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CHAIRMAN'S REPORT

MY FELLOW SHAREHOLDERS:

As | complete my first year as the Chairman of
your Board of Directors, many of my prior
personal observations have become more
sharply focused.

Namely, the Company is and has been well
managed by your Board and the involvement
of USA Risk, our day-te-day managers. The
credit for this belongs to Ren Katck, our
immediate past chairman, and the dedication
and hard work of our Board members. Ron
served on the Amerlnst Board since its
inception and it is clear from our perfor-
mance that the Company has benefited from
his foresight.

{ would also iike to personally acknowledge
the work and dedication of Jerry Atkinson,
who will be leaving the Board at our Annual
General Meeting on June 10, 2008. During
the last ten years, Jerry has chaired the
Shareholder Relations committee and has
been an integral part of the Company’s past,
present and future growth.

The Company demonstrated continued
financial strength in 2007:

« Qur operating results were solidly
profitable for the fifth consecutive year.
The company paid a special dividend of
$.70 per share in March 2007 and
continued the regular dividend of $.90
per share. Qur net income in 2007 and
2006 was $3,057,600 and $3,312,962
respectively. Our basic earnings per
share were $4.05 per share in 2007 and
$4.76 per share in 2006.

e Amerinst continues to maintain its
strong financial position, In 2007, A M.
Best Cpmpany gave us a rating of A-
(Excellent), for the 14th consecutive
year. Qver the last 14 years, we have
maintained conservative underwriting
leverage, which is better than peer
comparisons. Our capital is invested in
high-grade debt securities and listed
equities with emphasis on safety of
principal. Partially offsetting these
positive rating factors were the
company's narrow spread of underwrit-

ing risk and high investment leverage.
For a copy of A.M. Best's Annual Rating
Report, go to www.ambest.com or
contact us at amerinst@vim.usarisk.com.

» The possibility always exists that a
significant contraction could oceur in
existing professional malpractice
insurance markets, similar to the hard
market conditions of the 1980s. In that
event, Amerlnst's financial strength
ensures the likelinood that your
Company will be able to provide, subject
to normal underwriting standards,
affordable professional liability insurance
— first to its shareholders and then to
other CPA practitioners.

2007 Activities/Accomplishments:

e [n 2007, the Board fermed a Share-
holder Advisory Group composed of
Board members and shareholders to
develop parameters for the strategic
future of Amerinst. From time-to-time,
the Board may solicit thoughts from
shareholders to ensure that the
Company continues to fulfill its mission
to provide stability in the insurance
markets while helping Amerinst create a
legacy for future generations of CPAs.

« Beginning in the fall of 2007, the Board
has been engaged in a strategic planning
process to determine the Company’s
long term goals for the next decade in
order to enhance shareholder value. As
we go through this process, it becomes
more apparent that we have many
opportunities and challenges ahead.
This process will be completed soon and
the Board will make a report on its
findings at the Annual General Meeting in
June 2008.

¢ Since 2005, the Company's Community
Relations Program has honored CPA
State Societies that actively give back to
their communities. We are pleased to
announce that this year's winners are
Montana and Washington. Each state
society will he awarded a $5,000 grant
for its innovative and extraordinary work.
This year's winners join previous
honorees Michigan, Kentucky, Ohio and
New Hampshire.

e Your Company continued to keep
shareholders abreast of our activities
through regular shareholder letters and
a bi-annual newsletter, Amerinst Advisor.
You will find current information about
our activities on our website, http://
www.Amerlnst.bm, and in the most
recent issue of Amerinst Advisor.

BOOK VALUE PER SHARE

35.00

30.00
25.00 -
20.00
15.00

Dec-03

Dec-04

$22.97  $24.76

The book value per share amounts have been adjusted retroactively for
all periods presented to reflect the share dividend of two shares for every
share outstanding completed in the second quarter of 2006.
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Shareholder Benefits:

o Amerinst continues to provide strong
retuens to investors. In recent years, the
board has implemented certain initiatives
intended to improve shareholder liquidity
and increase the capital invested in Amerlinst.

» Your Gompany currently stands ready to buy
back shares at book value from sharehold-
ers at retirement, disability or death,

» Qur original sharehalders have seen the
value of their investment increase more
than fourfold from the original offering
price of $8.33, the adjusted cost per
share in December 1987, to $36.17 per
share at December 31, 2007. During
this time, shareholders received total
dividend payments exceeding 100% of
their original investment. The Company
continued a regular annual dividend,
which has increased in 2008 to $.94 per
share. To the extent permitted under
applicable regulatory requirements, and
$0 long as appropriate in light of the
Company's financial condition, the
Company intends to continue to pay
annual dividends of $.94 per share. For
ali of you wha helped to launch Amerlnst
in 1987, your investment has resulted in
an effective annual rate of return of
10.69% when measured by a total rate
of return calculation.

Due to multiple market events in the 1980’s,
there was a lack of adequate liability insurance
protection for the CPA profession, and many
CPA firms could not afford to purchase
protection - as a result, they went “bare.”

It has been two decades since the insurance
markets behaved that erratically, and we hope
that financial conditions will remain stable so that
this situation will not occur again. Nevertheless,
our goal is to operate a conservatively-driven
financial services company that stands ready to
offer liability insurance protection to the
accounting community.

We gratefully acknowledge and thank the
foresight of those CPA firms who originally
invested in Amerlnst in 1988. Our original
mission remains intact. We are passionately
devoted to providing protection for genera-
tions of CPA firms while maintaining and
enhancing the vatue of all of your investments
in Amerinst.

The Amerinst Board is composed

photagraph: Thomas Lillie.

Sate Harbor Statement under the Private Securities Reform Act of 1995

LT - g s

ol 1 Bermudian and 8 U.S. CPAs who are: Fro
feft, bottom row: Jerry Harris, Jeff Gillman, Jerry Atkinson, David Thompson, John
Schiffman. Top row: Stuar! Grayston, Ron Katch, Irv Dizmond. Missing from

| am pleased and honored to be your
Chairman and by the confidence the Board
has expressed in me and these initiatives. |
pledge my unflagging efforts to achieve
Amerlnst’s mission.

It you have questions or comments, please
contact me at (505) 998-3205 or
idiamond@redw.com. | will be delighted to
hear from you.

S TS

Irv Diamond, CPA
Chairman

i

I
Certain statements in this Chairman's Letter are forward-looking statements witiin the meaning of the Privaie Securities Litigation Reform Act of 1995 (the “Act”}, including but no
limited fo Amerinst’s completion of ifs sirategic plan, Amerinst’s willingness io repurchase shares of its common stock af book value upon the retirement, disabiifty or death of a
shareholder and the amount and timing of future shareholder dividends. Additionally, words such as “intend,” “plan,” *will” and other similar expressions are forwarg-iooking
statements wilhin the meaning of the Act. Some or all of the events or results anticipated by these forward-fooking statements may not occur, Factors that could cause or contribule
such differences include the difficulties in designing and implementing a strategic pfan, unexpected events which require Amerinst to conserve its working capital and changes il
legal or reguiatory environment in which Amerinst operates. Further information about Amerinst’s risk factors is contained in its fitings with the Securities and Exchange
Comemission, including the annual report on Form 10-K for the year ended December 31, 2007, Amerinst does not undertake any duty nor does it intend to update the resufls of

these forward-looking statements.
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RESULTS FOR THE YEAR

Our net income decreased to $3,057,600 in
2007, compared to net income of
$3,312,962 in 2006. The decrease in net
income from 2006 to 2007 is primarily due
to the reduction of loss reserves by $2.8
million compared to a reduction in loss
reserves in 2006 by $3.1 miilion. Due to the
uncertainty inherent in the reinsurance
policies written by the Company, we have
always adopted a conservative policy
concerning our loss reserving. An actuarial
review and projection is performed for us by
our independent actuary as of June 30 and
Cecember 31 of each year. We review the
actuarial estimates throughout the year for
the possible impact on our financial
position. Based on the analysis by the
Company’s actuaries, a reduction of $2.8
million from unpaid losses and loss reserves

$5,000,000

$4,000,000 -

$3,000,000 4

$2,000,000 -

$1,000,000 -

%0

NET INCOME (LOSS)

184,770,148

Dec-03

Dec-04

$3,312,962

$3,085,121 $3,057,600
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occurred in the fourth quarter of 2007, This
was the resuit of the completion of the
December 31 actuarial review, which
indicated positive loss development in policy
years 1994 to 2002.

Net premiums earned decreased by 7.6%
in 2007 to $7,973,646 from $8,628,534.
The decrease in net premiums earned
during 2007 was due to an adjustment for
premiums over-ceded in prior years under
the AICPA Professional Liability Insurance
Plan treaty.

Policy acquisition costs result primarily from
ceding commissions paid to ceding
companies and are contractually determined
by reinsurance agreements.

Net investment income includes amounts
earned on the Company’s investment
portfolio and cash equivalents, and divi-
dends on equity investments, net of
investment expenses. Netinvestmentincome
increased $246,425, or 18.0%, in 2007 to
$1,612,384 from $1,365,959 in 2006. The
primary reasons for the increase were a
general increase in interest rates from 2006
to 2007 and a higher amount invested in
2007 compared to 2006. Net realized gains
decreased $199,234 in 2007 to $921,029
from $1,120,263 in 2006.

Invested assets, including investments, cash
and cash equivalents and restricted cash and
cash equivalents, increased by $779,005, or
1.40%, to $56,240,428 in 2007 compared to
$55,461,423 in 2006. The increase was due
to anincrease in the fair value investments.
Investment yield of net investment income
and net realized gains and losses in 2007 as
of December 31 was 4.5% as compared to
4.7% in 2008.
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Cur losses and lpss adjustment expenses
decreased by 9% to $2,993,065 in 2007
from $3,287 658 in 2006. These amounts
included favorable development of prior
years’ estimates of losses and loss
adjustment expenses of $2,790,997 in
2007 and $3,072,636 in 2006. Our loss
ratio, calculated as the ratio of losses and
loss adjustment expenses to net premi-
ums earned, was 37.5% in 2007 and
38.1% in 2006.

Operating and management expenses
increased by 11.1% in 2007 to
$2,187,072 from $1,968,124 in 2006.
The primary reasons for this increase
were patent and business development
expenses for RINITS™.

The book value per share of the Company's
stock at December 31 was $36.17 per share
in 2007 and $33.37 in 2006. The Company
paid dividends during 2007 totaling
$1,209,850 consisting of semi-annual
dividends paid in March and September of
$0.45 per share, and a special dividend of
$0.70 per share paid in March 2007. On
February 29, 2008, the Board of Directors
dectared a semi-annual dividend of $0.47
per share paid on March 31, 2008 to
shareholders of record on February 29,
2008. Continuation of our semi-annual
dividend payments, in March and September,
is subject to the Board's continuing
evaluation of qur level of surplus compared
to our capacity to accept more business.
One of the Board’s abjectives is to build net
worth to support future business expansion.

30,600,000
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25,000,000 4

22,500,000

20,000,000
17,500,000
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STOCKHOLDERS' EQUITY

$27.112,699
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Introductory Note

Caution Concerning Forward-Looking Statements

Certain statements contained in this Form 10-K, or otherwise made by our officers, including statements
related to our future performance and our outlook for our businesses and respective markets, projections,
statements of our management’s plans or objectives, forecasts of market trends and other matters, are “forward-
looking statements” within the meaning of the Private Securities Litigation Reform Act of 1995, and contain
information relating to us that is based on the beliefs of our management as well as assumptions made by, and
information currently available to, our management. The words “anticipate,” “expect,” “believe” and similar
expressions as they relate 1o us or our management are intended to identify forward-looking statements, Such
statements reflect our management’s current views with respect to future events and are subject to certain risks,
uncertainties and assumptions that could cause actual results to differ materially from those reflected in any
forward-looking statements. Our actual future results may differ materially from those set forth in our forward-
looking statements. Factors that might cause such actual results to differ matenaily from those reflected in any
forward-looking statements include, but are not limited to the factors discussed in detail in Part I, Item [ A, “Risk
Factors” and Part I, ltem 7, “Management’s Discussion and Analysis of Financial Condition and Results of
Operations” in this form 10-K, as well as:

» the occurrence of catastrophic events with a frequency or severity exceeding the Company’s
expectations;

* adecrease in the level of demand for reinsurance or an increase in the supply of reinsurance capacity;

= increased competitive pressures, including the consolidation and increased globalization of reinsurance
providers:

» actual losses and loss expenses exceeding the Company’s loss reserves, which are necessarily based on
the actuarial and statistical projections of ultimate losses;

* changing rates of inflation and other economic conditions;
» changes in the legal or regulatory environments in which we operate; and

» other risks, including those risks identified in any of our other filings with the Securities and Exchange
Commission.

The foregoing review of important factors should not be construed as exhaustive and should be read in
conjunction with other cautionary statements that are included herein. Readers are cautioned not to place undue
reliance on these forward-looking statements, which reflect our management’s analysis only as of the date they
are made. We undertake no obligation to release publicly the results of any future revisions we may make to
forward-looking statements to reflect events or circumstances after the date hereof or to reflect the occurrence of
unanticipated events.

PART I

Item 1. Business
General

Unless otherwise indicated by the context, in this annual report we refer to Amerlnst Insurance Group, Ltd.
and its subsidiaries as the “Company,” “we” or “us.” Also, unless otherwise indicated by the context, “Amerlnst”
means the parent company, Amerlnst Insurance Group, Ltd. Our principal offices are ¢c/o USA Risk Group
(Bermuda) Ltd,, Windsor Place, 18 Queen Street, 27 Floor, P.O. Box HM 1601, Hamilton HM GX, Bermuda.
Amerlnst, a Bermuda company, was formed in 1998. On December 2, 1999, Amerlnst and its predecessor entity,
Amerlnst Insurance Group, Inc. (“AMIG"), a Delaware corporation, consummated an exchange transaction

3




pursuant to an Exchange Agreement, in which AMIG transferred all of its assets and liabilities to Amerinst in
exchange for newly issued commeon shares of AmerInst. AMIG was then liquidated and its shareholders received,
on a share-for-share basis, the newly issued common shares of Amerlnst.

Qur primary purpose is to maintain an insurance company which is intended to exert a stabilizing influence
on the design, pricing and availability of accountants’ professional liability insurance. Historically, the sole
business activity of our wholly owned insurance company subsidiary, Amerinst Insurance Company, Ltd.
(“AMIC Ltd.™), has been to act as a reinsurer of professional liability insurance policies that are issued under the
Professional Liability Insurance Plan sponsored by the American Institute of Certified Public Accountants
(“AICPA™). The AICPA plan offers professional liability coverage to accounting firms and individual certified
public accountants (“CPAs”) in all 50 states. Effective June 1, 2005, we accepted a 5% share in the first excess
layer of $2,000,000 excess of $1,000,000 of CAMICO Mutual Insurance Company (“CAMICQ"), a California-
based writer of accountants’ professional liability business. Effective June 1, 2007, the contract renewed with our
share amended to 2.5%, but of a $4 million excess $1 million layer. Approximately 25,000 accounting firms and
individual CPAs are insured under these plans. We also reinsured attorneys’ professional liability in 2003. We
continue to look for ways in which it may be advantageous to expand our business to include the reinsurance of
lines of coverage other than accountants’ professional liability. Any such expansion may be subject to our
obtaining regulatory approvals, among other things.

