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DEAR SHAREHOLDERS:

Ifthere is one dominant characteristic

of our company, that characteristic is
change. From our beginnings as a one
state administrator of self-insured trusts,
we ve evolyved into a multinational
organization with fee-based, primary
and reinsurance products. During the
past year and recent months this theme
of change has been even more emphatic.

On March 13, 2009, Daniel G. Hickey Jr.,

our founder and CEO, resigned from the

company. We thank Dan for his many
contributions and for the energy and
optimism he brought to the organization
every day. We are pleased with Dan's
expressed continued commitment to the
company and wish him the best of

health and success for the future.




By the time 2008 came, CRM was a very different company from the one that
had offered its shares to the public in 2005. During the end of 2007 and the
start of 2008, the Company proceeded to exit the self-insured trust administra-
tion business in New York following a series of changes to the marketplace.

As our New York self-insured business phased out, the management and service
infrastructure that we had built so carefully no longer had the revenues to sustain
itself. Faced with the inevitable, we took the painful decision to cut that business
drastically, to “right size” as the accurate but inhuman expression describes it.

A business that once managed $100 million of premium in the self-insured
world became a branch underwriting operation with $40 million of premium.

As | describe below, our accommodation of the transition created adverse
results for the company.

Meanwhile, fee-based business in California was diminishing as competitive
pressures and economic conditions reduced the attractiveness and viability

of some of the groups we managed. Companies join a group because they

are worried about coverage availability and the cost of the coverage. In a soft
market, unless the group is reasonably large and growing from day one, the
group cannot gain momentum, build scale and spread early set-up and adminis-
tration costs. Once it reaches critical mass, the group can operate viably through
all markets, but if it has not reached that size when the market softens, it cannot
survive. Given these market realities in 2008, we began working toward the
disciplined dissolution of some of our self-insured groups in California.

These developments in our fee-based business have made our risk bearing
segments dominant, accounting for 93% of all revenues for the year of 2008,
compared to just 19% in 2005. On the fee-based side, we now manage three
self-insured groups in California whose annualized premiums total $32 million.
This is less than half of the premium volume we managed at the height of the
market in 2006.

A discussion of our risk-based business is really a tale of three regions.

Our largest market continues to be California. | am pleased with the performance
we achieved in California in 2008. Our loss ratios were satisfactory, essentially
consistent with the industry overall. We have a reasonable spread of business
by industry. Although construction activity accounts for about a third of our
premium, we have balanced our book with other industries including health care,
manufacturing, transportation, and agriculture exposures. None of these
segments is immune from the effects of the region’s economic struggles, but
health care and agriculture are relatively less cyclical. | believe diversification
among industries we understand and can underwrite with authority will enable
us to endure the current conditions and be in good position as the economy
improves. | am grateful for the loyalty and professionalism of the brokers who
advocate our company and products to their clients. | view our broker partners
as a foundational element for our current and future successes.

In contrast to California, we produced unacceptable underwriting results in
New York. We established our primary insurance premium base in New York
in large part by offering insurance through Majestic to members of some of the

I have great

confidence in our

employees and
our business and
look forward to
moying CRM

onward.




self-insured trusts formerly managed
in our fee-based operation. Our
desire was to step in and support
the members and their brokers in
the transition from the trust market
while bringing geographic diversifi-
cation to our primary business
segment. We did this at a time
when market reforms in New York
had imposed substantial rate cuts
in many classes of business. At the
time, it was not clear how the
reforms would mitigate loss costs.
Looking back, our response was
rushed and not appropriately
governed by the judgments of

our underwriters. We made a poor
decision that contributed signifi-
cantly to a severe operating loss
for the fourth quarter and nearly
offset our entire profit for the year.

We have grown our business in
New Jersey to about $18 million in
annual premium. Our results for the
year were marred by several severe
claims. We believe these claims
were unusual and not a reflection
of poor underwriting judgments.
Indeed, going forward we expect
our results to be more consistent
with statewide averages.

The third element of our risk
bearing operation is Twin Bridges,
our Bermuda based reinsurance
company. Twin Bridges earns
premiums by reinsuring excess
policies issued by Majestic on the
self-insured groups we manage in
California and by reinsuring a
portion of the primary coverage
provided by Majestic. Twin Bridges'
combined ratio was up compared
with prior years, but still a very
healthy 89.4% for the year. The loss
ratio was up because Twin Bridges
shared in the direct loss ratio
produced at Majestic, including

the adverse results in New York
and New Jersey. In addition, rates
paid by the California self-insured
groups are falling, thereby reducing
revenue and increasing the loss
ratio at Twin Bridges on the group
excess policies.

| have confidence in our balance
sheet. In case anyone needs
reminding, the entire country

rapidly descended into financial
crisis during 2008. Our decision in
the second quarter to sell our equity
portfolio and remain invested in high
quality fixed income instruments has
served us very well. While many
primary insurers have seen material
portfolio impairments we have
preserved our book value with less
than one million lost from a portfolio
of $315 million. Our assets are
invested in fixed income securities
whose average credit rating is
AA-plus. Our independent actuaries
share our opinion that our loss
reserves make a reasonable and
adequate provision for our claim
liabilities. We are fortunate to be
supported by high quality, well capi-
talized reinsurers whose obligations
to us under reinsurance contracts
are secure with an average overall
A.M. Best rating of A.

Even so, it was perhaps inevitable
given the issues surrounding the
company and our market price that
our rating agency, A.M. Best, would
tighten their standards. We are
proud and protective of our A-minus
rating. The rating is valued by our
brokers and essential for many of
the markets in which we compete.
That said, the A.M. Best criteria that
led us to add $34.5 million of
capital to Majestic and manage our
premium volume through a 40%
quota share reinsurance treaty was

not pleasant medicine to swallow
from a profitability standpoint.

The capital that was contributed

to Majestic came from Twin Bridges,
thereby shrinking our capacity in
Bermuda and reducing our ability
to share risk within our organization.
Following these adjustments,

most of our revenues and profits
are now derived from our U.S.
operations.

After all the effort to persevere
through the trials presented in
2008, to have a poor report card

is tough. At the end of a very diffi-
cult three years, net income from
continuing operations for the twelve
month period ended December 31,
2008, was still a positive number:
$2.0 million, or $0.12 per diluted
share, compared to net income from
continuing operations of $18.0
million, or $1.11 per diluted share,
in 2007. Total revenues for the year
increased to $143.2 million from
$137.0 million in 2007. Sharehold-
ers’ equity was $108.9 million,
compared to $68.9 million at the
end of 2005.

SO, ON TO 2009. Following Dan's
departure as Chairman and CEQ in
March, the Board asked me to take
over as acting CEO. | am very
pleased to assume the role. | have
great confidence in our employees
and our business and look forward
to moving CRM onward. That said,
| have to report that there has been
no respite from difficult economic
conditions at this time of writing.
The economy is clearly continuing
to deteriorate. Some of our core
customer groups are among the
hardest-hit: small contractors, auto
dealers and professional tradesmen.
Investment returns for low risk asset
portfolios are at historic lows.
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Regardless, there will be no excuses from
CRM. | recognize the economic, competitive,
and regulatory challenges in our markets.
We will rely on our experience, energy,

and intelligence to compete successfully

in these markets. We feel very good about
the strengths we see.

