntai ning disclosure controls and procedures (as defined i n Exchange Act
Rul es 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as
defined in Exchange Act Rul es 13a-15(f) and 15d-15(f))for the registrant and
have:

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

b) Desi gned such internal control over financial reporting, or caused such
internal control over financial reporting to be designed under our
supervision, to provide reasonabl e assurance regarding the reliability of
financial reporting and the preparation of financial statements for externa
pur poses in accordance with generally accepted accounting principles;

c) Eval uated the effectiveness of the registrant's disclosure controls and
procedures and presented in this report our conclusions about the
ef fectiveness of the disclosure controls and procedures as of the end of the
peri od covered by this report based on such eval uation; and

d) Disclosed in this report any change in the registrant's internal contro
over financial reporting that occurred during the registrant's nost recent
fiscal quarter that has materially affected, or is reasonably likely to
materially affect, the registrant's internal control over financia
reporting; and

5. The registrant's other certifying officers and | have discl osed, based on our
nost recent evaluation of internal control over financial reporting, to the
registrant's auditors and the audit comittee of registrant's board of directors
(or persons performng the equival ent functions):

a) Al'l significant deficiencies and material weaknesses in the design or
operation of internal control over financial reporting which are reasonably
likely to adversely affect the registrant's ability to record, process,
summari ze and report financial information; and

b) Any fraud, whether or not material, that involves nanagenent or other
enpl oyees who have a significant role in the registrant's internal contro
over financial reporting.

February 27, 2009 BY: /s/S. Craig Lindner

S. Craig Lindner
Co- Chi ef Executive Oficer
(principal executive officer)



AMERICAN FINANCIAL GROUP, INC.
EXHIBIT 31(c)

SARBANES-OXLEY SECTION 302(a) CERTIFICATIONS

Keith A. Jensen, certify that:

1. | have reviewed this annual report on Form 10-K of Anerican Financial G oup,

I nc.;

2. Based on ny know edge, this report does not contain any untrue statement of a
material fact or onmit to state a material fact necessary to nake the statements
made, in |ight of the circunstances under which such statements were nade, not
m sl eading with respect to the period covered by this report;

3. Based on ny know edge, the financial statenents, and other financial information
included in this report, fairly present in all material respects the financia
condition, results of operations and cash flows of the registrant as of, and for
the periods presented in this report;

4. The registrant's other certifying officers and | are responsible for establishing
and mai ntai ning disclosure controls and procedures (as defined in Exchange Act
Rul es 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as
defined in Exchange Act Rules 13a-15(f) and 15d-15(f))for the registrant and
have:

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

b) Desi gned such internal control over financial reporting, or caused such
internal control over financial reporting to be designed under our
supervision, to provide reasonabl e assurance regarding the reliability of
financial reporting and the preparation of financial statements for externa
pur poses in accordance with generally accepted accounting principles;

c) Eval uated the effectiveness of the registrant's disclosure controls and
procedures and presented in this report our conclusions about the
ef fectiveness of the disclosure controls and procedures as of the end of the
peri od covered by this report based on such eval uation; and

d) Disclosed in this report any change in the registrant's internal contro
over financial reporting that occurred during the registrant's nost recent
fiscal quarter that has materially affected, or is reasonably likely to
materially affect, the registrant's internal control over financia
reporting; and

5. The registrant's other certifying officers and | have discl osed, based on our
nost recent evaluation of internal control over financial reporting, to the
registrant's auditors and the audit comittee of registrant's board of directors
(or persons performng the equival ent functions):

a) Al'l significant deficiencies and material weaknesses in the design or
operation of internal control over financial reporting which are reasonably
likely to adversely affect the registrant's ability to record, process,
summari ze and report financial information; and

b) Any fraud, whether or not material, that involves nmanagenment or ot her
enpl oyees who have a significant role in the registrant's internal contro
over financial reporting.

February 27, 2009 BY: /s/Keith A Jensen

Keith A Jensen

Seni or Vice President

(principal financial and
accounting officer)



AMERICAN FINANCIAL GROUP, INC.

EXHIBIT 32
CERTIFICATION OF CHIEF EXECUTIVE OFFICER AND CHIEF FINANCIAL OFFICER

Pursuant to section 906 of the Sarbanes-Oxley Act of 2002

In connection with the filing with the Securities and Exchange Conmi ssion of the
Annual Report of Anerican Financial Goup, Inc. (the "Conmpany”) on Form 10-K for the
peri od ended Decenber 31, 2008 (the "Report"), the undersigned officers of the
Conpany, certify, pursuant to section 906 of the Sarbanes-Oxl ey Act of 2002, that to
the best of their know edge:

(1) The Report fully conplies with the requirenments of section 13(a)
or 15(d) of the Securities Act of 1934; and

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

February 27, 2009 BY: /s/S. Craig Lindner
Dat e S. Craig Lindner
Co- Chi ef Executive Oficer

February 27, 2009 BY: /s/Carl H. Lindner 111
Dat e Carl H. Lindner I11
Co- Chi ef Executive Oficer

February 27, 2009 BY: /s/Keith A Jensen
Dat e Keith A. Jensen
Seni or Vice President
(principal financial and
accounting officer)

A signed original of this written statement will be retained by the Registrant and
furnished to the Securities and Exchange Commission or its staff upon request.
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