Qur reinsurance activity depends upon agreements with outside parties. In August 1993, AMIG, our
predecessor entity, began the current reinsurance relationship with CNA Financial Corporation (“*CNA”), taking
a 10% participation of the first $1,000,000 of liability of each policy written under the AICPA plan. Effective
December 1999, we began taking a 10% share of CNA’s “value plan” business. The “value plan™ provides for
separate limits up to $1,000,000 for losses and separate limits up to $1,000,000 for expenses per occurrence and
$2,000,000 in the aggregate. The maximum limits under the “value plan” are $2,000,000 per occurrence and
$4,000,000 in the aggregate. We renewed our existing arrangements on January 1, 2007.

We have entered into reinsurance agreements with CNA and CAMICO and intend to cooperate with them
through such reinsurance agreements, but have no contractual right to long-term involvement with either the
AICPA plan or CAMICO, Similarly, other than the current terms of our reinsurance agreements, we are not
obligated to use our reinsurance capacity as part of either insurance program that is offered to the CPA profession
and may, at the discretion of our board of directors, provide reinsurance for other coverage, including other
accountants’ professional liability coverage.

Third-party Managers and Service Providers

USA Risk Group (Bermuda) Ltd. provides the day-to-day services necessary for the administration of our
business. Shareholder services are conducted by USA Risk Group of Vermont, Inc., an affiliate of USA Risk
Group (Bermuda) Ltd.

The Couniry Club Bank of Kansas City, Missouri, provides portfolio management of fixed-income
securities and directs our investments pursuant to guidelines approved by us. Harris Associates L.P., Harris
Alternatives Investment Group, and Northeast Investment Management, Inc. provide discretionary investment
advice with respect to our equity investments. We have retained Milliman USA, an independent casualty
actuarial consulting firm, to render advice regarding actuarial matters.

Professional Liability Coverage

The form of professional liability policy issued by CNA which we ultimately reinsure is a Professional
Liability Company Indemnity Policy form. The coverage provided under this policy is on a “claims made” basis,
which means the policy covers only those losses resulting from claims asserted against the insured during the
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policy period. The insuring clause of the policy, which indemnifies for losses caused by acts, errors or omissions
in the insured’s performance of professional accounting services for others, is in three parts:

Clause A indemnifies the accounting firm insured and, unless excluded by endorsements, any predecessor
firms;

Clause B indemnifies any accountant or accounting firm while performing professional accounting services
under contract with the insured; and

Clause C indemnifies any former or new partner, officer, director or employee of the firm or predecessor
firms.

Depending on the insured, defense costs for the policies issned by CNA (and reinsured by us) are either
within the policy limits or in addition to policy limits. CNA charges an additional premium to cover the cost of
providing defense costs in addition to the policy limits under its “value plan.” Insureds under the value plan have
separate limits for losses and defense costs. Settlements are made only with the written consent of the insured,
However, if the insured contests the settlement recommended by the insurer, those policies will only cover costs
that do not exceed the lesser of the amount for which the claim could have been settled or the policy limits.

Effective January 1, 2003, we entered into a 15% quota share participation of the attorneys’ professional
liability coverage provided by Professionals Direct Insurance Company. This participation terminated on
December 31, 2003. However, we remain potentially liable for claims related to this period of coverage.

Effective June 1, 2005, we accepted a 5% share in CAMICOs first excess layer of $2,000,000 excess of
$1,000,000. The contract renewed on June 1, 2006. Effective June 1, 2007, the contract renewed with our share
amended to 2.5% of a $4 million excess $1 million layer.

Competition

The AJCPA plan’s current major competition comes from three large, established insurance companies. A
number of smaller companies compete in the field, but none have significant nationwide market share. Many of
these companies charge lower premiums than the AICPA plan, and may provide different terms of coverage. The
AICPA plan’s principal competitive strength is its commitment to the use of large, financially strong and
experienced primary insurers which enhances its capacity to continue to be a stable and dependable source of
coverage and to pay losses as they arise.

Licensing and Regulation

The rates and terms of reinsurance agreements generally are not subject to regulation by any governmental
authority. This is in contrast to direct insurance policies, the rates and terms of which are subject to regulation by
state insurance departments. As a practical matter, however, the rates charged by primary insurers place a limit
upon the rates that can be charged by reinsurers.

Amerlnst, through its wholly-owned subsidiary, AMIC Ltd., is subject to regulation under the insurance
laws of Bermuda, where AMIC Ltd. and Amerlnst are domiciled.

Bermuda Regulation

AMIC Ltd., as a licensed Bermuda insurance company, is subject to regulation under The Insurance Act of
1978, as amended, and related regulations, which provide that no person shall conduct insurance business,
including reinsurance, in or from Bermuda unless registered as an insurer under the Insurance Act by the
Supervisor of Insurance. In deciding whether to grant registration, the Supervisor of Insurance has discretion to
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act as he thinks fit in the public interest. The Supervisor of Insurance is required by the [nsurance Act to
determine whether an applicant for registration is a fit and proper body to be engaged in insurance business and,
in particular, whether it has, or has available to it, adequate knowledge and expertise. In connection with
registration, the Supervisor of Insurance may impose conditions relating to the writing of certain types of
insurance.

The Insurance Act requires, among other things, that Bermuda insurance companies meet and maintain
certain standards of liquidity and solvency, file periodic reports in accordance with the Bermuda Statutory
Accounting Rules, produce annual audited statutory financial statements and maintain a minimum leve! of
statutory capital and surplus. In general, the regulation of insurers in Bermuda relies heavily upon the directors
and managers of a Bermuda insurer, each of which must certify each year that the insurer meets the solvency,
liquidity and capital requirements of the Insurance Act. Furthermore, the Supervisor of Insurance is granted
powers to supervise, investigate and intervene in the affairs of insurance companies, Significant aspects of the
Bermuda insurance regulatory framework are described below.

An insurer’s registration may be canceled by the Supervisor of Insurance on grounds specified in the
Insurance Act, including the failure of the insurer to comply with the obligations of the Insurance Act or if, in the
opinion of the Supervisor of Insurance, the insurer has not been carrying on business in accordance with sound
insurance principles,

Every registered insurer must appoint an independent auditor approved by the Supervisor of Insurance. That
auditor must annually audit and report on the statutory financial statements and the statutory financial return of
the insurer, both of which are required to be filed annually with the Supervisor of Insurance. The approved
auditor may be the same person or firm that audits the insurer’s financial statements and reports for presentation
to its shareholders.

The Insurance Act provides that the statutory assets of an insurer must exceed its statutory liabilities by an
amount greater than the prescribed minimum solvency margin. Pursuant to the Insurance Act, AMIC Ltd. is
registered as a Class 3 insurer and, as such: (i} is required to maintain a minimum solvency margin equal to the
greatest of: (x) $1,000,000, (¥} 20% of net premiums written in its current financial year up to $6,000,000 plus
15% of net premiums written in its current financial year over $6,000,000, or (z) 15% of loss reserves; (ii) is
required to file annually with the Supervisor of Insurance a statutory financial return together with a copy of its
statutory financial statements which includes a report of the independent auditor concerning its statutory financial
statements, a declaration of the statutory ratios, and the related solvency certificate, and an opinion of a loss
reserve specialist in respect of its loss and loss expense provisions, all within four months following the end of
the relevant financial year; (iii) is prohibited from declaring or paying any dividends during any financial year if
it is in breach of its minimum solvency margin or minimum liquidity ratic or if the declaration or payment of
such dividends would cause it to fail to meet such margin or ratio (if it fails to meet its minimum solvency
margin or minimum liquidity ratio on the last day of any financial year, it will be prohibited, without the
approval of the Supervisor of Insurance, from declaring or paying any dividends during the next financial year);
(iv) is prohibited, without the approval of the Supervisor of Insurance, from reducing by 15% or more its total
statutory capital, as set out in its previous year’s financial statements; and (v) if it appears to the Supervisor of
Insurance that there is a risk of an insurance company becoming insolvent or that it is in breach of the Insurance
Act or any conditions imposed upon its registration, the Supervisor of Insurance may, in addition to the
restrictions specified above, direct it not to declare or pay any dividends or any other distributions or may restrict
it from making such payments to such extent as the Supervisor of Insurance may think fit.

The Insurance Act also provides a minimum liquidity ratio for general business. An insurer engaged in
general business is required to maintain the value of its relevant assets at not less than 75% of the amount of its
relevant liabilities. Relevant assets include cash and time deposits, quoted investments, unguoted bonds and
debentures, first liens on real estate, investment income due and accrued, accounts and premiums receivable and
reinsurance balances receivable. There are certain categories of assets which, unless specifically permitted by the

6




Supervisor of Insurance, do not automatically qualify such as advances to affiliates, real estate and collateral
loans. The relevant liabilities are total general business insurance reserves and total other liabilities less deferred
income tax and sundry liabilities (by interpretation, those not specifically defined). Based upon the foregoing, the
investment by AMIC Ltd. in an investment subsidiary, Amerlnst Investiment Company, Ltd. (“Investco™),
requires the specific approval of the Supervisor of Insurance for classification as a relevant asset, which we have
received.

The Supervisor of Insurance may appoint an inspector with extensive powers to investigate the affairs of an
insurer if the Supervisor of Insurance believes that an investigation is required in the interest of the insurer’s
policyholders or persons who may become policyholders. In order to verify or supplement information otherwise
provided to him, the Supervisor of Insurance may direct an insurer to produce documents or information in
relation to matters connected with the insurer’s business.

If it appears to the Supervisor of Insurance that there is a risk of an insurer becoming insolvent, or if the
insurer is in breach of the Insurance Act or the regulations or of any condition imposed on its registration as an
insurer, the Supervisor of Insurance may direct the insurer in certain respects, including not to take on any new
insurance business; not to vary any insurance contract if the effect would be to increase the insurer’s liabilities;
not to make certain investments; to realize certain investments; to maintain in, or transfer to and to keep in the
custody of, a specified bank, certain assets; not to declare or pay any dividends or other distributions or to restrict
the making of such payments; and/or to limit its premiums,

As a Bermuda insurer, we are required to maintain a principal office in Bermuda and to appoint and
maintain a principal representative in Bermuda. For the purpose of the Insurance Act, our principal office is
¢/o USA Risk Group (Bermuda) Ltd., Windsor Place, I'8 Queen Street, 2™ Floor, P.O. Box HM 1601, Hamilton
HMGX, Bermuda, which is our principal representative in Bermuda. An insurer may only terminate the
appointment of its principal representative with a reason acceptable to the Supervisor of Insurance, and the
principal representative may not cease to act as such, unless the Supervisor of Insurance is given 21 days’ notice
in writing of the intention to do so. It is the duty of the principal representative, upon reaching the view that there
is a likelihood of the insurer for which he acts becoming insolvent or it coming to his knowledge, or his having
reason to believe, that an “event” has occurred, to provide verbal notification immediately, and make a report in
writing to the Supervisor of Insurance setting out all the particulars of the case that are available to him within
14 days. Examples of such an “event” include failure by the insurer to comply substantially with a condition
imposed upon the insurer by the Supervisor of Insurance relating to a solvency margin or liquidity or other ratio.

Our business is conducted from offices in Hamilton, Bermuda, We manage our investments, directly and
through AMIC Ltd., through independent investment advisors in the U.S. or other investment markets as needed
and appropriate. We do not operate as an investment manager or as a broker dealer requiring registration under

. investment advisory or securities broker regulations in the U.S., Bermuda or otherwise. The directors and officers
of AMIC Ltd. negotiate reinsurance treaties for acceptance in Bermuda. Among other matters, the following
business functions are conducted from our Bermuda offices: (i} communications with our shareholders, including
financial reports; (i) communications with the general public of a nature other than advertising; (iii) solicitation
of the sale by us or any of our subsidiaries of shares in any of such entities; (iv) accepting subscriptions of new
shareholders of the Company; (v) maintenance of principal corporate records and original books of account;

{vi} audit of original books of account; (vii) disbursement of funds in payment of dividends, claims, legal fees,
accounting fees, and officers’ and directors’ fees; (viii) arrangement for and conduct of meetings of our
shareholders and directors and shareholders and directors of our subsidiaries; and (ix) execution of repurchases
of our shares and shares of our subsidiaries. We do not maintain an office or place of business in the United
States.

AMIC Ltd.’s ability to pay dividends to Amerlnst is subject to the provisions of the Bermuda insurance and
companies laws. Under the Companies Act, that subsidiary would be prohibited from declaring or paying a
dividend at December 31, 2007 if such payment would reduce the realizable value of its assets to an amount less
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than the aggregate value of its liabilities, issued share capital, and share premium accounts. As at December 31,
2007, approximately $20 million was available for the payment of dividends to shareholders. In addition, that
subsidiary must be able to pay its liabilities as they come due after the payment of a dividend. Our ability to pay
dividends to common shareholders and to pay our operating expenses is dependent on cash dividends from our
subsidiaries. The payment of such dividends by AMIC Ltd., including its subsidiary Investco, to us is also
limited under Bermuda law by the Insurance Act and related regulations which require that AMIC Ltd. maintain
minimum levels of solvency and liquidity. For the years ended December 31, 2007, 2006 and 2005 these
requirements have been met as follows:

Statutory
Capital & Surplus Liquid Assets
Minimum Actual Minimum Actual
December 31,2007 ................ $4,111,443  $25,135361 $32,946,033  $69,063,405
December 31,2006 ................ $4,224205 $23,118,869 $33,233,869 367,505,696
December 31,2005 ................ $4,332,693  $18,960,063  $33,393,992  $63,485,386

Customers

Our only source of income, other than our investment portfolio, is our reinsurance treaties. Without such
reinsurance treaties, we believe current levels of investment income would provide enough revenue to continue
operations while the Company evaluated other reinsurance and insurance opportunities.

Employees

We have no employees. Our operating activities, as well as certain management functions, are performed by
USA Risk Group (Bermuda) Lid. under the direction of our board of directors pursuant to a contract. This
contract may be terminated by either party on not more than 90 and not less than 60 days prior written notice.

Loss Reserves

Our loss reserves, changes in aggregate reserves for the last three years, and loss reserve development as of
the end of each of the last ten years, are discussed in Item 7 of this Report, “Management’s Discussion and
Analysis of Financial Condition and Results of Operations,” Note 2 to our Consolidated Financial Statements
included in Item 8 of this Report, and Note 5 to our Consolidated Financial Statements.

Share Dividend

On March 2, 2006, the board of directors of Amerlnst approved a share dividend of two shares of common
stock for every share held by shareholders of record on April 2, 2006, subject to shareholder approval of an
increase in the number of our authorized shares. Such approval was received at the Amerlnst 2006 Annual
General Meeting on June 1, 2006, which increased the authorized share capital of the Company from $500,000 to
$2,000,000. The total issued shares were 331,751 prior to the share dividend and 995,253 afterwards. Unless
otherwise noted, all share and per share numbers in our Consolidated Financial Statements and elsewhere in this
annual report on Form 10-K reflect the share dividend.