We'll be true to our

heritage, yet based firmly

in the present and

positioned for the future.

Our broker relationships are solid. We are
respected for our vision and creativity.

We have over $100 million of book value.

We have an A-minus rating from
A.M. Best.

Our asset portfolio is very conservatively
positioned with no equity risk and an
average AA-plus bond rating.

Our service model is regarded by our
insureds and brokers as the best in
the industry.

In 2009, we will look to reemphasize the
central importance of sound underwriting
principles and practices. Quite simply,

the core of an insurance company is
underwriting. We will seek profits, and

not necessarily volume. We must have the
opportunity to earn an underwriting profit
on any risk we accept.

So, why do |, with 29 years experience in
this business, maintain optimism in this envi-
ronment? Quite simply, | believe in the skills
and loyalty of our people. Our underwriting
team in New York has taken appropriate
action, resulting in the cancellation or non-
renewal of a third of our business in the
state. All decisions on the acceptability and
pricing of business will be determined by our
underwriting team. In California, we have
achieved improved pricing for renewals and
new business thus far in 2009. Additionally,
we are encouraged by recent recommenda-
tions for increases in premium rates made by
the state bureau responsible for rate determi-
nations. Our claims professionals are well
led and are among the best in the business.
Our loss control representatives deliver
valued service and expertise to our insureds.
Our marketing people continue to cultivate

a productive and loyal broker force. Our
fundamental insurance operations are
absolutely solid. All of this underscores

our experience in this business. Majestic
Insurance Company will celebrate 30 years
in business in 2010. We are going to draw
upon that experience and use it to write
business that satisfies the needs of clients
and earns a fair return for our shareholders.
We'll be true to our heritage, yet based firmly
in the present and positioned for the future.

Thank you for your support of me in my new

role and your continued faith in CRM. | look
forward to reporting to you during the year.

Sincerely,

James ]. Scardino
ACTING CHIEF EXECUTIVE OFFICER
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INFORMATION CONCERNING DEFINITIONS AND FINANCIAL INFORMATION

In this report, we use the terms “Company,” “we,” “us” or “our” to refer to CRM Holdings, Ltd. and its
subsidiaries on a consolidated basis, unless otherwise indicated or unless the context otherwise requires. All
references in this report to our entity names are set forth in the following table, unless otherwise indicated or unless
the context otherwise requires:

Reference Entity’s Legal Name

CRMHoldings ............................. CRM Holdings, Ltd.

Twin Bridges. . .. .......... ... ... ... ....... Twin Bridges (Bermuda) Ltd.

CRM USAHoldings . ........................ CRM USA Holdings Inc.

CRM .. Compensation Risk Managers, LLC

CRMCA ... Compensation Risk Managers of California, LL.C
Eimar .. ... . ... . . e Eimar, LLC

Majestic .. ... v Majestic Insurance Company

Embarcadero. .. ..... ... ... ... ... . ... Collectively: Embarcadero Insurance Holdings, Inc.;

Majestic Insurance Company; Great
Western Insurance Services, Inc.; and
Redhorse Insurance Company, Ltd.

References to our common shares include our non-voting Class B shares, unless the context indicates
otherwise. All amounts in this report are expressed in U.S. dollars and the financial statements have been prepared
in accordance with generally accepted accounting principles in the United States of America, or GAAP, except as
otherwise indicated.



FORWARD LOOKING STATEMENTS

This document contains forward looking statements, which include, without limitation, statements about our
plans, strategies and prospects. These statements are based on our current expectations and projections about future
events and are identified by terminology such as “may,” “will,” “should,” “expect,” “scheduled,” “plan,” “seek,”
“intend,” “anticipate,” “believe,” “estimate,” “aim,” “potential,” or “continue” or the negative of those terms or other
comparable terminology. These statements are subject to certain risks and uncertainties that could cause actual
results to differ materially from historical earnings and those presently anticipated or projected. Although we
believe that our plans, intentions and expectations are reasonable, we may not achieve such plans, intentions or
expectations.

The following are some of the factors that could affect financial performance or could cause actual results to
differ materially from estimates contained in or underlying our forward-looking statements:

« the cyclical nature of the insurance and reinsurance industry;
e premium rates;

* investment results;

* legislative and regulatory changes;

» the estimation of loss reserves and loss reserve development;
* reinsurance may be unavailable on acceptable terms, and we may be unable to collect reinsurance;
« the status or outcome of legal and/or regulatory proceedings;
¢ the occurrence and effects of wars and acts of terrorism;

* the effects of competition;

* failure to retain key personnel;

¢ economic downturns;

* natural disasters; and

« the reasons discussed in Item 1A — Risk Factors.

You should carefully read this annual report, the documents that we reference herein and the documents we
have filed as exhibits, together with all other documents we have filed with the SEC, with the understanding that our
actual future results, levels of activity, performance and achievements may be different from what we expect and
that these differences may be material. We qualify all of our forward looking statements by these cautionary
statements. We undertake no obligation to update any of the forward looking statements after the date of this report
to conform those statements to reflect the occurrence of unanticipated events, except as required by applicable law.
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PART 1

ITEM 1. BUSINESS
Overview

We are a provider of workers’ compensation insurance products. Our main business activities include
underwriting primary workers’ compensation policies, underwriting workers’ compensation reinsurance and
excess insurance policies, and providing fee-based management and other services to self-insured entities. We
provide primary workers’ compensation insurance to employers in California, Arizona, Florida, Nevada, New
Jersey, New York, and other states. We reinsure some of the primary business we underwrite and provide excess
workers’ compensation coverage for self-insured organizations. We provide fee-based management services to self-
insured groups in California.

CRM Holdings is a holding company formed in September 2005 under the laws of Bermuda. We provide
primary workers’ compensation insurance products through Majestic, which was incorporated in California in
1980. We provide reinsurance products through Twin Bridges, which was formed as a Class 3 exempted insurance
company under the laws of Bermuda in 2003. We provide fee-based management services through CRM CA, which
began operations in California in 2003. CRM USA Holdings is the holding company for our U.S. operations and
was incorporated in Delaware in December 2005. Embarcadero is the holding company for Majestic and was
formed in 1986 under the laws of California.

We completed our initial public offering in December 2005. In the offering, we sold 6,000,000 shares of
common shares and raised $68.7 million, net of underwriting and offering expenses of $9.3 million. We contributed
$47.0 million of the IPO proceeds to Twin Bridges to support the growth of our reinsurance business and
$6.5 million to CRM to repay the entire amount outstanding under a credit facility and for general working capital.
CRM Holdings’ common shares are listed on the Nasdaq Global Select Market under the symbol CRMH. In
February 2007, we completed a public offering of 2,882,643 shares of common shares. All of these shares were
offered by existing shareholders, and we did not receive any of the proceeds from this offering.

We report our business in four segments: (1) primary insurance; (2) reinsurance; (3) fee-based management
services; and (4) corporate and other. Our primary insurance segment was added with the acquisition of
Embarcadero on November 14, 2006. Effective September 8, 2008, the results of operations of our subsidiaries,
CRM and Eimar, which historically were reported in the fee-based management services segment, are reported as
discontinued operations for all periods presented. Revenues, income (loss) before taxes and total assets for each of
our segments for each of the last three fiscal years are described in Note 22 of the notes to our consolidated financial
statements filed within this annual report under Item 8.

Industry Background

Workers’ compensation is a statutory system under which an employer is required to pay for its employees’
costs of medical care and other statutorily prescribed benefits for work-related injuries or illnesses. Most employers
comply with this requirement by purchasing workers” compensation insurance. The principal concept underlying
workers’ compensation laws is that employees injured in the course of their employment have only the legal
remedies available under those laws and do not have any other claims against their employers. Generally, workers
are covered for injuries that occur in the course and within the scope of their employment. The employers’
obligation to compensate injured workers does not depend on any negligence or wrongdoing of the employer and
exists even for injuries that result from the negligence or wrongdoing of others, including the injured employee. The
benefits payable and the duration of such benefits are set by statute and vary by state and with the nature and severity
of the injury or disease and the wages, occupation and age of the employee.

Workers’ compensation insurance policies obligate the carrier to pay benefits that the insured employer may
become obligated to pay under applicable workers’ compensation laws. Each state has a regulatory and adjudi-
catory system that quantifies the level of wage replacement to be paid, determines the level of medical care required
to be provided and the cost of permanent impairment, and specifies the options in selecting healthcare providers
available to the injured employee or the employer.



State laws generally require two types of benefits for injured employees: medical benefits and indemnity
payments. Medical benefits include expenses related to diagnosis and treatment of the injury and any required
rehabilitation. Indemnity payments consist of temporary wage replacement, permanent disability payments and
death benefits to surviving family members. To fulfill this mandated financial obligation, employers may purchase
workers’ compensation insurance from a private insurance carrier, a state-sanctioned assigned risk pool or a self-
insurance group (an entity that allows employers to obtain workers’ compensation coverage on a pooled basis,
typically subjecting each employer to joint and several liability for the entire fund) or, if permitted by the state in
which they operate, may self-insure, thereby retaining all risk.

Primary Insurance Segment
Overview

Our primary insurance segment includes the underwriting of workers’ compensation insurance products
offered through Majestic, our California domiciled insurance company. We offer primary workers’ compensation
insurance through independent insurance brokers and agents to various size businesses and excess and frequency
coverage policies to self-insured entities. We acquired Majestic in November 2006. Before the acquisition, Majestic
provided coverage under the United States Longshore and Harbor Workers’ Compensation Act (USL&H Act),
although we stopped offering this type of coverage in March 2007. We believe that Majestic’s experience in
underwriting complex risks allows it to target potential accounts with attractive premiums relative to exposure, good
employee relations and effective risk management policies.

Majestic is currently rated “A—"" (Excellent) by A.M. Best Company, Inc., or A.M. Best. This rating was
upgraded from “B++” (Very Good) following our acquisition of Majestic, and the upgraded rating has provided us
with the ability to bid on business that had previously been unavailable to Majestic due to minimum rating
requirements by some employers and brokers.

Our long-term strategy in the primary workers’ compensation segment is to attract policyholders requiring
quality services based on adequate premium rates for the exposure. During periods of intense competition or other
adverse industry conditions, Majestic’s premium revenue may be reduced as employers buy elsewhere because we
adhere to a long-standing operating principle that we will strive to achieve and not compromise the adequacy of our
premium rates in order to achieve revenue or market share objectives. Our value proposition is that our services,
including our claims handlings and loss control, over the long-run, provide employers the opportunity to reduce
their experience modification factor and thereby, their long-term workers’ compensation costs.

Policyholders

Majestic seeks to underwrite better than average risks in a diversity of classifications which have been in
business no less than three years. As of December 31, 2008, Majestic had more than 2,758 policyholders with an
average annual workers’ compensation policy premium of $60 thousand. As of December 31, 2008, 2007 and 2006,
our ten largest policyholders accounted for 7%, 22% and 18%, respectively, of our gross premiums. Our policy
renewal rate on voluntary business that we quoted and renewed was 65%, 83% and 73% in 2008, 2007 and 2006,
respectively.

While not limited to a specific list of classification codes, Majestic focuses on contractors, transportation,
healthcare, wholesale and retail, manufacturing, auto dealers, hospitality, physicians and dentists, colleges and
universities, banks and other classes on a case by case basis. The following table sets forth Majestic’s direct



premiums written by the industries that Majestic focuses on and as a percentage of total direct written premiums for
the last three fiscal years:

Year Ended December 31,

2008 2007 2006
(Dollars in thousands)
Construction . .. .................... $ 55,898 33% $ 20,556 12% $10,747 16%
Healthcare ........................ 26,218 15% 16,702 10% 9,473 14%
Manufacturing. . . ................... 16,098 9% 15,109 9% 13,293 20%
Wholesale and Retail. . . .............. 12,176 7% 11,948 7% 8,872 13%
Services . .............. ... ..., 9,325 5% 5,668 3% 5,122 8%
Transportation. . . ................... 8,319 5% 2,561 2% 779 1%
Hospitality . ....................... 1,231 1% 1,029 1% 1,334 2%
Others. . .......... ... ... 22575  13% 15403 9% 16,965  25%
Total Primary ...................... 151,840 89% 88,976 54% 66,585 100%
Total Excess .. ............cuvn.. 19567 11% 76,686  46% — 0%
Total ............................ $171,407 100% $165,663 100% $66,585 100%

Majestic is licensed to write workers’ compensation insurance in 16 states: Alaska, Arizona, California,
Florida, Hawaii, Idaho, Illinois, Montana, Nevada, New Jersey, New Mexico, New York, Oregon, Utah, Virginia
and Washington. During 2008, we wrote workers’ compensation insurance in 10 states. Majestic, before our
acquisition, issued policies primarily to businesses located in California. Following our acquisition, we expanded
Majestic’s coverage to include excess and frequency coverage to self-insured entities beginning in January 2007.
We began offering primary workers’ compensation policies in New Jersey in April 2007, in New York in October
2007 and in Florida in December 2007. The following table sets forth Majestic’s direct premiums written by state
and as a percentage of total direct written premiums for the last three fiscal years:

Year Ended December 31,

2008 2007 2006
(Dollars in thousands)
California . . ....................... 103,896 61% $106,153 64% $61,269 92%
New York . ........................ 41,004 24% 48,617 29% — 0%
Newlersey ........ooinnnnn.. 19,006 11% 6,464 4% —_ 0%
Arizona. . ....... .. .. 4,097 2% 1,733 1% 435 1%
Florida ........................... 2,149 1% — 0% — 0%
Nevada........................... 1,259 1% 554 0% 124 0%
Washington. . . ..................... 121 0% 1,130 1% 3,108 5%
Alaska . ........... ... ... ... ... 93) 0% 885 1% 1,664 2%
Others. . ......... ... ... ....... (32) 0% 127 0% (15 0%
Total ............................ $171,407 100% $165,663 100% $66,585 100%