Rights Offering

Amerlnst filed a registration statement on Form S-3 with the Securities and Exchange Commission (“SEC”
or the “Commission”) on June 15, 2006 to register a rights offering to existing shareholders. The registration
statement was amended on July 20, 2006 and declared effective July 24, 2006. Pursuant to the rights offering,
which was mailed to shareholders on July 28, 2006, each shareholder received a right to purchase one common
share for each share currently owned, at a price of $23.33 per share (after giving effect to the share dividend).
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Further information concerning the rights offering is contained in the prospectus dated July 28, 2006 and in our
$-3 registration statement on file with the SEC. A total of 97,927 rights were exercised prior to October 4, 2006,
the expiration date of the oversubscription right under the rights offering. As a result, 97,927 shares were
subsequently sold by Investco to shareholders exercising rights, for a total purchase price of $2,284,637, before
rights offering costs of $277,057. Of the shares sold in the rights offering, 21,461 shares were purchased by
Amerlnst directors for a total purchase price of $500,685.

Developing Business

Amerlnst has filed an application for a U.S, patent on a unique financing concept that it has developed to
securitize insurance and reinsurance risk, involving property, casualty, life and health. Such securitization would
be by equity and debt financing of Bermuda special purpose companies licensed as reinsurers. It is Amerlnst’s
intention to grant patent licenses to the special purpose companies and investment banking organizations which
will market the securities. In addition to the license royalties, Amerlnst would manage the special purpose
companies for a fee and at its option could invest in them as well.

Amerlnst has entered into a confidentiality agreement with several investment banking organizations. There
can be no assurance that a patent will be issued or that Amerlnst will be able to license the patent if it is issued.

In addition to the patent application, Amerlnst has filed an application for a trademark under which the
concept will be marketed.

Effective in 2006 Amerlnst has two operating segments: I) reinsurance activity and 2} the new insurance
financing product (RINITS™), described in the three preceding paragraphs, which is in the initial marketing
phase of development. See Note 11, Segment Information, of the notes to the consolidated financial statements
contained in Item 8 of this annual report on Form 10-K for financial information concerning these segments.

Available Information

We file annual, quarterly, and current reports, proxy statements and other information with the Commission.
You may read any document we file with the Commission at the Commission’s public reference room at 100 F
Street, NE, Washington, DC 20549, Please call the Commission at 1-800-SEC-0330 for information on the
public reference room. The Commission maintains an internet site that contains annual, quarterly, and current
reports, proxy and information statements and other information that issuers {including Amerlnst) file
electronically with the Commission. The Commission’s internet site is www.sec. gov.

Our internet site is www.amerinst.bm. We make available free of charge through our internet site our annual
report on Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K and any amendments to those
reports filed or furnished pursuant to the Securities Exchange Act of 1934, as soon as reasonably practicable after
such material is electronically filed with, or furnished to, the Commission. You will need to have on your
computer the Adobe Acrobat Reader® software to view these documents, which are in PDF format. If you do not
have Adobe Acrobat Reader, a link to Adobe’s internet site, from which you can download the software, is
provided. We also make available, through our internet site, via links to the Commission’s internet site,
statements of beneficial ownership of our equity securities filed by our directors, officers, 10% or greater
shareholders and others under Section 16 of the Securities Exchange Act. In addition, we post on
www.amerinst.bm our Memorandum of Association, our Bye-Laws, our Statement of Share Ownership Policy,
Charters for our Audit Committee and Nominating Committee, as well as our Code of Business Conduct and
Ethics. You can request a copy of these documents, excluding exhibits, at no cost, by writing or telephoning us
c/o USA Risk Group of (Bermuda) Ltd., Windsor Place, 18 Queen Street, 2% Floor, P.O. Box HM 1601
Hamilton, Bermuda HMGX, Attention: Investor Relations {441) 296-3973. The information on our internet site
is not incorporated by reference into this report.
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Item 1A. Risk Factors

You should consider carefully the following risk factors before deciding whether to invest in our common
stock. Our business, including our operating results and financial condition, could be harmed by any of these
risks. Additional risks and uncertainties not currently known to us or that we currently deem to be immaterial
also may materially and adversely affect our business. The value of our common stock could decline due to any
of these risks, and you may lose all or part of your investment. In assessing these risks you should also refer to
the other information contained in our filings with the SEC, including our financial statements and related notes.

We participate in a potentially unprofitable, unstable market.

Accountants’ professional liability insurance is a volatile risk with fluctuations both in the frequency and
severity of claims, particularly severity. This is aggravated by the casualty insurance cycle, which over a period
of years varies from a hard market with high or increasing premiums charged for risk, to a soft market with low
or decreasing premiums being charged. The interaction of volatility and insurance cycle variation results in a
high degree of unpredictability of underwriting results from year to year. Because as a reinsurer, we will be
directly influenced by the premium competition ir the primary market, and as a quota share reinsurer, we will be
directly dependent on the underwriting results of CNA, our primary cedent, therefore our revenue could be
adversely affected by factors beyond our control.

Qur investment return may not be sufficient 1o offset underwriting losses.

Qur investment income is subject to variation due to fluctuations of market interest rates on our fixed
income portfolio, and fluctuations of stock prices in our equity portfolio. If such investment income is not
sufficient to offset potential underwriting losses or our capital is not sufficient to absorb adverse underwriting
and/or investment results, our profitability would be adversely affected.

We are dependent on the primary insurers.

Our underwriting profitability is substantially dependent upon the policy pricing, risk selection and claims
administration functions exclusively controlled and performed by CNA, the officially endorsed insurer for the
AICPA Plan.

We have no contractual right to participate in the AICPA Plan.

The AICPA has not been, and is not now, nor will it be, responsible for the control, management or
obligations of us or any of our subsidiartes. Neither we nor any of our subsidiaries has any contractual right to act
as a reinsurer or in any other capacity incident to the AICPA Plan, If we are unable to participate in the AICPA
Plan, our ability to generate revenue would be significantly harmed.

We are dependent upon parties unrelated to us. |

Because we have no full-time employees, our underwriting and investment activities will depend
substantially upon the services of outside parties. Our principal executive officer, who is also a director, and
principal financial officer, are employees of USA Risk Group (Bermuda) Lid., one of the principal outside :
service providers, and thus potential conflicts of interest exist. If such parties were not to renew their relationship |
with us, or only upon terms that were not acceplable to us, then our ability to conduct our business would be
materially adversely affected.

Your ownership of our shares does not guarantee insurance coverage.

The ownership of our common shares by an accounting firm or individual practitioner will not guarantee
that such firm or individual will thereafter be able to obtain professional liability insurance under the AICPA
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Plan or other policies reinsured by AMIC Ltd., or that such insurance will be competitively priced. In order to be
eligible for coverage under the Plan, a CPA firm must be an acceptable risk under applicable current
underwriting criteria.

There is no market for our shares, which are subject to restrictions on transfer.

There is currently no market for our common shares and it is unlikely that a market will develop. Our
common shares are not listed on any stock exchange or automated quotation system. Under our Bye-Laws, our
Board of Directors has the authority to prohibit all transfers of shares. Further, because an integral part of the
value of our common shares is our commitment to utilize the insurance capacity of AMIC Ltd. for the benefit of
our stockholders, it is unlikely that any individual or entity other than sole practitioners and accounting firms
would be interested in purchasing our common shares.

Reinsurance may not be available to us.

In order to limit the effect of large and multiple losses upon our financial condition, AMIC Ltd. may, in the
future, seek reinsurance for its own account. From time to time, market conditions have limited the availability of
reinsurance, and in some cases have prevented insurers and reinsurers from obtaining the types and amounts of
reinsurance which they consider adequate for their business needs. If AMIC Ltd. is unable to obtain the desired
amounts of reinsurance, or, if it is able to obtain such reinsurance only on terms not sufficiently favorable to
operate profitably, we could be adversely affected.

Item 1B, Unresolved Staff Comments

None.

Item 2. Properties

We do not own or lease any plants, mines or physical properties.

Item 3. Legal Proceedings.

The Company is not a party to any material legal proceedings.

Item 4. Submission of Matters to a Vote of Security Holders

No matters were submitted to a vote of our security holders during the quarter ended December 31, 2007.




PARTII

Item 5. Market for Registrant’s Common Equity, Related Stockholder Matters and Issuer Purchases of
Equity Securities

There is no established public trading market for our common shares. Qur Bye-Laws provide that all
transfers of our common shares must be approved by our Board of Directors or a committee of the Board. Our
Board of Directors has appointed a Shareholder Relations Committee for purposes of reviewing and approving
applications for transfer. All transferees must meet the qualifications for share ownership contained in our
Statement of Stock Ownership Policy.

Notwithstanding the absence of a public market for our common shares, we have a policy of having
Investco, which holds our investment portfolio, purchase shares owned by our shareholders who have retired
from the practice of accounting or have died. We are currently prepared to repurchase those shares at a price
equal to the greater of the last year-end net book value per share or $36.17 per share.

The Bermuda Monetary Authority has authorized Investco to purchase up to 20% of the Company’s
common shares from shareholders who have died or retired from the practice of public accounting and on a
negotiated case-by-case basis. From January 1, 2000 through March 1, 2008 Investco had purchased 79,713
common shares, as adjusted for the share dividend pursuant to such program, from shareheolders who had died or
retired for a total purchase price of $1,563,434. From time to time, Investco has also purchased common shares
in privately negotiated transactions. From January 1, 2000 through March 1, 2008, Investco had purchased
65,904 common shares, as adjusted for the share dividend pursuant to such program, in such privately negotiated
transactions for a total purchase price of $860,135. None of such repurchases occurred in the fourth quarter of
2007. See the discussion under the heading “Rights Offering” for a description of the sale of shares by Investco
in connection with the rights offering in “Item 1. Business” of this annual report on Form 10-K for a description
of the sale of shares by Investco in connection with the rights offering.

The following table shows information relating to the purchase of shares from shareholders who have died
or retired from the practice of accounting as described above during the three month period ended December 31,
2007.

Total Number Maximum
of Shares Number
Purchased as of Shares
Total Number  Average Part of Publicly That May Yet Be
of Shares Price Paid Announced Purchased Under
Purchased Per Share  Plans or Program  the Plans or Program
October 2007 . ... ... i i e 1,761 $33.06 1,761 N/A
November2007 .. .......coiiiiiiniininnn. — — — N/A
December 2007 .. ... ... .. i — — — N/A
Total ....... ... ... .. 1,761 $33.06 1,761 N/A

As of March 1, 2008 there were 1,949 holders of record of our common shares. Our Board of Directors had
adopted a dividend policy to pay quarterly dividends subject to legally available funds and Board approval.
Beginning in September 2003, our Board of Directors amended the dividend policy to pay semi-annual dividends
of $0.45 per share with payments in March and September. During 2007 and 2006, we paid ordinary cash
dividends of $1,209,850 and $595,924 (net of adjustment for special dividend), respectively, representing two
semi-annual payments of $0.45 and a special dividend payment of $0.70 per share for 2007 and two semi-annual
payments of $0.45 per share for 2006 respectively. The declaration of dividends by our Board of Directors is
dependent upon our capacity to insure or reinsure business, profitability, financial condition, and other factors
which the Board of Directors may deem appropriate. Under Bermuda law, Amerlnst Insurance Company, Ltd.
(“AMIC Ltd.”) is prohibited from declaring or paying any dividend if such payment would reduce the net
realizable value of its assets to an amount less than the aggregate value of its liabilities, issued share capital and
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share premium accounts. In addition, that subsidiary must be able to pay its liabilities as they come due after the
payment of a dividend.

Item 6. Selected Financial Data

Intentially omitted.

Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations

Management’s discussion and analysis (“MD&A”) provides supplemental information, which sets forth the
major factors that have affected our financial condition and results of operation and should be read in conjunction
with our consolidated financial statements and notes thereto included in this Form 10-K, The MD&A is divided
into subsections entitled “Business Overview,” “Critical Accounting Policies,” “Results of Operations,”
“Liquidity and Capital Resources,” “Share Dividend,” “Rights Offering,” and “Losses and Loss Adjustment
Expenses.”

This Form 10-K, including this MD&A section, certain statements contained in this Form 10-K, including
this MD&A section, are “forward-looking statements” within the meaning of the Private Securities Litigation
Reform Act of 1995, and contain information relating to us that is based on the beliefs of our management as
well as assumptions made by, and information currently available to, our management. The words “anticipate,”
“expect,” “believe” and similar expressions as they relate to us or our management are intended to identify
forward-looking statements.

All forward-looking statements, by their nature, are subject to risks and uncertainties. Our actual future
results may differ materially from those set forth in our forward-looking statements. Please see the Introductory
Note and Item 1A “Risk Factors” of this Form 10-K for a discussion of factors that could cause our actual results
to differ materjally from those in the forward-looking statements. However, the risk factors listed in Item 1A
“Risk Factors” or discussed in this Form 10-K should not be construed as exhaustive and should be read in
conjunction with other cautionary statements that are included herein. Readers are cautioned not to place undue
reliance on these forward-leoking statements, which reflect our management’s analysis only as of the date they
are made. We undertake no obligation to release publicly the results of any future revisions we may make to
forward-looking statements to reflect events or circumstances after the date hereof or to reflect the occurrence of
unanticipated events.

We are a holding company based in Bermuda. We conduct our reinsurance business through AMIC Ltd.,
our subsidiary, which is a registered insurer in Bermuda. Qur investment portfolio is held in and managed by
Investco, which is a subsidiary of AMIC Ltd.

The following discussion addresses our financial condition and results of operations for the periods and as
of the dates indicated.

Business Overview

We are an insurance holding company based in Bermuda owned by 1,949 accounting firms, persons
associated with accounting firms, and individual CPA practitioners. We were formed in response to concerns
about the pricing and availability of accountants’ professional liability insurance in a difficult or *hard” market.
QOur primary mission is to exert a stabilizing influence on the design, pricing and availability of professional
liability insurance to reduce the likelihood of a hard market. We conduct our reinsurance business through AMIC
Ltd., our wholly-owned subsidiary, which is a registered insurer in Bermuda. We are prepared, subject to
obtaining the required licenses and registrations, to step into a hard market and act as a direct issuer of -
accountants’ professional liability insurance policies. Our investment portfolio is held in and managed by
Investco, which is a subsidiary of AMIC Ltd.
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We have satisfied our mission by reinsuring accountants professional liability insurance issued under a plan
sponsored by the AICPA since 1989. This plan currently insures approximately 24,000 accounting firms and
individual CPAs in all 50 states of the United States, representing a broad cross section of small and mid-size
firms.

In an effort to maximize the value of our shares, we have been looking at ways to expand our business,
including possibly entering into other lines of insurance business, During 2003 we provided reinsurance for
attorneys’ professional liability policies provided by Professionals Direct Insurance Company. That activity was
not a significant portion of our business in 2003 and was terminated at the end of that year. Effective June 1,
2005, we wrote a 5% share in CAMICO Mutual Insurance Company’s first excess layer of $2,000,000 excess of
$1,000,000. CAMICO is a California based writer of accountants’ professional liability business. At the June 1,
2007 renewal we wrote a 2.5% share of a $4 million excess $1 million layer. The premiums under the CAMICO
treaty vary with the losses incurred, between a minimum and a maximum.,

Effective in 2006 AmerInst has two operating segments: 1) reinsurance activity and 2) the new insurance
financing product (RINITS™), described below, which is in the initial marketing phase of development. See
Note 11, Segment Information, of the notes to the consolidated financial statements contained in Item 8 of this
annual report on Form 10-K for financial information concerning these segments,

Amerlnst has filed an application for a U.S. patent on a unique financing concept that it has developed to
securitize insurance and reinsurance risk, involving property, casualty, life and health. Such securitization would
be by equity and debt financing of Bermuda special purpose companies licensed as reinsurers. It is Amerlnst’s
intention to grant patent licenses to the special purpose companies and investment banking organizations which
will market the securities. In addition to the license royalties, AmerInst would manage the special purpose
companies for a fee, and at its option could invest in them as well.

Amerlnst has entered into a confidentiality agreement with several investment banking organizations. There
can be no assurance that a patent will be issued or that Amerlnst will be able to license the patent if it is issued.

In addition to the patent application, Amerlnst has filed an application for a trademark under which the
concept will be marketed.

Our results of operations for the years ended December 31, 2007 and December 31, 2006 are discussed
below.

We operate our business with no long-term debt, no capital or operating lease obligations, no purchase
obligations, and no off-balance sheet arrangements required to be disclosed under applicable rules of the SEC.
Amerlnst’s access to operating cash flows of its subsidiaries is from the payment of dividends.

Critical Accounting Policies
Basis of Presentation

The preparation of financial statements in conformity with generally accepted accounting principles requires
management to make estimates and assumptions that affect the reported amounts of assets and liabilities and
disclosure of contingent assets and liabilities at the date of the financial statements and the reported amounts of
revenues and expenses during the reporting period. Actual results could differ from those estimates. The major
estimates reflected in the Company’s financial statements include but are not limited to the liability for loss and
loss adjustment expenses.

Unpaid Losses and Loss Adjustment Expense Reserves

The amount that we record as our liability for loss and loss adjustment expenses is a major determinant of
net income each year. As discussed in more detail below under the heading “Losses and Loss Adjustment
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Expenses,” the amount that we reserve is based on actuarial estimates which are prepared as of June 30 and
December 31 each year. Based on data received from the ceding companies {the insurance companies whose
policies we reinsure) our independent actuary produces a range of estimates with a “low,” “central” and “high”
estimate of the loss and loss adjustment expenses. As at December 31, 2007, the range of actuarially determined
liability for loss and loss adjustment expense reserves was as follows: the low estimate was $16.3 million, the
high estimate was $27.9 million, and the central estimate was $20.8 million. We selected reserves of $27.4
million as of December 31, 2007, which is near the high end of the range. Due to our concerns about the severity
and volatility of the type of business we reinsure and the length of time that it takes for claims to be reported and
ultimately settled, our management’s policy has been to reserve conservatively at the higher end of the actuarial
estimates. .

Results of Operations
Our net income decreased to $3,057,600 in 2007, compared to net income of $3,312,962 in 2006.

The decrease in net income from 2006 to 2007 is primarily due to the reduction of loss reserves by $2.8
million compared to a reduction in loss reserves in 2006 by $3.1 million. Due to the uncertainty inherent in the
reinsurance policies written by the Company, we have always adopted a conservative policy concerning our loss
reserving. In the last three years, our actuary was able to obtain additional information which included breaking
out loss development on CNA’s “premier” and “value™ plans which we reinsure. Our actuary determined in the
course of its analysis that experience under the CNA plans has been more favorable than industry performance
reflected in the reserves we established for our reinsurance of the plans. In light of this new information, we
believed it was reasonable to reduce the 2006 loss reserves by $3.1 million and for 2007 the reduction in loss *
reserves was limited to $2.8 million. Our loss reserves are still near the high end of the reserve range provided by
the actuary, which is consistent with our long established loss reserving philosophy. The Company will continue
to review loss reserves periodically and, based on the actuarial projections, determine whether reserves are
required to be increased or decreased.

Net premiums earned decreased by 7.6% in 2007 to $7,973,646 from $8,628,534 in 2006. The decrease in
net premiums earned during 2007 was due to an adjustment for premiums over ceded to Amerlnst in prior years.

Net premiums written in 2007 were $7,681,860, a decrease of $998,743 from $8,680,603 in 2006. The
decrease in net premiums written was primarily attributable to an adjustment for premiums over ceded to
AmerInst in prior years and due to rate decreases under the current AICPA Professional Liability Plan treaty. We
continue to look for ways in which it may be advantageous to expand our business to include the reinsurance of
lines of coverage other than accountants’ professional liability.

Net investment income includes amounts earned on the Company’s investment portfolio and cash
equivalents, and dividends on equity investments, net of investment expenses. Net investment income increased
by $246,425, or 18.0%, in 2007 to $1,612,384 from $1,365,959 in 2006. The primary reasons for the increase
were the general increase in interest rates from 2006 to 2007 and a higher amount invested in 2007 compared to
2006.

Net realized gains decreased by $199,234 in 2007 to $921,029 from $1,120,263 in 2006.

Invested assets, including investments, cash and cash equivalents and restricted cash and cash equivalents,
increased by $779,005, or 1.4%, to $56,240,428 in 2007 compared to $55,461,423 in 2006. The increase was due
1o an increase in fair values of the investment portfolio. Investment yield of net investment income and net
realized gains and losses in 2007 as of December 31 was 4.5% as compared to 4.7% in 2006, The investment
yield of net investment income was 2.9% in 2007 and 2.6% in 2006.

Unrealized gain on investments was $7,628,904 at December 31, 2007 compared to $7,469,210 at
December 31, 2006, We consider our entire investment portfolio to be available for sale and accordingly all

15




investments are reported at fair value, with changes in net unrealized gains and losses reflected as an adjustment
to accumulated other comprehensive income. The 2.1% increase in unrealized gain on investments was due
primarily to an improvement in the value of the Company’s equity portfolio. Declines in the fair value of
investments below cost are evaluated for other than temporary impairment losses. The evaluation for other than
temporary impairment losses is a quantitative and qualitative process which is subject to risks and uncertainties
in the determination of whether declines in the fair value of investments are other than temporary. The risks and
uncertainties include changes in general economic conditions, the issuer’s financial condition or near term
recovery prospects, and the effects of changes in interest rates. Qur accounting policy requires that a decline in
the fair value of a security below its cost basis be assessed to determine if the decline is other than temporary. If
so, the security is deemed to be impaired, and a charge is recorded in net realized losses equal to the difference
between the fair value and the cost basis of the security. The fair value of the impaired investment becomes its
new cost basis.

The composition of the investment portfolio at December 31, 2007 and 2006 is as follows:

2007 2006
Mortgage backed securities (U.S. agency backed) . ....... ... .. ... 17% 18%
Corporate debt securities .......... . ... .. i i ¢ 3
Obligations of state and political subdivisions .......................... 34 3i
Equity securities .. ... ... . L 49 48

100% 100%

Our fixed income, equity and hedge fund portfolios are invested in accordance with a written Investment
Policy Statement adopted by our Board of Directors. We engage professional advisors to manage day to day
investment matters under the oversight of our Investment Committee.

Our fixed income portfolio 1s managed with the target objectives of achieving an annualized rate of return
for the trailing 5-year period of 250 basis points over the Consumer Price Index, and total returns commensurate
with Merrill Lynch’s U.S. Domestic Index. Our overall fixed income portfolio is required to have at least an “A™
S&P rating, an “A2"” Moody’s raling or an equivalent rating from comparable rating agencies.

Our equity portfolios are managed with the target objectives of achieving an annualized rate of return over a
trailing 3-year to 5-year period of 400 basis points over the Consumer Price Index, total returns at least equal to
representative benchmarks such as the various S&P indices, and a ranking in the top half of the universe of other
actively managed equity funds with similar objectives and risk profiles.

Our hedge fund portfolio is managed to reduce overall portfolio risk. It is required to invest over all major
strategies and is limited to 10% of the total equity portfolio.

Our losses and loss adjustment expenses decreased by 8.9% to $2,993,065 in 2007 from $3,287,658 in 2006.

These amounts included favorable development of prior years’ estimates of losses and loss adjustment expenses
of $2,790,997 in 2007 and $3,072,636 in 2006. Our loss ratio, calculated as the ratio of losses and loss
adjustment expenses to net premiuvms earned, was 37.5% in 2007 and 38.1% in 2006. The reason for the
favorable development of prior years’ estimates is discussed in more detail below under the caption “Losses and
Loss Adjustment Expenses.” :

Policy acquisition costs of $2,269,322 were expensed in 2007 compared to $2,546,012 in 2006, a decrease
of 10.9%. Policy acquisition costs, which are primarily ceding commissions paid to the ceding insurer, are
established as a percentage of premiums written; therefore, any increase or decrease in premiums written will
result in a similar increase or decrease in policy acquisition costs. Such costs as a percentage of premiums earned
were 28.5% in 2007 and 29.5% in 2006.
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Total operating and management expenses were $2,187,072 for 2007 and $1,968,124 for 2006, an increase
of 11.1%, primarily due to expenses relating to RINITS™. The operating and management expenses relating to
the RINITS™ segment spent in the development phase were $703,609 in 2007 and $554,574 in 2006,

Liquidity and Capital Resources

QOur cash needs consist of settlement of losses and expenses under our reinsurance treaties and funding
day-1o-day operations. Our management expects to be able to meet these needs from premiums received and cash
flows arising from our investment portfolio. Because substantially all of our assets are marketable securities, we
expect that we will have sufficient flexibility to provide for unbudgeted cash needs which may arise without
resorting to borrowing, subject to regulatory limitations.

As of December 31, 2007, total investments amounted 10 $53,620,028, an increase of $998,815, or 1.9%,
from $52,621,213 at December 31, 2006. The increase was due to an increase in the purchase of investments and
an increase in fair values of the investment portfolio. Cash and cash equivalents decreased from $1,784,344 at
December 31, 2006 to $1,778,798 at December 31, 2007. The amount of cash and cash equivalents varies
depending on the maturities of fixed maturity investments and on the level of funds invested in money market
mutual funds. Our liability for unpaid losses and loss adjustment expenses at December 31, 2007 was
$27,409,622.

The Company’s investment portfolio includes U.S. mortgage/asset-backed securities, which comprised
approximately 17% of our total investments at December 31, 2007. These securities generally have a low risk of
default as they are backed by an agency of the U.S. government, which enforces standards on the mortgages
before accepting them into the program. They are considered prime mortgages and the primary risk is uncertainty
of the timing of pre-payments. While these securities do not carry a formal rating, they are generally considered
to have a credit quality equivalent to or greater than AAA. While there have been recent market concerns
regarding sub-prime mortgages, asset-backed home equity loans, commercial mortgages, and adjustable rate
mortgages, the Company believes it did not have material exposure to these types of securities in its own
portfolio at December 31, 2007.

Assumed reinsurance premiums receivable represent current assumed premiums receivable less
commissions payable to the fronting carriers. This balance was $605,756 at December 31, 2007 and $556,822 at
December 31, 2006. This balance fluctuates due to the timing of renewal premiums written.

The funds deposited with a reinsurer represent cash placed with the ceding company as collateral for
obligations assumed under the attorneys’ liability program written in 2003.

Deferred policy acquisition costs, which represent the deferral of ceding commission expense related to
premiums not yet earned, decreased from December 31, 2006 along with the decrease in unearned premiums.
The current ceding commission rate, which became effective August 1, 1995, is 28.5% for CNA. The ceding rate
for the carrier for the CAMICQ treaty we began reinsuring in 2005 is 10% and for the attorneys’ professional
liability we reinsured in 2003 was 109%. In addition a federal excise tax of 1% is applied on premivms earned.
The 4.4% decrease in deferred policy acquisition costs in 2007 was due to the decrease in unearned premiums
compared to the prior year.

Prepaid expenses and other assets were $235,402 at December 31, 2007, an increase of 7.4% from 2006.
These expenses relate to prepaid directors and officers’ liability insurance costs, director’s retainer, and
management fees.

Two semi-annual dividends of $0.45 per share were paid during 2007 and 2006, and a special dividend of
$0.70 per share was paid in the first quarter of 2007, Since AmerInst began paying consecutive dividends in
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1995, our original shareholders have received approximately $15.08 in cumulative dividends per share, which
when measured by a total rate of return calculation has resulted in an effective annual rate of return of
approximately 10.69% from the inception of the Company, based on a per share purchase price of $8.33 paid by
the original shareholders, and using a book value of $36.17 per share as of December 31, 2007.

Total dividends declared were $1,209,850 and $595,924 (net of adjustment for special dividend) in 2007
and 2006, respectively. Continuation of dividend payments is subject to the Board of Directors’ continuing
evaluation of our level of surplus compared to our capacity to accept more business. One of our objectives is to
build surplus to retain flexibility for future business expansions.

AMIC Lid.’s ability to pay dividends to AmerInst is subject to the provisions of the Bermuda insurance and
companies laws. Under the Companies Act, that subsidiary would be prohibited from declaring or paying a
dividend at December 31, 2007 if such payment would reduce the realizable value of its assets to an amount less
than the aggregate value of its liabilities, issued share capital, and share premium accounts. As at December 31,
2007, approximately $20 million was available for the payment of dividends to shareholders. In addition, that
subsidiary must be able to pay its liabilities as they come due after the payment of a dividend. Qur ability to pay
dividends to common shareholders and to pay our operating expenses is dependent on cash dividends from our
subsidiaries. The payment of such dividends by AMIC Ltd., including its subsidiary, Investco, to us is also
limited under Bermuda law by the Insurance Act and related regulations which require that AMIC Ltd. maintain
minimum levels of solvency and liquidity. For the years ended December 31, 2007 and 2006 these requirements
have been met as follows:

Statutory
Capital & Surplus Liquid Assets
Minimum Actual Minimum Actual
December 31,2007 ................ $4,111,443  $25,135361  $32,946,033  $69,063,405
December 31,2006 ................ $4,224 205  $23,118,869  $33,233,869  $67,505,696

Because AMIC Ltd. is not admitted as an insurer in Illinois, CNA has the right to annually require AMIC
Ltd. to procure a letter of credit issued by a U.S. bank in an amount equal to the total unearned premiums for the
fiscal year plus CNA’s share of AMIC Ltd.’s loss reserves.

The Bermuda Monetary Authority has authorized Investco to purchase up to 20% of the Company’s
common shares from shareholders who have died or retired from the practice of public accounting and on a
negotiated case-by-case basis. From January 1, 2000 through March 1, 2008 Investco had purchased 79,713
common shares, as adjusted for the share dividend pursuant to such program, from shareholders who had died or
retired for a total purchase price of $1,563,434. In addition, from January 1, 2000 through March 1, 2008,
Investco had parchased in negotiated transactions at various prices 65,904 common shares, as adjusted for the
share dividend pursuant to such program, for a total purchase price of $860,135. See “Rights Offering” below for
a description of the sale of shares by Investco in connection with the rights offering.

Share Dividend

On March 2, 2006, the board of directors of Amerlnst approved a share dividend of two shares of common
stock for every share held by shareholders of record on April 2, 2006, subject to shareholder approval of an
increase in the number of our authorized shares. Such approval was received at the Amerlnst 2006 Annual
General Meeting on June 1, 2006, which increased the authorized share capital of the Company from $500,000 to
$2,000,000. The total issued shares were 331,751 prior to the share dividend and 995,253 afterwards. Unless
otherwise noted, all share and per share numbers in our Consolidated Financial Statements and elsewhere in this
annual report on Form 10-K reflect the share dividend.
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Rights Offering

Amerlnst filed a registration statement on Form S-3 with the SEC on June 15, 2006 to register a rights
offering to existing shareholders. The registration statement was amended on July 20, 2006 and declared
effective July 24, 2006. Pursuant to the rights offering, which was mailed to shareholders on July 28, 2006, each
shareholder received a right to purchase one common share for each share currently owned, at a price of $23.33
per share (after giving effect (o the share dividend). Further information concerning the rights offering is
contained in the prospectus dated July 28, 2006 and in our S-3 registration statement on file with the SEC. A total
of 97,927 rights were exercised prior to October 4, 2006, the expiration date of the oversubscription right under
the rights offering. As a result, 97,927 shares were subsequently sold by Investco to shareholders exercising
rights, for a total purchase price of $2,284,637, before rights offering costs of $277,057. Of the shares sold in the
rights offering, 21,461 shares were purchased by Amerlnst directors for a total purchase price of $500,685.