Production of Business

We sell our primary workers’ compensation insurance solutions through independent agents and brokers.
Majestic currently maintains a marketing presence in California, New Jersey, New York, Arizona, Nevada, Oregon
and Florida and policies are currently placed through approximately 325 independent agents and brokers. In
evaluating Majestic’s agent and broker relationships, we give strong consideration to the business segments in
which an agent or broker operates and we are careful to limit the geographic overlap of our agents and brokers. We
also monitor premium and account loss activity on a monthly basis and conduct an annual review of all of our
brokers on the basis of production and loss results. We compensate these independent agents and brokers by paying
a commission based on the premium collected from the policyholder. Our independent agents and brokers do not
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have the authority to underwrite or bind coverage. Majestic’s ten largest independent agents and brokers produced
approximately 14%, 38% and 49% of its premiums in-force as of December 31, 2008, 2007 and 2006, respectively.

Underwriting and Pricing

Our underwriting strategy for primary workers’ compensation insurance is to underwrite individual risks as
opposed to focusing on a specific group of industries. We seek to identify businesses with, among other things,
above average wage and benefit levels, below average employee turnover, low claims frequency and existing loss
control and return-to-work programs.

Majestic offer four types of workers’ compensation insurance products and services:

o Guaranteed Cost Plans. These plans are fixed-cost insurance products in which the policy’s premium
charges do not vary as a result of the loss experience of the insured. Premiums are developed by: (1) applying
the applicable industry rate to the policyholder’s aggregate payroll; (2) adjusting for the historical mod-
ification factor applicable to the policyholder; (3) making further adjustments based on the policyholder’s
loss history; and (4) adjusting for our premium/discount factors based on considerations such as the insured’s
safety record, length of time in business and other underwriting metrics.

* Risk-Sharing Products. Majestic’s risk-sharing products generally consist of retrospective rate plans and
large deductible plans. With retrospective rate plans, our premiums are adjusted based upon the actual loss
experience of the policyholder during the policy period. The policyholder will receive returned premium if
the actual loss experience is lower than expected or pay additional premium if the actual loss experience is
higher than expected, subject to minimum and maximum premium. With respect to large deductible plans,
we provide claims handling, risk control and other administrative services; however, we only pay policy-
holder claims in excess of a deductible. The deductible level is typically intended to cover a large majority of
estimated losses.

« Loss Mitigation Program. This program is subscribed for by a policyholder in conjunction with its
workers’ compensation coverage. The program, which we refer to as the “HealthCare Organizational Plan,”
is designed to provide employers with better control of workers’ compensation losses while ensuring long-
term quality treatment. The plan is designed to return injured workers to work faster, close claims sooner and
reduce associated litigation.

o Excess and Frequency Coverage. Self-insured groups and entities are generally required to purchase
excess and frequency workers’ compensation coverage from U.S. admitted insurers. This “excess coverage”
insures the self-insured group or entities for claims that exceed a minimum level of retention. The self-
insured groups or entities also purchase coverage to insure against the risk that a large number of claims will
occur and result in losses that are each less than retention level but in the aggregate result in such losses that
could exhaust their resources. This “frequency coverage” is triggered if the aggregate amount of losses and
loss adjustment expenses during the coverage period exceeds a percentage of the premiums paid to the
groups by their members. If triggered, the frequency coverage will insure up to a specified amount of losses
and loss adjustment expenses of the group during the coverage period.

Risk Assessment and Loss Control Services

We place a strong emphasis on our loss control function as an integral part of the underwriting process as well
as a competitive differentiator. Majestic’s loss control department delivers risk level evaluations to our underwriters
with respect to the degree of an employer’s management commitment to safety and acts as a resource for our
customers to support the promotion of a safe workplace. We believe that this experience benefits us by allowing us
to serve our customers more efficiently and effectively. On a case by case basis, as necessary, our loss control staff
evaluates each prospective customer’s safety program elements and key loss control measures, supported with
explanations in an internal report to the appropriate underwriter. Our loss control staff develops detailed policy-
holder service plans outlining corrective actions needed to address potentially hazardous conditions or safety
program deficiencies and proactively monitors policyholder actions to ensure compliance.
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Claims Management

Our claims management services involve the administration and management of a claim from the time it is
brought to our attention until the claim is finally settled. We have established procedures to record reported
insurance claims, regardless of size, in a claims database upon receipt of notice of the claim. We attempt to make
contact with the injured worker, treating physician and employer within 24 hours after receiving a claim. This focus
on timely reporting and follow-up allows us to mitigate claims and loss adjustment expenses and identify potential
fraud. Majestic periodically updates its database for any developments affecting a claim.

Novation Agreement

On June 28, 2007, we consummated a novation agreement with New York Marine & General Insurance
Company (Novation Agreement). Under the terms of the Novation Agreement, Majestic was substituted as the
insurance company for almost all of the excess policies previously issued by New York Marine & General Insurance
Company (NY Marine & General) to certain of the self-insured groups we managed. NY Marine & General
transferred and assigned to Majestic all of its respective rights, duties and obligations under the excess workers’
compensation policies issued to certain of our self-insured groups during the policy years 2003 through 2006. In
connection with this, NY Marine & General also transferred and assigned its rights, duties and obligations to
Majestic under two quota share reinsurance agreements between NY Marine & General and Twin Bridges, which
are discussed below under the heading “Primary Insurance Segment — Reinsurance — Quota Share Reinsurance”

Reserves for Losses and Loss Adjustment Expenses

We record reserves for unpaid losses and loss adjustment expenses, referred to as loss reserves, related to
insurance policies written by Majestic. These loss reserves are balance sheet liabilities representing estimates of
future amounts we expect to pay for claims occurring on or before the balance sheet date. This estimate includes not
only claims already reported to us as of the balance sheet date, but claims for injury that have occurred but have not
been reported to us. We take into consideration the facts and circumstances for each claim file as then known by our
claims department, as well as actuarial estimates of aggregate unpaid losses and loss expense.

The three main components of our loss reserves are case reserves, reserves for losses “incurred-but-not-
reported,” and loss adjustment expenses.

When a claim is reported, Majestic establishes, individually, a “case reserve” for the estimated amount of its
ultimate settlement and its estimated loss adjustment expenses. Amounts are established based upon knowledge of
the severity of the injury and may subsequently be supplemented or reduced as Majestic’s claims department
receives new information. At any point in time, the amount paid on a claim, plus the reserve for future amounts to be
paid represents the estimated total cost of the claim, or the case incurred amount. The estimated amount of loss for a
reported claim is based upon various factors, including:

* type of loss;

e severity of the injury;

» age and occupation of the injured employee;

* estimated length of temporary disability;

* anticipated permanent disability;

« expected medical procedures, costs and duration;

« our knowledge of the circumstances surrounding the claim;

* insurance policy provisions, including coverage, related to the claim;
e jurisdiction of the occurrence; and

* other benefits defined by applicable statute.