Losses and Loss Adjustment Expenses

The consolidated financial statements include our estimated liability for unpaid losses and loss adjustment
expenses (“LAE™) for our insurance operations. LAE is determined utilizing both case-basis evaluations and
actuarial projections, which together represent an estimate of the ultimate net cost of all unpaid losses and LAE
incurred through December 31 of each year. These estimates are subject to the effect of trends in future claim
severity and frequency. The estimates are continually reviewed and, as experience develops and new information
becomes known, the liability is adjusted as appropriate, and reflected in current financial reports,

The anticipated effect of inflation is implicitly considered when estimating liabilities for losses and LAE.
Future average severity is projected based on historical trends adjusted for anticipated changes in underwriting
standards, policy provisions and general economic trends. These anticipated trends are monitored based on actual
developments and are modified as necessary.

An actuarial review and projection is performed for us by our independent actuary as of June 30 and
December 31 of each year. We review the actuarial estimates throughout the year for the possible impact on our
financial position. As noted in our discussion of our results of operations, based on the analysis by the
Company’s actuaries, a reduction of $2.8 million from unpaid losses and loss adjustment reserves occurred in the
fourth quarter of 2007. This reduction was the result of the completion of the December 31 actuarial review,
which indicated positive loss development in policy years 1994 to 2002.

In preparing ultimate loss and allocated loss adjustment expenses, the Company’s actuary examined a
variety of methods. The actuary applied traditional loss development and generalized “Cape Cod” methods
separately to case incurred loss and allocated loss adjustment expense data and to paid loss and allocated loss
adjustment expense data.

The traditional loss development method separately forecasts ultimate loss and allocated loss adjustment
expense for each year on the basis of historical emergence patterns found in incurred and paid loss and allocated
loss adjustment expense data. The claim count-based Cape Cod method treats ultimate claim counts as the
exposure base, and uses a claim severity index to reflect changes in expected losses per claim over time. In
effect, the Cape Cod method combines a loss development approach (which forecasts future emergence of loss
and allocated loss adjustment expense based on past emergence patterns) with an expected pure premium
approach (which assumes that future expected emergence can be projected based on historical pure premiums).
The claim severity index assumed a 5.0% claim severity trend, based on recent professional liability severity
trend indications and judgment.

For premier plan and value plan business, many policies provide allocated loss adjustment expense coverage
in addition to the standard $1 million per claim indemnity limit. The effect of a provision for allocated loss
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adjustment expense in addition to limits was estimated by performing incurred and paid loss and allocated loss
adjustment expense Bornhuetter-Ferguson (BF) calculations on the incurred and paid loss and allocated loss
adjustment expense in addition to the limits. Qur loss reserves are still near the high end of the reserve range
provided by the actoary, which is consistent with our loss reserving philosophy.

The BF method essentially blends together an expected loss result and a loss development result. The
expected losses used in the BF calculation were selected by multiplying expected claim counts by average excess
of $1 million frequency and severity amounts. Based on historical allocated loss adjustment expenses data, the
actuary selected a 1.50% and a 1.50% frequency provision and a $875,000 and a $750,000 severity provision for
2007 and 2006, respectively, for allocated loss adjustment expense in addition to limits.

The projected atlocated loss adjustment expense in addition to limits amounts were then added to projected
ultimate losses and allocated loss adjustment expense derived from the historical data (which exclude allocated
loss adjustment expense above the $1 million limit) to obtain the selected ultimate loss and allocated loss
adjustment expense amounts including allocated loss adjustment expense in addition to limits.

Twice a year, the actuary has made recommendations of a range of ultimate loss estimate to our Board of
Directors, which for each period has selected ultimate loss estimates that fall within that range. Based on this
practice, the estimated loss ratio has been updated by the Board of Directors at least once each year, and has
historically been near the high end of the range.

The attorneys’ professional liability coverage was a new program for the Company in 2003. The
relationship with the carrier of that insurance ended on December 31, 2003. Therefore, policies written during
2003 are the only ones we have reinsured. An estimated ultimate loss and allocated loss adjustment expense ratio
of 75% was selected for this business.

The CAMICO Mutual Insurance Company was a new program for the Company in 2005. An estimated loss
and allocated loss adjustment expense ratio of 70% was selected for this business.
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The following table shows the development of the estimated liability for the previous ten years of the
Company’s operations:

ANALYSIS OF LOSS AND LOSS ADJUSTMENT EXPENSES DEVELOPMENT

(Thousands of Dollars)
Year Ended December 31,
1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007

Gross Liability for

Loss and LAE

Reserves ........ $20,803 $21,718 $25,037 327,703 $29,243 $30,479 $28,724 $29,702 $28.885 $28,161 527411
Reinsurance

Recoverable for

Unpaid Loss and

LAE Reserves.... 1,040 876 674 674 674 674 — — — —_ —
Net Liability for

Unpaid Losses and

LAE Reserves . ... $19,763 $20,842 $24,363 $27,029 $28,569 $29,805 $28,724 $29,702 $28,885 $28,161 $27.411

Year Ended December 31,

1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007

Losses Reestimated as of"

One Year Later ..... $14,877 $18.988 $24,368 $24,873 $27,993 $25,193 $27,210 $27,454 $26,323 $25,521 —
Two Years Later .... 13,592 18,993 20,602 24,297 23,514 23,676 24,962 24,893 23493
Three Years Later ... 13,597 15,583 20,026 21,008 21,997 21429 22400 22,062
Four Years Later .... 12,953 15007 17,724 19,491 19,750 18,867 19,570
Five Years Later .... 12,376 13,686 16,207 17,244 17,188 16,037
Six Years Later ..... 11,633 12,807 14,437 15215 14,688
Seven Years Later ... 11,075 12,051 12,966 13,430
Eight Years Later .... 10,571 11,163 11,840
Nine Years Later .... 9,615 10,596
Ten Years Later .. ... 9,520
Cumulative Redundancy
(Deficiency) .......... 10,243 10,246 12,523 13,599 13,881 13,768 9,154 7639 5392 2640 —
Cumulative Amount Paid

Through:
One Year Later ..... 3,566 3,024 3302 4340 3,851 3697 3557 4,678 3820 3314 —
Two Years Later .... 5,524 5584 6726 7073 6,600 6,165 6943 7729 6,166
Three Years Later ... 6,913 7,621 8592 8904 &145 7915 8995 9,049
Four Years Later .... 8,010 8405 9,747 9781 8736 8954 9,690
Five Years Later .... 8267 9,105 10,028 99506 9,174 9079
Six Years Later ..... 8795 9,271 9,895 10,142 9,240
Seven Years Later ... 8,656 8,980 9989 10,173
Eight Years Later.... 8258 9,030 10,001
Nine Years Later .... 8273 9,032
Ten Years Later ... .. 8,273

The above table of losses re-estimated has been prepared on a net basis—i.e., loss and loss adjustment
expenses and reinsurance recoveries receivable have not been grossed-up. The schedule has been prepared on a
net basis due to the relative immateriality of reinsurance balances when considered in relation to total loss and
loss adjustment expense reserves, and due to the costs of providing such information relative to any benefits of
providing it.

The above table presents the development of balance sheet liabilities for 1997 through 2007 as of year-end
2007. The top line of the table shows the original recorded unpaid liability for losses and LAE recorded at the
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balance sheet date for each of the indicated years. This liability represents the estimated amount of losses and
LAE for claims arising in all prior years, both paid and unpaid at the balance sheet date, including losses that had
been incurred, but not yet reported, to the Company. The upper portion of the table shows the experience as of
the end of each succeeding year. The estimate is increased or decreased as more information becomes known
about the frequency and severity of claims.

The “cumulative redundancy (deficiency)” represents the aggregate change in the estimates over all prior
years. For example, the 1997 liability has developed a $10,243,000 redundancy which has been reflected in
income in subsequent years as the reserves were re-estimated.

The lower section of the table shows the cumulative amount paid in respect of the previously recorded
liability as of the end of each succeeding year. For example, the 1997 year end liability was originally
$19,763.000. As of December 31, 2007, we had paid $8,273,000 of the currently estimated $9,520,000 of tosses
and LAE that had been incurred for 1997 and prior years through the end of 2007, thus an estimated $1,247,000
in losses incurred through 1997 remain unpaid as of the current financial statement date.

In evaluating this information, it should be understood that each amount includes the effects of all changes
in amounts for prior periods. This table does not present accident or policy year development data, which readers
may be more accustomed to analyzing. Conditions and trends that have affected development of liabilities in the
past may not necessarily occur in the future. Accordingly, it may not be appropriate to extrapolate future
redundancies or deficiencies based on this table.

Off-Balance Sheet Arrangements

We have no off-balance sheet arrangements required to be disclosed under Item 303(a)(4) of Regulation $-K
promulgated by the Securities and Exchange Commission.

Contractual Obligations

The following table provides an analysis of our contractual obligations at December 31, 2007:

Payment due by period
{Thousands of dollars)
Less than 1-3 3-5 More than
Total 1 year Years years 5 years
Unpaid losses and loss adjustment expenses ........ $27410 $6,035 $7.661 3$3,170 $10,544

The amounts included for unpaid losses and loss adjustment expenses reflect the estimated timing of
expected loss payments on known claims and anticipated future claims. Both the amount and timing of cash
flows are uncertain and do not have contractual payout terms. For a discussion of these uncertainties, see “Losses
and Loss Adjustment Expenses” beginning page 15. Due to the inherent uncertainty in the process of estimating
the timing of these payments, there is a risk that the amounts paid in any period will differ significantly from
those disclosed. Total estimated obligations will be funded by existing cash, investments and future premium
income.

Item 7A. Quantitative and Qualitative Disclosures About Market Risk

Intentionally omitted.
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Item 8. Financial Statements and Supplementary Data

The financial statements required by this Item are listed below:

INDEX TO FINANCIAL STATEMENTS AND SCHEDULES

Page
Financial Statements:

Report of Independent Registered Public Accounting Firm ............... oo 24
Consolidated Balance Sheets ... ... i i i e 25
Consolidated Statements of Operations and Other Comprehensive Income (Loss) .................... 26
Consolidated Statements of Changes in Stockholders’ Equity ............ .o, 27
Consolidated Statements of Cash Flows ... ... .. i e i 28
Notes to the Consolidated Financial Statements .. ...... ... iiiinr i rans 29
Financial Statement Schedules:

Schedule I, Consolidated Summary of Investments . ............ 0 oeiiii 40

Schedules IL, 111, IV, V, and VI are omitted as they are inapplicable, immaterial, or because the required
information may be found in the audited consolidated financial statements and notes thereto.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Shareholders
of Amerlnst Insurance Group, Ltd,

We have audited the accompanying consolidated balance sheets of AmerInst Insurance Group, Ltd, and
subsidiaries (the “Company™) as at December 31, 2007 and 2006, and the related consolidated statements of
operations and other comprehensive income, changes in stockholders’ equity and cash flows for the years then
ended. Our audits also included the financial statement schedule listed in the Index and included in Item 15.
These financial statements and financial statement schedule are the responsibility of the Company’s
management. Our responsibility is to express an opinion on the financial statements and financial statement
schedule based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight
Board (United States). Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free of material misstatement. The Company is not required to have,
nor were we engaged to perform, an audit of internal control over financial reporting. Our audits included
consideration of internal control over financial reporting as a basis for designing audit procedures that are
appropriate in the circumstances but not for the purpose of expressing an opinion on the effectiveness of the
Company’s internal control over financial reporting. Accordingly, we express no such opinion. An audit also
includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements,
assessing the accounting principles used and significant estimates made by management, as well as evaluating
the overal] financial statement presentation. We believe that our audits provide a reasonable basis for our
opinion.

In our opinion, such consolidated financial statements present fairly, in all material respects, the financial
position of AmerlInst Insurance Group, Ltd. and subsidiaries as at December 31, 2007 and 2006 and the results of
their operations and their cash flows for each of the two years in the period ended December 31, 2007 in
conformity with accounting principles generally accepied in the United States of America. Also, in our opinion,
such financial statement schedule, when considered in relation to the basic consolidated financial statements
taken as a whole, presents fairly, in all material respects, the information set forth therein.

fs/ Deloitte & Touche

Hamilton, Bermuda
March 31, 2008
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AMERINST INSURANCE GROUP, LTD.

CONSOLIDATED BALANCE SHEETS
December 31, 2007 and 2006
(expressed in U.S. dollars)

2007 2006
ASSETS
Investments (Notes 3 and 4):
Fixed maturity investments, at fair value (amortized cost $27,319,795 and
827,242,735 et e e i $27.595,959 $27,172,788
Equity securities, at fair value (cost $18,671,329 and $17,909,268) ......... 26,024,069 25,448,425
TOTALINVESTMENTS ... ... i e 53,620,028 52,621,213
Cashand cashequivalents . ...... ... ... .. i i 1,778,798 1,784,344
Restricted cash and cashequivalents ............. ... . o 841,602 1,055,866
Assumed reinsurance premiums receivable ... ... 605,756 556,822
Funds deposited with areinsurer Note 3) ... 113,382 113,382
Accrued invesStMent INCOME . . . . .. v vttt e et tenr e e aanaaenes 263,183 229,824
Deferred policy acquisition COSES ... .. oot 1,042,729 1,090,727
Prepaid expenses and other assets ... ... ... e 235,402 219,132
TOTAL ASSETS ... ittt 358,500,880 $57,671,310
LIABILITIES AND STOCKHOLDERS’ EQUITY
LIABILITIES
Unpaid losses and loss adjustment expenses (Note 3} ................coovvnts $27,400,622 $28,161,369
Unearned Prémitims ... ooneoroi it iiiea s ittt iaaes e naanes 3,592,875 3,790,692
Accrued expenses and other liabilities ........... ... ..ol 385,684 238,825
TOTALLIABILITIES ...... .. . e $31,388,181 $32,190,886
STOCKHOLDERS’ EQUITY
Common shares, $1 par value, 2007 and 2006: 2,000,000 shares
authonzed, 995,253 issued and outstanding . ........... ... ... ...l 995,253 995,253
Additional paid-in-capital ............. . e 6,287,293 6,287,293
Retained EAMINES ... .o vvt ittt i e e 17,064,401 15,216,651
Accumulated other comprehensive income ... ... L e 7,628,904 7,469,210
Shares held by Subsidiary (245,567 and 231,785 shares) atcost ................ (4,863,152) (4,487,983)
TOTAL STOCKHOLDERS' EQUITY .......c..iiiiiiiiinnnnnnn. 27,112,699 25,480,424
TOTAL LIABILITIES AND STOCKHOLDERS’ EQUITY ........... $58,500,880 $57,671,310

See accompanying notes to the consolidated financial statements.
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AMERINST INSURANCE GROUP, LTD.

CONSOLIDATED STATEMENTS OF OPERATIONS AND
OTHER COMPREHENSIVE INCOME
years ended December 31, 2007 and 2006
(expressed in U.S. dollars)

2007 2006
REVENUES .
Net premiums €armed .. ..ottt e § 7973640 $ 8,628,534
Net investment income (NOte 4) ... ... ... ... ... i, 1,612,384 1,365,959
Net realized gain on investments (Noted) ........................ .. ...o... 921,029 1,120,263
TOTAL REVENUES ... .. i et et e eaeas 10,507,059 11,114,756
LOSSES AND EXPENSES
Losses and loss adjustment expenses (Note §) .. ....... .. ... 2,993,065 3,287,658
POliCY aCQUISTON COSIS . - - .« v ottt et ettt et e e e e 2,269,322 2,546,012
Operating and management expenses (Note 8) .. ........... ... .ot 2,187.072 1,968,124
TOTAL LOSSES ANDEXPENSES . ... ... .. ... i 7,449,459 7,801,794
NET INCOME ... . i e e 3,057,600 3,312,962
OTHER COMPREHENSIVE INCOME
Net unrealized holding gain arising during the period ........ ... ... ... ... .. 1,080,723 3,167,091
Reclassification adjustment for (gain) included innetincome .................. (921,029)  (1,120,263)
OTHER COMPREHENSIVEINCOME ........ .. .. ... ... ...... ... ... 159,694 2,046,828
COMPREHENSIVEINCOME . ... .. e e $ 3,217,294 § 5,359,790
BASIC AND DILUTED EARNINGSPERSHARE . ............. ..o .. $ 405 § 4,76
Weighted average number of common shares outstanding forthe year ........... 753,112 695,404

See accompanying notes to the consolidated financial statements.
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AMERINST INSURANCE GROUP, LTD.

CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDERS’ EQUITY
years ended December 31, 2007 and 2006
(expressed in UJ.S. dollars)

Accumulated
Other
Additional Comprehensive Shares Total
Common Paid-in Retained Income, Net of Held by Stockholders’
Stock Capital Earnings Tax Subsidiary Equity
BALANCE AT JANUARY |,

2006 ... ... $331,751 $6,301,870 $12,499,613 $5,422,382 $(6,003,981) $19,051,635
Netincome ................. — — 3312962 — —_ 3,312,962
Other comprehensive income

Unrealized gains on
securities, net of
reclassification
adjustment ............ — —_ — 2,046,828 — 2,046,328
Purchase of shares by

subsidiary ................ — — — — (342,657)  (342,657)
Sale of shares by subsidiary

under rights offering (net of

issuance costs) . ............ — 148,925 — —_ 1,858,655 2,007,580
Dividends ($0.90 per share} . ... —_— — (595,924) — — (595,924)
Share Dividend (2 for 1) ....... 663,502  (663,502) — — — —
BALANCE AT DECEMBER 31,

2006 .. ... e $995,253 $6,287,293 $15216,651 $7,469.210 $(4.487,983) $25,480,424
Netincome ................. —_ —_— 3,057,600 —_ — 3,057.600
Other comprehensive income

Unrealized gains on
securities, net of
reclassification
adjustment ............ — — — 159,694 — 159,694
Purchase of shares by

subsidiary ................ — — — — (375,169) (375,169}
Dividends ($1.60 per share) . ... — —  (1,209,850) — —  (1,209,850)
BALANCE AT DECEMBER 31,

2007 ... $995,253 $6,287,293 $17,064,401 $7,628,904 $(4,863,152) $27,112,699

See accompanying notes to the consolidated financial statements.
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AMERINST INSURANCE GROUP, LTD.

CONSOLIDATED STATEMENTS OF CASH FLOWS
years ended December 31, 2007 and 2006
(expressed in U.S. dollars)

2007 2006
CASH FLOWS FROM OPERATING ACTIVITIES
b T 1T o 5 1T $ 3,057,600 $ 3,312,962
Adjustments to reconcile net income to net cash provided by operating activities:
Amortization of net discounts (premiums) on investments ............... 59,201 24,138
Net realized (gains) on sale of investments ........................... (921,029)  (1,120,263)
Changes in assets and liabilities:
Assumed reinsurance premiums receivable ..., ... ... ... ... . ..., (48,934) 153,712
Accrued investment iNCOME . .. ... .ottt i in i eenns (33,359) (26,416)
Deferred policy acquisition costs . ...t 47,998 28,430
Prepaid expenses and otherassets ................o0iiiiiiiinnnnnn.. (16,270) 63,207
Liability for losses and loss adjustment expenses ...................... (751,747) (723,252)
Unearned Premillims ... 00t e et ittt et e e e e (197,817) (52,469)
Accrued expenses and other liabilities ............ ... .. ... ... ... ... 146,859 (109,960)
Net cash provided by operating activities ........................ 1,342,502 1,550,089
CASH FLLOWS FROM INVESTING ACTIVITIES
Movement in restricted cash and cash equivalents . ......................... 214,264 109,456
Purchases of INVESUMENTS . ... .ottt e e e e et e et (31,091,591) (29,948,218)
Proceeds from sales of iNVESIMENES ... ..ottt it et e e eiaeeen 25,204,298 21,461,979
Proceeds from maturities of fixed maturity investments ..................... 5,910,000 5,260,000
Net cash provided by (used in) investing activities ................. 236,971 (3,116,783)
CASH FLOWS FROM FINANCING ACTIVITIES
Dividends paid ........... .. e (1,209,850) (595,924)
Purchase of shares by subsidiary ......... ... . .. .. ... ... ... (375,169) (342,657)
Proceeds on sale of shares by subsidiary under rights offering (net of issuance
0] ) — 2,007,580
Net cash (used in) provided by financing activities ................. (1,585,019) 1,068,999
NET CHANGE IN CASH AND CASH EQUIVALENTS ................... (5,546) (497.695)
CASH AND CASH EQUIVALENTS, BEGINNINGOFYEAR .............. 1,784,344 2,282,039
CASH AND CASH EQUIVALENTS,ENDOF YEAR ..................... $ L778,798 § 1,784,344

See accompanying notes to the consolidated financial statements,
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AMERINST INSURANCE GROUP, LTD.
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

1. DESCRIPTION OF BUSINESS

Amerlnst Insurance Group, Ltd., (“Amerlnst” or the “Company”) was formed under the laws of Bermuda
on July 16, 1998. The Company, through its wholly-owned subsidiary Amerinst Insurance Company, Ltd.
(“AMIC Ltd.”) and its predecessor AmerInst Insurance Company, Inc. (“AlIC Inc.”), has been engaged in the
reinsurance of claims-made insurance policies of participants in an AICPA-sponsored insurance program that
provides accountants’ professional liability insurance coverage (“AICPA Plan”).

The reinsurance activity of AMIC Lid. depends upon agreements entered into with outside parties. In
August 1993, the AICPA Plan endorsed the CNA Financial Corporation (“CNA”) insurance group as its
insurance carrier. AIIC Inc. then began a reinsurance relationship with CNA, taking a 10% participation of the
first $1,000,000 of liability of each policy written under the plan. Effective in December 1999, the Company
began taking a 10% share of the “value plan” business from CNA. The “value plan” provides for separate
$1,000,000 limits for losses and separate $1,000,000 limits for expenses per occurrence and $2,000,000 in the
aggregate, The Company’s maximum limits under the “value plan” are $2,000,000 per occurrence and
$4,000,000 in the aggregate.

AMIC Ltd. entered into an excess of loss arrangement with Professional Direct Insurance Company
(“PDIC”} for a 15% quota share participation in the 1st excess layer of $500,000 excess of $500,000 of the
attorneys’ professional liability coverage provided by PDIC. The participation commenced January 1, 2003 and
terminated December 31, 2003.

Effective June 1, 2005, AMIC Ltd. entered into a 5% share in CAMICO Mutual Insurance Company’s first
excess layer of $2,000,000 excess of $1,000,000. CAMICO is a California-based writer of accountants’
professional liability business. This contract renewed on June 1, 2006 and further renewed on June 1, 2007 with
AMIC Ltd. entering into a 2.5% share of the $4 million excess $1 million layer of risk.

2. SIGNIFICANT ACCOUNTING POLICIES
Basis of presentation

The accompanying consolidated financial statements have been prepared in conformity with accounting
principles generally accepted in the United States of America and include the accounts of Amerlnst and its
wholly-owned subsidiaries, Amerlnst Mezco, Ltd. (*“Mezco™), AMIC Ltd. and AmerInst Investment Company,
Ltd. (“Investco”). Intercompany accounts and transactions have been eliminated on consolidation.

The preparation of financial statements in conformity with generally accepted accounting principles in the
United States of America requires management to make estimates and assumptions that affect the reported -
amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of the financial
statements and the reported amounts of revenues and expenses during the reporting period. Actual results could
differ from those estimates. The major estimates reflected in the Company’s financial statements include but are
not limited to the liability for loss and loss adjustment expenses.

Premiums

Premiums assumed are earned on a pro rata basis over the terms of the underlying policies to which they
relate. Premiums assumed relating to the unexpired portion of policies in force at the balance sheet date are
recorded as unearned premiums,
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AMERINST INSURANCE GROUP, LTD.
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

Deferred policy acquisition costs

Ceding commissions related to assumed reinsurance agreements are deferred and amortized pro rata over
the terms of the underlying policies to which they relate.

Liability for losses and loss adjustment expenses

The liability for unpaid losses and loss adjustment expenses includes case basis estimates of reporied losses
plus supplemental amounts for projected losses incurred but not reported (IBNR), calculated based upon loss
projections utilizing certain actuarial assumptions and AMIC Ltd.’s historical loss experience supplemented with
industry data. The aggregate liability for unpaid losses and loss adjustment expenses at year end represents
management’s best estimate, based upon the available data, of the amount necessary to cover the ultimate cost of
loss, based upon an actuarial analysis prepared by independent actuaries. However, because of the volatility
inherent in professional liability coverage, actual loss experience may not conform to the assumptions used in
determining the estimated amounts for such liability at the balance sheet date. Accordingly, the ultimate liability
could be significantly in excess of or less than the amount indicated in the financial statements. As adjustments to
these estimates become necessary, such adjustments are reflected in current operations. AMIC Ltd. does not
discount its loss reserves for purposes of these financial statements.

The anticipated effect of inflation is implicitly considered when estimating liabilities for unpaid losses and
loss adjustment expenses. Future average severities are projected based on historical trends adjusted for
anticipated trends, are monitored based on actual developments and are modified if necessary.

Investments

Amerlnst classifies all of its investments as available-for-sale. Accordingly, Amerlnst reports these
securities at their estimated fair values with unrealized holding gains and losses being reported as other
comprehensive income. Fair value of investments is based on market quotations. Realized gains and losses on
sales of investments are accounted for by specifically identifying the cost and are reflected in the income
statement in the period of sale.

Declines in the fair value of investments below cost are evaluated for other than temporary impairment
losses. The evaluation for other than temporary impairment losses is a quantitative and qualitative process which
is subject to risks and uncertainties in the determination of whether declines in the fair value of investments are
other than temporary. The risks and uncertainties include the Company’s intent and ability to hold the security,
changes in general economic conditions, the issuer’s financial condition or near term recovery prospects, and the
effects of changes in interest rates. Amerlnst’s accounting policy requires that a decline in the value of a security
below its cost basis be assessed to determine if the decline is other than temporary. If so, the security is deemed
to be impaired and a charge is recorded in net realized losses equal to the difference between the fair value and
the cost basis of the security. The fair value of the impaired investment becomes its new cost basis.

Cash and cash equivalents

For purposes of the statements of cash flows, AmerlInst considers all money market funds and highly liquid
debt instruments purchased with an original maturity of three months or less to be cash equivalents.

Net income per common share

Basic earnings per share is determined as net income available to common shareholders divided by the
weighted average number of common shares outstanding for the period. There are no dilutive securities.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

New Accounting Pronouncements

In September 2006, the Financial Accounting Standards Board (“FASB™) issued FAS 157, Fair Value
Measurement. This Statement provides guidance for using fair value to measure assets and liabilities. Under this
standard, the definition of fair value focuses on the price that would be received to seil the asset or paid to
transfer the liability (an exit price), not the price that would be paid to acquire the asset or received to assume the
liability (an entry price). FAS 157 clarifies that fair value is a market-based measurement, not an entity-specific
measurement, and sets out a fair value hierarchy with the highest priority being quoted prices in active markets
and the lowest priority to unobservable data. Further, FAS 157 requires tabular disctosures of the fair value
measurements by level within the fair value hierarchy. FAS 157 is effective for fiscal years beginning after
November 15, 2007, and interim periods within those fiscal years. Early adoption is permitted as of the beginning
of a fiscal year. The Company believes that the adoption of FAS 157 will not have a material impact on its
financial statements.

In February 2007, FASB issued FAS 159, The Fair Value Option for Financial Assets and Financial
Liabilities—Including an amendment of FASB Statement No. 115. FAS 159 permits entities to choose to measure
many financial instruments and certain other items at fair value. The objective is to improve financial reporting
by providing entities with the opportunity to mitigate volatility in reported earnings caused by measuring related
assets and liabilities differently without having to apply complex hedge accounting provisions. This statement is
expected to expand the use of fair value measurement, which is consistent with the FASB’s long-term
measurement objectives for accounting for financial instruments. The fair value option established will permit all
entities to choose to measure eligible items at fair value at specified election dates. An entity shall record
unrealized gains and losses on items for which the fair value option has been elected through net income in the
statement of operations at each subsequent reporting date. This statement is effective as of the beginning of an
entity’s first fiscal year that begins after November 15, 2007, The Company is currently evaluating the potential
impact of FAS 159 on its financial statements,

3. PLEDGED ASSETS

Pursuant to the reinsurance agreements, AMIC Ltd. is required to provide the ceding companies with
collateral for AMIC Ltd.’s liabilities to them. At December 31, 2007 and 2006 $113,382 was held in deposits
pursuant to the 2003 excess reinsurance agreement with PDIC. Also at December 31, 2007 and 2006, the
carrying value of investments in a trust account held by Bank of New York pursuant io reinsurance agreements in
effect from 1989 to mid-1993 was $2,038 and $115,273, respectively. Additionally, at December 31, 2007 and
2006, AMIC Ltd. had provided CNA with a Section 114 Trust, held by JPMorgan Chase Bank, with restricted
cash and cash equivalents and investments with a carrying value of $23,160,559 and $19,922,503, respectively.
At December 31, 2007 and 2006 AMIC Ltd. provided CAMICO with a Letter of Credit held by National City
Bank with supporting investments with a carrying value of $4,370,598 and $4,110,082, respectively.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

4. INVESTMENTS

The cost or amortized cost, gross unrealized holding gains and losses, and estimated fair value of
investments in fixed maturity investments, by major security type, and equity securities at December 31, 2007

and 2006 are as follows:

December 31, 2007

Fixed maturity investments:

Obligations of states and political subdivisions
Mortgage-backed securities (U.S. agency backed)

Total fixed maturity investments ................

Equity securities
Hedge fund

Total equity securities ........................

Total investments . . ... ..ot eeennenen ..

December 31, 2006

Fixed maturity investments:

Obligations of states and political subdivisions
Corporate debt securities
Mortgage-backed securities (U.S. agency backed)

Total fixed maturity investments

Equity securities
Hedge fund

Total equity securities . .......................