The case incurred amount can vary due to uncertainties with respect to medical treatment and outcome, length
and degree of disability, employment availability and wage levels and judicial determinations. As changes occur,
the case incurred amount is adjusted. The initial estimate of the case incurred amount can vary significantly from the
amount ultimately paid, especially in circumstances involving severe injuries with comprehensive medical
treatment. Changes in case incurred amounts, or case development, are an important component of our historical
claim data.

In addition to Majestic’s case reserves, at the end of any financial reporting period, there are a number of claims
that have not yet been reported but will arise out of accidents that have already occurred. These are referred to in the
insurance industry as “incurred-but-not-reported,” or IBNR. IBNR is the estimated ultimate losses for each accident
year less amounts that have been paid and case reserves. IBNR reserves, unlike case reserves, do not apply to a
specific claim, but rather apply to the entire body of claims arising from a specific time period. IBNR primarily
provides for costs due to:

* future claim payments in excess of case reserves on recorded open claims;
* additional claim payments on closed claims; and
* the cost of claims not yet reported to us.

Most of Majestic’s IBNR reserves relate to estimated future claim payments over and above the case reserves
on recorded open claims. For workers’ compensation, most claims are reported to the employer and to the insurance
company relatively quickly, and relatively small amounts are paid on claims that already have been closed.
Consequently, late reporting and reopening of claims are a less significant part of IBNR for Majestic.

We rely upon actuarial estimates to establish Majestic’s IBNR reserves for loss amounts, including expected
development of reported claims. These IBNR reserves include estimated loss adjustment expenses. We calculate
Majestic’s IBNR reserves by using generally accepted actuarial techniques, relying on the most recent information
available, including pricing information, industry information and our historical development patterns. These
reserves for losses and loss adjustment expenses are revised as additional information becomes available and as
claims are reported and paid.

The third component of Majestic’s loss reserves are reserves for loss adjustment expenses. Majestic’s reserves
for loss adjustment expenses is our estimate of the diagnostic, legal, administrative and other similar expenses that
we will spend in the future managing claims that have occurred on or before the balance sheet date.

A portion of our loss reserves are ceded to unaffiliated reinsurers. We establish Majestic’s loss reserves both
gross and net of reinsurance. The determination of the amount of reinsurance that will be recoverable on our loss
reserves includes reinsurance recoveries from our excess of loss and quota share reinsurance policies. Our
reinsurance arrangements also include intercompany quota share and excess of loss reinsurance agreements
between Majestic and Twin Bridges. Under these agreements, Majestic cedes some of its premiums, losses, and loss
adjustment expenses to Twin Bridges, but these intercompany reinsurance agreements do not affect our consol-
idated financial statements, since, on a consolidated basis, we retain 100% of the risks not ceded to unaffiliated
excess of loss reinsurers.

Our best estimate of our ultimate liability for Majestic’s total unpaid losses and loss adjustment expenses as of
December 31, 2008, net of reinsurance receivables, was $214.4 million. As of December 31, 2008, Majestic had
4,020 open claims. Majestic’s reserve for losses and loss adjustment expenses (gross and net), as well as our case
and IBNR reserves, as of December 31, 2008, 2007 and 2006, respectively, are shown below. The 2008 and 2007
figures are shown net of elimination of intercompany loss reserves and reinsurance recoverables of $31.0 million
and $18.2 million, respectively.



As of and for the Year
Ended December 31,

2008 2007 2006
(Deollars in thousands)

CaSE TESEIVES .« v v et e et e e e e e $104,025 $ 86,813 $ 77,639
IBNR. ... e 85,330 66,720 49,739
Loss adjustment eXpenses. . . ... .ovv vt enn et 29,429 21,840 20,658
Fair value adjustment of loss reserves. . .................. (4,394) (4,964) (6,156)
Gross unpaid losses and loss adjustment expenses. . ......... 214,390 170,409 141,880
Reinsurance recoverables on unpaid losses and loss adjustment

EXPEMSES, BIOSS. « v v v v e e e e e e ettt e (61,954) 42,727) (35,774)
Fair value adjustment of reinsurance recoverables . . ......... 6,453 7,240 6,861
Net unpaid losses and loss adjustment expenses ............ $158,889  $134,922  $112,967

We produce a point estimate for Majestic’s loss reserves using the results of various methods of actuarial
estimation. We use Majestic’s historical claims data broken out by accident year and paid and incurred claim
amounts broken out by medical, indemnity, expense, subrogation, and individual large loss information. We then
select and apply a variety of generally accepted actuarial methods to the data which produce estimates of ultimate
losses by accident year. The methods applied vary somewhat according to the type of policy (primary or excess) and
claim benefit being analyzed. We estimate Majestic’s loss reserves using the following actuarial methods:

e Puaid Loss Development Method. A method using historical, cumulative paid losses by accident year and
develops those actual losses to estimated ultimate losses based upon the assumption that each accident year
will develop to estimated ultimate cost in a manner that is analogous to prior years. The paid method does not
rely on case reserves or claim reporting patterns in making projections. The validity of the results from using
a paid loss development approach can be affected by many conditions, such as internal claim department
processing changes, legal changes or variations in a company’s mix of business from one year to the next.
Also, since the percentage of losses paid for immature years is often low, development factors are more
volatile. A small variation in the number of claims paid can have a leveraging effect that can lead to
significant changes in estimated ultimate liability for losses and loss adjustment expenses.

* Incurred Loss Development Method. A method using historical, cumulative incurred losses by accident
year and develops those actual losses to estimated ultimate losses based upon the assumption that each
accident year will develop to estimated ultimate cost in a manner that is analogous to prior years. The
incurred (case incurred) loss development method relies on the assumption that, at any given state of
maturity, ultimate losses can be predicted by multiplying cumulative reported losses (paid losses plus case
reserves) by a cumulative development factor. The validity of the results of this method depends on the
stability of claim reporting and settlement rates, as well as the consistency of case reserve levels. Case
reserves do not have to be adequately stated for this method to be effective; they only need to have a fairly
consistent level of adequacy at all stages of maturity.

* Bornhuetter-Ferguson Method. The Bornhuetter-Ferguson Method is a blended method that explicitly
takes into account both actual loss development to date and expected future loss emergence. Two versions of
this method exist: one based on paid loss and one based on incurred loss. This method uses the selected loss
development patterns from the development methods to calculate the expected percentage of loss unpaid (or
unreporied). The expected component of the method is calculated by multiplying earned premium for the
given exposure period by a selected prior loss ratio. The resulting dollars are then multiplied by the expected
percentage of unpaid (or unreported) loss described above. This provides an estimate of future loss payments
(or reporting) that is then added to actual paid (or incurred) loss data to produce estimated ultimate loss.

All of the methods described above use expected loss payment and reporting patterns for losses and Majestic’s
actual paid and reported losses and loss adjustment expenses to estimate the reserve. The expected payment and
reporting patterns are based on state specific industry patterns as well as our historical patterns. For losses incurred
in California and under USL&H policies, where we have a significant amount of historical claims data, we are able
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to rely on the analysis of Majestic’s more than 58 thousand claims in its 22-year history. For other jurisdictions, we
rely heavily on industry wide loss development factors in combination with price and exposure information. The
determination to assign particular weights to ultimate losses developed through application of our loss development
factors and industry-wide loss development factors is made by the actuary and is a matter of actuarial judgment. The
expected payment and reporting patterns can change whenever there is new information that leads us to believe that
the pattern of future loss payments will be different from what has historically been expected.

For the most current accident year, we rely heavily on an expected loss ratio method. This method is based on
an analysis of historical loss ratios adjusted for current pricing levels, exposure growth, anticipated trends in claim
frequency and severity, the impact of reform activity and any other factors that may have an impact on the loss ratio.
This adjusted loss ratio is applied to the earned premium for the current accident year to derive the ultimate
estimated claims liability for the current accident year which becomes one of the components of the overall
estimated claims liability reflected on our balance sheet. Majestic’s estimate of the ultimate claims liability for the
current accident year is reviewed quarterly and is adjusted throughout the current year.

We also estimate net loss reserves which account for reductions in Majestic’s claims liabilities as a result of
reinsurance receivables and amounts recoverable through subrogation using the actuarial analysis similar to those
described above. Majestic’s reinsurance program, in particular, significantly influences the level of net retained
losses. Under Majestic’s reinsurance program, the reinsurers assume a portion of the loss and loss adjustment
expenses incurred in excess of certain loss thresholds or share on a proportional basis in certain losses. Receivables
from reinsurers are a function of estimated loss reserves and are therefore subject to similar uncertainties. In
addition, reinsurance recoverables may ultimately prove to be uncollectible if the reinsurer is unable to perform
under the contract. Reinsurance contracts do not relieve Majestic of its obligations to its policyholders.

We may adjust loss development patterns, the various method weights or the expected loss ratios used in our
analyses. Management employs judgment in each reserve valuation as to how to make these adjustments to reflect
current information. The actuarial methods ook at historical paid losses at various points in time, claim counts and
average costs of incurred losses, counts and average values of unpaid losses, as well as variations of such techniques.
Estimates of ultimate claims liability for each accident year are derived using the actuarial techniques and we adjust
the ultimate estimated claims liability for prior accident years during the year, only to the extent that there is enough
overall evidence that a material change has occurred that would result in a material change in its prior year-end
estimate of ultimate claims liability.

Loss reserves do not represent an exact calculation of liability, but instead represent management’s best
estimates, generally utilizing actuarial expertise and projection techniques, at a given accounting date. Reserves for
losses and loss adjustment expenses are estimates and are inherently uncertain; they do not and cannot represent an
exact measure of liability. Several factors contribute to the uncertainty in establishing these estimates. Judgment is
required in actuarial estimation to ascertain the relevance of historical payment and claim settlement patterns under
current facts and circumstances. Key assumptions in the estimation process are the average cost of claims over time,
which is referred to as severity trends, including the increasing level of medical, legal and rehabilitation costs,
frequency risks, fluctuations in inflation, prevailing economic, social and judicial trends, legislative changes, third
party claims handling procedures and costs associated with fraud or other abuses of the medical claim process.

In addition, there may be a significant delay between the occurrence of the insured event and the time it is
actually reported to us. The time period between the occurrence date and payment date of a loss is referred to as the
“claim-tail.” Workers’ compensation is considered to be a “long-tail” line of insurance, meaning that there can be an
extended elapsed period between when a claim occurs (when the worker is injured on the job) and the final payment
and resolution of the claim, which adds greater uncertainty to determining our ultimate liability. The “long tail” for
workers’ compensation is not usually caused by a delay in the reporting of the claim. The vast majority of our
workers’ compensation claims are reported very promptly. Instead, the “long tail” for workers’ compensation is
usually caused by the fact that benefits are often paid over a long period of time, and many of the benefit amounts are
difficult to determine in advance of their payment.

Our obligations with respect to an injured worker may include medical care and disability-related payments for
the duration of the injured worker’s disability, in accordance with state workers’ compensation statutes, all of which
payments are considered as part of a single workers’ compensation claim. The duration of the injured worker’s
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disability, the course and cost of medical treatment, as well as the lifespan of dependents, are uncertain and are
difficult to determine in advance. We endeavor to minimize this risk by closing claims promptly, to the extent
feasible. In addition, there are no policy limits on our liability for workers’ compensation claims as there are for
other forms of insurance. We endeavor to mitigate this risk by purchasing reinsurance that will provide us with
financial protection against the impact of very large claims and catastrophes. Although we update and monitor our
case reserves frequently as appropriate to reflect current information, it is very difficult to set precise case reserves
for an individual claim due to the inherent uncertainty about the future duration of a specific injured worker’s
disability, the course and cost of medical care for that injured worker, and the other factors described above.
Therefore, in addition to establishing case reserves on a claim-by-claim basis, we, like other workers’ compensation
insurance companies, establish IBNR reserves based on analyses and projections of aggregate claims data.

The adequacy of Majestic’s loss reserves can also be impacted by trends in the frequency and severity of
claims, changes in the legal environment, claim inflation, the cost of claim settlements, and legislative reforms.
While the actuarial methods employed factor in amounts for these circumstances, they may prove to be inadequate.
For example, there may be a number of claims for which the estimate of the unpaid loss and loss adjustment
expenses associated with future medical treatment proves to be inadequate because the injured worker does not
respond to medical treatment as expected by the claims examiner. Another example is claim inflation, which can
result from medical cost inflation or wage inflation. The actuarial methods employed include an amount for claim
inflation based on historical experience. To the extent that the historical factors, and the actuarial methods used, are
inadequate to recognize future inflationary trends, Majestic’s reserve for losses and loss adjustment expenses may
be inadequate. The amount of any such inadequacy would depend on the mix of medical and indemnity payments
and the length of time over which the claims are paid.

Based on the above factors, estimating reserves for workers’ compensation claims may be more uncertain than
estimating reserves for other lines of insurance with shorter or more definite periods between occurrence of the
claim and final determination of the ultimate loss and with policy limits on liability for claim amounts. Accordingly,
our reserves may prove to be inadequate to cover our actual losses and loss adjustment expenses. The adequacy of
our ultimate loss reserves, which are based on estimates, is inherently uncertain and represents a significant risk to
our business, which we attempt to mitigate through our claims management process, by monitoring and reacting to
statistics relating to the cost and duration of claims, and by consulting with outside actuarial firms. However, no
assurance can be given as to whether our ultimate liability will be more or less than our loss reserve estimates.

Although many factors influence the actual cost of claims and the corresponding unpaid losses and loss
adjustment expenses estimates, we do not measure and estimate values for all of the individual variables. This is
because many of the factors that are known to impact the cost of claims cannot be measured directly. In most
instances, we rely on historical experience or industry information to estimate values for the variables that are
explicitly used in the unpaid loss and loss adjustment expenses analysis. We assume that the historical effect of these
unmeasured factors, which is embedded in Majestic’s experience or industry experience, is representative of future
effects of these factors. In the event that Majestic has reason to expect a change in the effect of one of these factors,
we perform analyses to quantify the necessary adjustments.