Total investments

Cosl or Gross Gross Estimated
Amortized Unrealized Unrealized Fair
Cost Gains Losses Value
$18,183,149 3 268,596 $(11,529) $18,440.216
9,136,646 44 828 (25,731 9,155,743
27,319,795 313424 (37,260) 27,595,959
17,671,329 6,867,756 (2,282) 24,536,803
1,000,000 487,266 — 1,487,266
18,671,329 7,355,022 (2,282) 26,024,069
$45991,124 $7,668446 $(39,542) $53,620,028
Cost or Gross Gross Estimated
Amortized Unrealized Unrealized Fair
Cost Gains Losses Value
$16,159,160 $ 91,552 $ (98.,280) $16,152,432
1,502,092 — (2,028) 1,500,064
9,581,483 23,668 (84,859) 9,520,292
27,242,735 115,220 185,167y 27,172,788
16,909,268 7,245,864 {19,429y 24,135,703
1,000,000 312,722 — 1,312,722
17,909,268 7,558,586 (19429) 25,448,425
$45,152,003 $7,673,806 $(204,596) $52,621,213
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

The gross unrealized loss on investments at December 31, 2007 and 2006 are categorized as follows:

12 months or greater Less than 12 months Total
Estimated Unrealized Estimated Unrealized Estimated Unrealized
Fair Value Losses Fair Value Losses Fair Value Losses

December 31, 2007
Fixed maturity investments:
Obligations of states and political

subdivisions . ........... ... ... $3,029985 $(11,524) $307278 % (4) $3,337,263 $(11,528)
Corporate debt securities .. . ........ — — — — — —
Mortgage-backed securities (U.S.

agency backed) ............. ... 2,861,977  (25,732) — — 2,861,977  (25,732)
Total fixed maturity investments .... 5,891,962 (37,256) 307,278 4) 6,199240 (37,260)
Equity securities ................. —_— —_ 173,934 (2,282) 173,934 (2,282)
Hedgefund ..................... — — — — — —
Total equity securities ............. —_ — 173,934 (2,282} 173,934 (2,282)
Total investments ................ $5,891,962 $(37.256) $481,212 $(2,286) 36,373,174 $(39,542)

As of December 31, 2007, there were approximately 14 securities in an unrealized loss position with an
estimated fair value of $6,373,174. Of these securities, there are 11 securities that have been in an unrealized loss
position for 12 months or greater with an estimated fair value of $5,891,962. As of December 31, 2007, none of
these securities were considered to be other than temporarily impaired. The unrealized losses from these
securities were not a result of credit, collateral or structural issues.

12 months or greater Less than 12 months Total
Estimated Unrealized Estimated Unrealized Estimated Unrealized
Fair Value Losses Fair Value Losses Fair Value Losses
December 31, 2006
Fixed maturity investments:
Obligations of states and
political subdivisions . ...... $ 6,559,302 $% (91,893) $2,354,271 $ (6,387) $ 8913573 $ (98,280)
Corporate debt securities ... ... 499 991 (2,028) —_ —_ 499,991 (2,028)
Mortgage-backed securities
(U.S. agency backed) ... .... 5,024,060 (84,260) 1,652,523 599 6,676,583 (84,859)
Total fixed maturity
investments .............. 12,083,353 (178,181) 4,006,794 (6,986) 16,090,147 (185,167)
Equity securities ............ — — 564,043 (19,429) 564,043 (19,429)
Hedgefund ................. — _— —_ —_ — —
Total equity securities . ....... — — 564,043  (19,429) 564,043 (19,429
Total investments . ........... $12,083,353  $(178,181) $4,570,837 $(26.415) $16,654,190 $(204.,596)

As of December 31, 2006, there were approximately 31 securities in an unrealized loss position with an
estimated fair value of $16,654,190. Of these securities, there are 19 securities that have been in an unrealized
loss position for 12 months or greater with an estimated fair value of $12,083,353. As of December 31, 2006,
none of these securities were considered to be other than temporarily impaired. The unrealized losses from these
securities were not a result of credit, collateral or structural issues.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS—{(Continued)
The cost or amortized cost and estimated fair value of fixed maturity investments at December 31, 2007 by

contractual maturity are shown below. Expected maturities may differ from contractual maturities as borrowers
may have the right to call or prepay obligations without penalties.

Amortized Estimated
Cost Fair Value

Dusinoneyearorless ... . . . e $ 3.655.462 % 3,650,985
Due after one year through five years .. ... .. .. e, 6,979,022 7,083,212
Due after five years throughtenyears ....... ... .. .. ... i iiiieeeerrnnns 6,552,669 6,690,869
Due after ten years . . ... ... e e e 995,996 1,015,150

SUbOtAl .. e e e e 18,183,149 18,440,216
Mortgage-backed securities (U.S. agency backed) . ......... ... . ... ... 9,136,646 9,155,743

ot o e e e $27.319,795 $27,595,959

Information on sales and maturities of investments are as follows:

2007 2006

Total proceeds on sales of securities .. ... ... .. ... i $25,204,298 $21,461,979
Total proceeds from maturities of fixed maturity investments ... ............... 5,910,000 5,260,000
Gross gains O Sales . ... ... . it e 2,205,364 1,411,563
Gross 10s5es 0N SIS .. .. i i i e e e (361,158) (134,399)
IMpairmEnt J0SSES . . ..ot it it e e e e e (923,177) (156,901)

Major categories of net interest and dividend income are summarized as follows:

2007 2006

Interest earned:

Fixed maturity investments . ........ ...ttt i, $1,224,047 $1,008,181

Short term investments and cash and cash equivalents . .. ................... 149,919 198,326
Dividends earmed ... ... i e e 476,233 377,959
Investment EXPENSES .. ... .. ... e (237,815) (218,507
Netinvestment INCOME . .. . oottt e e e e e e e e e e e e e 21,612,384 $1.365,959

5. LIABILITY FOR UNPAID LOSSES AND LOSS ADJUSTMENT EXPENSES

Details of the liability for unpaid losses and loss adjustment expenses and related reinsurance recoveries
receivable at December 31, 2007 and 2006 are as follows:

2007 2006
Case basis eSHMAES . . . . o\ttt et e e e e e e e $ 6,119,316 3 5,765,798
Incurred But Not Reported . ...... ... .00 ittt 21,290,306 22,395,571
TOtAlS .« o o $27,409,622 $28,161,369
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Liability for losses and loss adjustment expense activity is as follows:

2007 2006

Liability—beginning of year . ............. ... ... ... ... $28,161,369  $28,884,621
Incurred related to:

CUITEnt YEAT . . Lottt 5,784,085 6,360,294

PrOr years . ... ... .. e (2,790,997) (3,072,636)

Total INCUITEA . ..ot i e e 2,993 088 3,287,658
Paid related to:

LTy () 1T O UG (99,277) (73,768)

PIIOT YEAIS . .. ittt e e (3,645,558) (3,937,142)

Totalpaid . ... ... .. i (3,744,833 (4,010,910}
Liability—endof year ........ ... e $27.409,622  $28,161,369

As a result of the change in estimates of insured events in prior years, the provision for losses and loss
expenses decreased by $2,790,997 and $3,072,636 in 2007 and 2006, respectively, The 2007 decrease related
mainly to positive loss development in the policy years 1994 to 2002, The 2006 decrease related mainly to
positive loss development in the policy years 1994 to 2001,

6. STOCKHOLDERS’ EQUITY
Share Dividend

On March 2, 2006, the board of directors of Amerlnst approved a share dividend of two shares of common
stock for every share held by shareholders of record on April 2, 2006, subject to shareholder approval of an
increase in the number of our authorized shares. Such approval was received at the Amerlnst 2006 Annual
General Meeting on June 1, 2006, which increased the authorized share capital of the Company from $500,000 to
$2,000,000. The total issued shares were 331,751 prior to the share dividend and 995,253 afterwards. Unless
otherwise noted, all share and per share numbers in our Consolidated Financial Statements and elsewhere in this
annual report on Form 10-K reflect the share dividend.

Rights Offering

Amerlnst filed a registration statement on Form S-3 with the Securities and Exchange Commission (“SEC”
or the “Commission”) on June 15, 2006 to register a rights offering to existing shareholders. The registration
statement was amended on July 20, 2006 and declared effective July 24, 2006. Pursuant to the rights offering,
which was mailed to shareholders on July 28, 2006, each shareholder received a right to purchase one common
share for each share currently owned, at a price of $23.33 per share (after giving effect to the share dividend).
Further information concerning the rights offering is contained in the prospectus dated July 28, 2006 and in our
S-3 registration statement on file with the SEC. A total of 97,927 rights were exercised prior to October 4, 2006,
the expiration date of the oversubscription right under the rights offering. As a result, 97,927 shares were
subsequently sold by Invesico to shareholders exercising rights, for a total purchase price of $2,284,637, before
rights offering costs of $277,057. Of the shares sold in the rights offering, 21,461 shares were purchased by
Amerlnst directors for a total purchase price of $500,685.

7. PREMIUMS WRITTEN
Premiums written were $7,681,860 and $8,680,603 during 2007 and 2006, respectively.
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8. OPERATING, MANAGEMENT EXPENSES AND TAXATION

Amerlnst, AMIC Ltd., Mezco and Investco have no employees. Their operating activities, as well as certain
management functions, are performed by contracted professional service providers. USA Risk Group (Bermuda)
Ltd. provides Amerlast and AMIC Ltd, certain management, administrative and operations services under the
direction of Amerlnst's Board of Directors pursuant to an agreement. The agreement may be terminated by either
party upon not more than 90 days nor less than 60 days prior written notice. Mr. Grayston, a director and
President of the Company, and Mr. Nicol, Vice President and Treasurer of the Company, are the President and
Senior Account Manager and Vice President, respectively, of USA Risk Group (Bermuda) Ltd. The company
paid $235,000 in fees pursuant to this agreement during 2007 and 2006. Operating and management expenses
include compensation paid to members of the Board of Directors and various committees of the Board totaling
$507,648 in 2007 and $424,258 in 2006.

Under current Bermuda law, the Company and its subsidiaries are not required to pay taxes in Bermuda on
either income or capital gains. The Company has received an undertaking from the Bermuda government that, in
the event of income or capital gains taxes being imposed, the Company will be exempted from such taxes until
the year 2016.

9. DIVIDEND RESTRICTIONS AND STATUTORY REQUIREMENTS

Under the Bermuda Companies Act, Amerlnst is prohibited from declaring or paying a dividend at
December 31, 2007 if such payment would reduce the realizable value of its assets to an amount less than the
aggregate value of its liabilities, issued share capital, and share premium accounts. In addition, it must be able to
pay its liabilities as they come due after the payment of a dividend. As of December 31, 2007, $20 million was
available to stockholders in accordance with these provisions.

Amerlnst’s ability to pay common shareholders’ dividends and its operating expenses is dependent on cash
dividends from AMIC Ltd. including its subsidiary, Investco (collectively the “reinsurance subsidiaries”). The
payment of such dividends by the reinsurance subsidiaries to Amerlnst is limited under Bermuda law by the
Bermuda Insurance Act 1978 and related regulations, as amended, which require that AMIC Ltd. maintain
minimum levels of solvency and liquidity. For the years ended December 31, 2007 and 2006 these requirements
have been met. The minimum required statutory capital and surplus was $4,111,443 and $4,224,205 and actual
statutory capital and surplus was $25,135,361 and $23,118,869 at December 31, 2007 and 2006, respectively.
The minimum required level of liquid assets was $32,946,033 and $33,233,869 and actual liquid assets were
$69,063,405 and $67,505,696 at December 31, 2007 and 2006, respectively. Statutory income for the years ended
December 31, 2007 and 2006 was $2,440,824 and $2,382,272.

10. UNAUDITED CONDENSED QUARTERLY FINANCIAL DATA

FIRST SECOND THIRD FOURTH
w QUARTER QUARTER QUARTER QUARTER
Net premiums earned ............... .00 0eeineren.. $2,234,048 §1,552,209 $2,102,940 $2,084,449
Net investment income .. .........cccuueineneennann.. 304,156 395,089 397,948 425,191
Net realized gain (loss) ........... ... ... ... ...... 53,068 867,775 451,358 (451,172)
Total FEVENUES .. . .. ittt e i 2,681,272 2,815,073 2,952,246 2,058,468
Net(loss)income ..........couvnvveiinenennnennn. $(161,377) $ 800,154 § 332,707 $2,086,116
Basic and diluted (loss) net income per share . .......... $ 0.21) $ 106 $ 044 § 2.76
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FIRST SECOND THIRD FOURTH
_ZE QUARTER QUARTER QUARTER QUARTER
Netpremiums earned ......................oiii.nn $2,049,657 $2,205,374 §$2,187,221 $2,186,282
Netinvestmentincome . ............ccvvivineennee.n 296,789 352,236 334,998 381,936
Net realized gain (l0s8) ..........oviiiiinnnnnnnnnns 419,736 545,466 (127,357) 282,418
Totalrevenues . ... v e i 2,766,182 3,103,076 2,394,862 2,850,636
Netincome (JoSS) ..o vvvinvin e $ 142,003 $ 249984 § (219,743) $3.140,718
Basic and diluted net income (loss) pershare ........... $ 021 3% 037 % 032) $ 4.50

11. SEGMENT INFORMATION

Effective in 2006, AmerInst had two operating segments: 1) reinsurance activity and 2) the new insurance
financing product (RINITS™), which was in the initial marketing phase of development. The results for the
reinsurance activity were as follows:

2007 2006
Revenues ... ...t i e $10,507,059  $11,114,756
Total losses and expenses .................ciiivenann 6,745,850 7,247,220
Segmentincome . ........ ..ol 3,761,209 3,867,536

The RINITS™ segment offers a mechanism to securitize insurance and reinsurance risk, involving property,
casualty, life and health lines of insurance. This segment as of December 31, 2007, had generated no revenue.
Operating and management expenses are as follows:

2007 2006
Operating and management expenses, being segment loss . . . $703,609 $554,574
The combined total net income for both segments is as follows:
2007 2006
Total NELINCOME . ..o\ttt et e et iieeneenns $3,057.600  $3,312,962
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Item 9. Changes in and Disagreements with Accountants on Accounting and Financial Disclosure

There have been no changes in, or disagreements with, accountants on accounting and financial disclosure.
Our retention of Deloitte & Touche has been approved by our Audit Committee and our shareholders. There have
been no disagreements with Deloitte & Touche with respect to any matter of accounting principles or practices,
financial statement disclosure or auditing scope or procedure.

Item 9A. Controls and Procedures
Disclosure Controls and Procedures

As of December 31, 2007, we carried out an evaluation under the supervision and with the participation of
our management, including our Principal Executive Officer and our Principal Financial Officer, of the
effectiveness of the design and operation of our disclosure conirols and procedures pursuant to Exchange Act
Rule 13a-15 under the Securities Exchange Act of 1934, as amended. Based upon that evaluation, our Principal
Executive Officer and Principal Financial Officer concluded that, as of December 31, 2007, our disclosure
control and procedures were effective.