Reconciliation of Loss Reserves. The following table provides a reconciliation of Majestic’s beginning and
ending reserve balances, net of reinsurance receivables, for the years ended December 31, 2008, 2007, and 2006, to
the gross of reinsurance amounts reported in Majestic’s balance sheets as of December 31, 2008, 2007 and 2006:

As of and for the Year
Ended December 31,

2008 2007 2006(1)
(Dollars in thousands)

Gross balance at January 1............................ $170,409 $141,880 $140,583
Less reinsurance recoverable . ......................... (35,487) (28,913) (35,588)
Net balance at January 1 ............................. 134,922 112,967 104,995
Fair value adjustment of loss reserves. ................ .. 570 1,192 (6,156)
Fair value adjustment of reinsurance recoverable............ (787) 379 6,861
Total fair value adjustment . ... ........................ (217) 1,571 705
Incurred related to:
Current year. . . .. .o e e 71,986 61,915 48,160
Prior years . . . ... ... e (3,443) (6,521) (6,551)
Total incurred . ......... ... ... . . ... i 68,543 55,394 41,609
Paid related to:
CUITent Year. . . ... .ottt e (12,817) (11,036) (8,773)
Prioryears. . ... ... . (31,542) (23,974) (25,569)
Total paid . ....... .. . (44,359) (35,010) (34,342)
Net balance at December 31........... ... ... ... ..... 158,889 134,922 112,967
Plus reinsurance recoverable. . ... ......... ... .. ... ..... 55,501 35,487 28,913
Gross balance — December 31 .. ............ . ... ....... $214,390 $170,409 $141,880

(1) We acquired Majestic on November 14, 2006. The results in the table above as of December 31, 2006 are not
included in our consolidated results, except for the period from November 14, 2006 to December 31, 2006.

Our estimates of incurred losses and loss adjustment expenses attributable to insured events of prior years have
decreased for past accident years because actual losses and loss adjustment expenses paid and current projections of
unpaid losses and loss adjustment expenses were less than we originally anticipated. We refer to such decreases as
favorable developments. The reductions in reserves were $3.6 million, $6.5 million and $6.6 million for the years
ended December 31, 2008, 2007 and 2006, respectively.

As discussed above, loss reserves are established by management using actuarial indications based upon
Majestic’s historical data and industry experience regarding claim emergence and claim payment patterns, claim
cost trends (adjusted for future anticipated changes in claims-related and economic trends), as well as regulatory
and legislative changes. The amount by which estimated losses, measured subsequently by reference to payments
and additional estimates, differ from those originally reported for a period is known as “development” in the
insurance industry.

The decrease in the prior year reserves was primarily the result of actual paid losses being less than expected,
and revised assumptions used in projection of future losses and loss adjustment expenses payments based on more
current information about the impact of certain changes, such as legislative changes, which was not available at the
time the reserves were originally established. The favorable development was predominantly from accident years
2004 through 2007, for which reported indemnity claims and average cost per claim developed better than expected.
As Majestic receives new information and updates in its assumptions over time regarding its ultimate liabilities, its
loss reserves may prove to be inadequate to cover its actual losses or they may prove to exceed the ultimate amount
of its actual losses.
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In previous years, a significant portion of Majestic’s policies were risk-sharing products. As a result, the
$3.6 million in favorable development in 2008 was partially offset by $1.7 million in additional return premiums
ultimately owed on these risk sharing products. The $6.5 million in favorable loss development in 2007 was
partially offset by $2.4 million in additional return premiums on risk sharing products. The $6.6 million in favorable
loss development in 2006 was partially offset by $3.2 million in additional return premiums on risk sharing
products. The market demand for risk sharing products in California has since decreased, with these policies now
representing less than 5% of Majestic’s premiums in-force.

While we have had favorable loss reserve development over the past three years, the magnitude of this
development illustrates the inherent uncertainty in our liability for losses and loss adjustment expenses, and we
believe that favorable or unfavorable development of similar magnitude, or greater, could occur in the future. For a
detailed description of the major sources of recent favorable development, see “Item 7 — Management’s Dis-
cussion Analysis of Financial Condition and Results of Operations” and Note 10 of the Notes to our Consolidated
Financial Statements.

Loss Reserve Development.  The table below shows the development of Majestic’s reserve for losses and loss
adjustment expenses, net of reinsurance, for years ended December 31, 1998 through 2008. The accompanying data
is not accident year data, but rather a display of 1998 to 2008 year-end reserves and the subsequent changes in those
reserves. The accompanying data does not include the elimination of affiliate reinsurance recoverables of
$31.0 million or the GAAP fair value purchase accounting adjustments that reduced loss reserves and reinsurance
recoverables by $4.4 million and $6.5 million, respectively, for the year ended December 31, 2008. The accom-
panying data does not include the elimination of affiliate reinsurance recoverables of $18.2 million or the GAAP
fair value purchase accounting adjustments that reduced loss reserves and reinsurance recoverables by $4.9 million
and $7.2 million, respectively, for the year ended December 31, 2007. There were no affiliate reinsurance
recoverables for the ended December 31, 2006. The accompanying data does not include the GAAP fair value
purchase accounting adjustments that reduced loss reserve and reinsurance recoverables by $6.2 million and
$6.9 million, respectively, for the year ended December 31, 2006.

Section A of the table shows the estimated liability for losses and loss adjustment expenses, net of reinsurance,
recorded at the balance sheet date for each of the indicated years for all current and prior accident years. This
liability represents the estimated amount of losses and loss adjustment expenses for claims arising for all years that
are unpaid at the balance sheet date, including losses that have been incurred but not yet reported and reduced by
estimates of amounts recoverable under reinsurance contracts. Section B of the table shows the re-estimated amount
of the previously recorded liability, based on 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.

Sections C and G of the table show the aggregate change in the net and gross liability, respectively, from
original balance sheet dates and the re-estimated liability through December 31, 2008. Thus, changes in ultimate
development estimates are included in operations over a number of years, minimizing the significance of such
changes in any one year.