Management’s Annual Report on Internal Control Over Financial Reporting

Management of the Company (together with its consolidated subsidiaries) is responsible for establishing and
maintaining adequate internal control over financial reporting. Management conducted an assessment of the
effectiveness, as of December 31, 2007, of the Company’s internal control over financial reporting, based on the
framework established in Internal Control-Integrated Framework Issued by the Commintee Sponsoring
Organizations of the Treadway Commission (COS0). To perform this assessment the Company engaged its
manager, USA Risk Group of Bermuda and the independent CPA firm, Johnson Lambert & Company of
Burlington, Vermont. Based on our assessment under that framework, management concluded that the
Company’s internal control over financial reporting was effective as of December 31, 2007,

Our internal control over financial reporting is a process designed by or under the supervision of our principal
executive and principal financial officers to provide reasonable assurance regarding the reliability of financial
reporting and the preparation of financial statements for external purposes in accordance with generally accepted
accounting principles. Our inernal control over financial reporting includes policies and procedures that (1) pertain
to the maintenance of records that, in reascnable detail, accurately and fairly reflect transactions and dispositions of
assets; (2) provide reasonable assurance that transactions are recorded as necessary to permit preparation of
financial statements in accordance with generally accepted accounting principles, and that receipts and expenditures
are being made only in accordance with authorizations of management and the directors of the Company; and
(3) provide reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use, or
disposition of the Company’s assets that could have a material effect on our financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect
misstatements,

There has been no change in our internal controls over financial reporting identified in the evaluation that
occurred during our last fiscal quarter that has materially affected, or is reasonably likely to materially affect, our
internal control over financial reporting.

This annual report does not include an attestation report of the Company’s registered public accounting firm
regarding internal control over financial reporting. Management’s report was not subject to attestation by the
Company's registered public accounting firm pursuant to temporary rules of the SEC that permit the company to
provide only management’s report in this annual report,

Item 9B. Other Information

None

38




PART 111

Item 10. Directors, Executive Officers and Corporate Governance

The information required by Item 10 of Form 10-K with respect to identification of directors and officers is
incorporated by reference from the information contained in the section captioned “Election of Directors™ in the
Company’s definitive Proxy Statement for the Annual General Meeting of Shareholders to be held on June 10,
2008 (the “Proxy Statement’’}, a copy of which we intend to file with the SEC within 120 days after the end of
the year covered by this Annual Report on Form 10-K. The company has two executive officers, one of which is
a director of the Company.

Code of Ethics

We have a Code of Business Conduct and Ethics that applies to all directors, officers and employees,
including our principal executive officer, our principal financial officer and our principal accounting officer. You
can find our Code of Business Conduct and Ethics on our internet site, www.amerinst.bm. We will post any
amendments to the Code of Business Conduct and Ethics and any waivers that are required to be disclosed by the
rules of the SEC on our internet site.

Section 16 Compliance

Information appearing under the caption “Other Matters—Section 16(a) Beneficial Ownership Reporting
Compliance” in the Proxy Statement is incorporated herein by reference.

Audit Committee

Information appearing under the captions “Election of Directors—Meetings and Committees of the Board”
and “—Report of the Audit Committee” in the Proxy Statement is incorporated herein by reference.

Item 11. Executive Compensation

The information required by Item 11 of the Form 10-K is incorporated by reference from the information
contained in the section captioned “Election of Directors—Executive and Director Compensation™ in the Proxy
Statement.

Item 12. Security Ownership of Certain Beneficial Owners and Management and Related Stockholder
Matters

The information required by Item 12 of Form 10-K is incorporated by reference from the information
contained in the section captioned “Other Matiers—Security Qwnership of Certain Beneficial Owners and
Management” in the Proxy Statement.

Itemn 13. Certain Relationships and Related Transactions, and Director Independence

The informaticn required by Item 13 of Form 10-K is incorporated by reference from the information
contained in the sections captioned “Other Matters—Certain Relationships and Related Transactions” and
“Election of Directors” in the Proxy Statement.

Item 14. Principal Accountant Fees and Services

The information required by Ttem 14 of Form 10-K is incorporated by reference from the information in the
section captioned “Appointment of Auditors” in the Proxy Statement.
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PART IV

Item 15, Exhibits and Financial Statement Schedules

(a)(1) See Index to Financial Statements and Schedules on page 23.
(a)(2) See Index to Financial Statements and Schedules on page 23.
(a)(3) See Index to Exhibits set forth on pages 42 — 43,

(b) See Index to Exhibits.

(c) See Index to Financial Statements and Schedules on page 23.

INVESTMENTS—SCHEDULE 1

Amerlnst Insurance Group, Ltd.

Consolidated Summary of Investments

as of December 31, 2007
Amount at which
shown on the
Type of investment Cost (1) Fair Value Balance Sheet
Fixed maturity investments:
Bonds:
United States government and agencies and
authorities . ... ... ... ... $18,926,799 $19,083,135 $19,083,135
States, municipalities and political subdivisions . ... ... 8,392 996 8.512.824 8,512,824
All other corporate bonds .. .. ... .. ... .. . ... — -— —
Total fixed maturities . .. ............. ... .... 27,319,795 27,595,959 27,595,959
Equities:
Common stocks:
Bank, trust and insurance companies ............... 2,297,346 3.340,779 3,340,779
Hedge fund, industrial, miscellanecus and all other . ... 16,373,983 22,683,290 22,683,290
Total equity securities .........covvvernen. s 18,671,329 26,024,069 26,024,069
Total INVESHMEILS . . .ottt ettt ettt e e iea e $45,991,124 $53,620,028  $53,620,028

(1) Original cost of equity securities and, as to fixed maturities, original cost reduced by repayments and
adjusted for amortization of premiums or accrual of discounts.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15 (d) of the Securities Exchange Act of 1934, the Registrant has
duly caused this report 1o be signed on its behalf by the undersigned, thereunto duly authorized.

Dated: March 31, 2008 AMERINST INSURANCE GROUP, LTD.

By: /s/ STuarT H. GRAYSTON

Stuart H. Grayston,
President (Principal Executive Officer)

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by
the following persons on behalf of the Registrant and in the capacities and on the dates indicated.

Signature - Title E
/s/  STUART H. GRAYSTON President and Director March 31, 2008
Stuart H. Grayston {Principal Executive Officer)
/s/ MURRAY NICOL Vice-President, Treasurer March 31, 2008
Murray Nicol {Principal Financial and Accounting
Officer)
/s/  IRVIN F. DIAMOND Director and Chairman of the Board March 31, 2008

Irvin F. Diamond

/s/  JEROME A. HARRIS Director and Vice-Chairman of the March 31, 2008
Jerome A. Harris Board
/s/ Davib N. THOMPSON Director March 31, 2008

David N. Thompson

/s/ JoHN T. SCHIFFMAN Director March 31, 2008
John T. Schiffman

/s/ RoNALD S. KaTCcH Director March 31, 2008
Ronald S. Katch

/s/ JerrFry I. GILLMAN Director March 31, 2008
Jeffry 1. Gillman

/s/  JERRELL A, ATKINSON Director March 31, 2008
Jerrell A, AtKinson

{s{ Tuomas P. Litue Director March 31, 2008
Thomas P. Lillie
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Exhibit
Number

INDEX TO EXHIBITS
Year ended December 31, 2007

Description

3(i)
3(ii)
4.1
42
10.1

10.2
10.3
104

10.5

10.6

10.7

10.8

10.9

10.10

10.11

10.12

10.13

10.14

10.15

Memorandum of Association of AmerInst Insurance Group Ltd. (“AmerInst” or the “Company”) (1)
Bye-laws of the Company (1) -

Section 47 of the Company's Bye-laws—included in Exhibit 3(ii) above

Statement of Stock Ownership Policy, as Amended (9)

Reinsurance Treaty between Amerlnst Insurance Company, Inc. (“AIlIC”) and Virginia Surety
Company, Inc. (2)

Agreement between Country Club Bank and AHC (2)

Agreement between Country Club Bank and Amerlnst Insurance Group, Inc. (“AMIG™) (2)

Reinsurance Treaty between AIIC and CNA Insurance Companies (3), 1994 placement slip (4), 1995
placement slip (5), 1996 placement slip (6), 1997 placement slip (8), 1998 placement slip {10}, and
Endorsement No. 1 to the Treaty effective July 1, 1999 (i1}

Revised Management Agreement between Vermont Insurance Management, Inc. and AIIC dated
May 1, 1997(7), Addenda to Management Agreement dated July 1, 1997 (8), Addenda to
Management Agreement dated July 1, 1998 (10), Management Agreement between USA Offshore
Management, Ltd. and AmerInst Insurance Company Ltd. (“AMIC Ltd.”) dated as of December 2,
1999 (12}, and Addenda to Agreement between Amerlnst Insurance Company Ltd. and USA
Offshore Management, Ltd. dated June 2, 2000 (12).

Escrow Agreement among AIIC, United States Fire Insurance Company and Harris Trust and
Savings Bank dated March 7, 1995 (5)

Security Trust Agreement among AIIC, Harris Trust and Savings Bank and Virginia Surety
Company, Inc. dated March 9, 1995 (5) and Agreement of Resignation, Appointment and
Acceptance by and among AMIC Ltd., Harris Trust and Savings Bank and The Bank of New Yor
dated as of May 8, 2000 (13) :

Investment Advisory Agreement For Discretionary Accounts between Amerinst Insurance Company
and Harris Associates L.P. dated as of January 22, 1996, as amended by the Amendment to
Investment Advisory Agreement for Discretionary Accounts dated as of April 2, 1996 (1)

Exchange Agreement between the Company and AMIG, dated as of January 20, 1999 (1)

Reinsurance Treaty between AMIC Ltd, and CNA Insurance Companies, effective December 1,
1999 (11)

Value Plan Reinsurance Treaty between AMIC Ltd. and CNA Insurance Companies, effective
December 1, 1999 (11)

Trust Agreement among AMIC Ltd., Continental Casualty Company and Chase Manhattan Bank
dated as of December 21, 2000 (12)

Investment Counsel Agreement between AMIC Ltd. and Northwest Investment Management, Inc.
dated August 1, 2000 (13)

Registrar and Transfer Agent Agreement between the Company and Butterfield Corporate Services
Limited dated as of January 1, 2001 (14)

Reinsurance Treaty between AMIC Ltd. and CNA Insurance Companies, effective January 1,
2002 (15)
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Exhibit

Number Description

10.16 Reinsurance Placement Slip between AMIC Lid. and Professionals Direct Insurance Company
(PDIC) effective January 1, 2003 (16)

10.17 Director Compensation Summary

10.18 Addendum to Agreement between AMIC Ltd. and USA Risk Group (Bermuda) Lid. effective
January 1, 2008.

21 Subsidiaries of the Registrant

31.1 Certification pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.

31.2 Certification pursuant to Section 302 of the Sarbanes-Oxley Act of 2002,

32.1 Certification of Stuart Grayston pursuant to 18 U.S.C. Section 1350 as adopted pursuant to Section

906 of the Sarbanes-Oxley Act of 2002.

322 Certification of Murray Nicol purseant to 18 U.S.C. Section 1350 as adopted pursuant to Section 906
of the Sarbanes-Oxley Act of 2002.

(1) Filed with the Company’s Registration Statement on Form S-4, Registration No. 333-64929 and
incorporated herein by reference.

(2) Filed with AMIG's Annual Report on Form 10-K for the year ended December 31, 1992 and incorporated
herein by reference.

(3) Filed with AMIG’s Annual Report on Form 10-K for the year ended December 31, 1993 and incorporated
herein by reference.

(4) Filed with AMIG’s Annual Report on Form 10-K for the year ended December 31, 1994 and incorporated
herein by reference.

{5) Filed with AMIG’s Quarterly Report on Form 10-Q for the quarter ended September 30, 1995 and
incorporated herein by reference.

(6) Filed with AMIG’s Quarterly Report on Form 10-Q for the quarter ended September 30, 1996 and
incorporated herein by reference.

(7) Filed with AMIG’s Quarterty Report on Form 10-Q) for the quarter ended June 30, 1997 and incorporated
herein by reference.

(8) Filed with AMIG’s Quarterly Report on Form 10-Q for the quarter ended September 30, 1997 and
incorporated herein by reference.

(9) Filed with AMIG’s Annual Report on Form [0-K for the year ended December 31, 1996 and incorporated
herein by reference.

(10) Filed with AMIG’s Quarterly Report on Form 10-Q for the quarter ended September 30, 1998 and
incorporated herein by reference.

(11) Filed with the Company’'s Annual Report on Form 10-K for the year ended December 31, 1999, and
incorporated herein by reference.

(12) Filed with the Company’s Quarterly Report on Form 10-Q for the quarter ended June 30, 2000 and
incorporated herein by reference.

(13} Filed with the Company’s Annual Report on Form 10-K for the year ended December 31, 2000 and
incorporated herein by reference.

(14) Filed with the Company’s Annual Report on Form 10-K for the year ended December 31, 2001 and
incorporated herein by reference.

(15) Filed with the Company’s Quarterly Report on Form 10-Q for the quarter ended March 31, 2002 and
incorporated herein by reference.

{(16) Filed with the Company’s Quarterly Report on Form 10-Q for the quarter ended March 31, 2003 and
incorporated herein by reference.
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" West Palm Beach, FL 33401

CORPORATE INFORMATION

Amerinst Inéurance Gruu#, Ltd. Investor Informatian .

c/o USA Risk Group (Bermuda) Ltd.
Windsor Place, 18 Queen Street, 2nd Floor
P.0. Box HM 1601 ’
Hamilton HM GX, Bermuda

Shareholder inquiries, requests for transler,
name changes and redemption of shares due
to death, retirement or disability should
continue to be referred to our Shareholder -
Services Division:

Legal Counsel Amerinst Insurance Group, Lid. .

Appleby o ¢/0 USA Risk Group, Inc.

Canon’s Count P.0. Box 1330

22 Victoria Street Mantpefier, Vermont 05601

P.0. Box HM 1179 Attn: Jennifer M. Hawkins

Hamilton HM FX, Bermuda Shareholder Communications:

(800) 422-8141

Facsimile Communications: (802) 229-6280
E-mail: Amerlnst@vim.usarisk.com

Web: hitp://www Amerinst.bm

Gunster, Yoakley & Stewart, PA.
777 S. Flagler Drive
Suite S00F

Bates & Carey LLP

"191 North Wacker Drive

Suite 2400
Chicago, IL ' 60606

Transfer Agent and Registrar . 4

Bank of Butterfield

Butterfield Corporate Serviges, Ltd.
Rosebank Center, 11 Bermudiana Road
P. 0. Box HM 195

Hamilton HM AX, Bermuda

Independent Auditors

Deloitte & Touche

Corner House, Church & Parliament Streets
P.0. Box HM 1556

Hamilton HM FX Bermuda -

Annual Report ont Form 10-K

Copies of the Amerinst Insurance Group, Ltd.
2007 Annual Report on Form 10-K filed with

the Securities and Exchange Commission are
available without charge to stockholders upon
written request to:

Amerlnst Insurance Group, Lid.
0191 North Wacker Drivec/o USA Risk
Group, Inc. '
P.0: Box 1330

Montpelier, Vermont 05601

Attn: Jennifer M. Hawkins

The Form 10-K is also included within this 2007
Annual Repori and is also available on the
Securities and Exchange Commission’s Internet
site at hitp://www.sec.gov and on the Amerlnst
Internet site at hitp/Awww.Amerinst.bm.

ANNUAL MEETING

The 2008 Annual Meeting of Shareholders will

‘be held at 10:00 a.m. on Tuesday, June 10,

2008 at:

525 Bay Street
Toronto, Ontario
Canada M5G 212

Shareholders are encouraged to attend.

Protection for Generations of CPA Firms
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