Section D of the table shows the cumulative amount of net losses and loss adjustment expenses paid relating to
recorded liabilities as of the end of each succeeding year. Section E of the table shows the re-estimated liability
reduced by estimated reinsurance receivables and Section F of the table shows the re-estimated gross liability before
the reduction of reinsurance receivables through December 31, 2008.
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Years Ended December 31,

1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008
(Dollars in thousands)

Section A. Reserve for

unpaid loss and loss

adjustment

expenses, net

of reinsurance

recoveries. . . . ... ...... $46,352  $52,413 $ 63,745 $ 66,999 $ 76,389 $ 87,613 $ 98,319 $104995 $112,262 $132,937 $156,832
Novation reserves

assumed in 2007

on prior years . . . . ...... 106 2,148 4,651 6,944
Re-stated reserve for

unpaid loss and

loss adjustment

expenses, net

of reinsurance

recoveries after

Novation . ............ 46,352 52,413 63,745 66,999 76,389 87,719 100,467 109,646 119,206 132,937 156,832
Section B. Reserve, net of

reinsurance recoveries,

re-estimated as of:

One year later .. ........ 46,439 50,554 68,509 73,153 90,093 95,137 99,216 98,444 112,735 129,494

Two years later. . . . ... ... 41,212 51,608 70,883 83,038 95,533 102,636 101,313 102,252 103,363

Three years later . . . . ... .. 41,727 52,404 74,250 87,246 101,133 105,938 104,072 95,044

Four years later. . . . ... ... 42,022 53,668 77,158 89,875 103,584 106,631 100,047

Five years later. . . .. ... .. 43,175 55,275 78,575 92,448 104,993 105,115

Six years later . .. .... ... 44,383 56,093 80,355 94,663 104,325

Seven years later. . . . ... .. 44,522 57,266 82,905 94,221

Eight years later . . . ... ... 45,320 59,705 82,396

Nine years later . .. ...... 47,784 59,292

Ten years later . . ... ..... 47,493
Section C. Net

Cumulative

Redundancy

(Deficiency) . .......... (1,141) (6,879) (18,650) (27,222) (27,936) (17,396) 420 14,602 15,843 3,443
Section D. Paid, net

(cumulative) as of:

One year later .. ........ 15,782 17422 27,322 31,844 33,768 31,878 30,729 25,569 23,974 31,542

Two years later. . . . ... ... 24,018 31,331 46,570 52,008 55,410 53,239 49,322 40,204 40,760

Three years later . . . . .. ... 30,684 39,983 57,249 63,543 68,588 66,039 59,274 50,906

Four years later. . . .. ... .. 34,766 44,193 63,228 70,490 76,609 72,646 66,904

Five years later . . . . ... ... 36497 46,737 66,383 74,635 80,937 78,240

Six years later . . ... ... .. 38,017 48,192 68,602 77,536 84,453

Seven years later. . . . ... .. 38,664 49,370 70,136 79,593

Eight years later . . . ... ... 39,466 50,550 71,470

Nine years later . ... ... .. 40,292 51,282

Ten years later
Net Liability —

December 31, .. ... ... .. 46,352 52413 63,745 66,999 76,389 87,719 100,467 109,646 119,206 132,937 156,832
Receivable from reinsurers for

unpaid losses . . . ... ... .. 18,347 19,547 27,827 31,384 33,037 40,651 41,783 30,937 28,830 60,908 92912
Gross Liability —

December 31, . ... ... ... 64,699 71,960 91,572 98,383 109,426 128,370 142,250 140,583 148,036 193,845 249,743
Novation reserves assumed in

2007 on prior years . ... ... 216 3,085 8,132 15,987
Re-stated gross

liability after

Novation —

December 31, . . ... ... .. 64,699 71,960 91,572 98,383 109,426 128,586 145335 148,715 164,023 193,845 249,743
Section E. Re-estimated

liability, pet . . . ... ... .. 47,493 59,292 82,396 94,221 104,325 105,115 100,047 95,044 103,363 129,494
Re-estimated receivable from

reinsurers for unpaid losses. . . 15,354 15,588 30,419 45415 49,201 51,884 50,692 46,156 50,391 56,896
Section F.

Re-estimated

liability, gross . . . ... .. .. 62,848 74,880 112,815 139,636 153,526 156,999 150,739 141,200 153,754 186,390
Section G.

Gross Cumulative

Redundancy

(Deficiency) . .......... $ 1,851 $(2,920) $(21,243) $(41,253) $(44,100) $(28,413) $ (5404) $ 7,515 $ 10,269 $ 7455

Investments

We invest the funds made available by Majestic’s capital and the net cash flows from operations with the
objective to provide income and realized gains on investments. We manage Majestic’s investment portfolio by
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considering duration, asset/liability matching, sector allocation, execution expense, credit quality and concentration
and various regulatory requirements in formulating investment strategy and selecting securities.

Majestic’s investment objective is to maximize current yield while maintaining safety of capital together with
sufficient liquidity for ongoing insurance operations. Since May 2008, Majestic’s investment portfolio is composed
of fixed-income securities. We structure Majestic’s investment portfolio giving consideration to the expected
timings of the payout of its insurance liabilities. If our payout estimates are inaccurate, we may be forced to
liquidate investments prior to maturity at a significant loss to cover such liabilities. Investment losses could
significantly decrease our asset base, which will adversely affect our ability to conduct business and could have a
material adverse effect on our financial condition and results of operations.

As of December 31, 2008, Majestic had total invested assets of $291 million, of which $153 million were on
deposit with various regulatory agencies as required by law. A one percent increase in the current market interest
rates would cause the fair value of Majestic’s investment portfolio as of December 31, 2008 to decrease by
approximately $7.8 million.

The following table shows the fair market values of various categories of Majestic’s investment portfolio, the
percentage of the total market value of Majestic’s invested assets represented by each category and the tax
equivalent yield to maturity based on the fair market value of each category of invested assets as of the dates
indicated:

As of December 31, 2008

Description of Securities Fair Value Percent of Total Yield

(Dollars in thousands)

U.S. Treasury and government sponsored agency securities . ... $ 71,467 25% 3.5%
Obligations of states and political subdivisions ............. 104,280 35% 5.0%
Corporate and other obligations. . ....................... 115,574 _40% 5.0%
Total fixed-maturity securities. .. ........... ... .. ... 291,321 100% 4.6%

Equity securities . . .. ... ..o —

Total investments, available forsale ..................... $291,321 100% 4.6%

The following table shows the ratings distribution of Majestic’s fixed-income portfolio by Standard and Poor’s
rating as a percentage of total market value as of the dates indicated:

As of
December 31,
Rating 2008
(DoHars in
thousands)
(Unaudited)
A A A e e $168,381 58%
A A e e 69,176 24%
B 43,745 15%
CBBB” .ttt e 10019 3%
Total fixed-maturity Securities . ... ........ ..ttt $291,321  100%
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The following table shows the composition of Majestic’s investment portfolio by remaining time to maturity as
of the dates indicated. For securities that are redeemable at the option of the issuer and have a market price that is
greater than par value, the maturity used for the table below is the earliest redemption date. For securities that are
redeemable at the option of the issuer and have a market price that is less than par value, the maturity used for the
table below is the final maturity date.

December 31, 2008
Amortized Cost Fair Value
(Dollars in thousands)

Dueinoneyearorless.......... ... $ 38,917 $ 39,215

Due after one year through five years .......................... 149,992 153,149

Due after five years through tenyears .. ........................ 26,774 27,509

Due after ten years . . . ... 70,828 71,448

Total fixed-maturity securities . ... ......... ... . ............... $286,511 $291,321
Reinsurance

We purchase reinsurance for Majestic to reduce our net liability on individual risks and to protect against
possible catastrophes. Reinsurance involves an insurance company transferring to, or ceding, a portion of the
exposure on a risk to a reinsurer. The reinsurer assumes the exposure in return for a portion of our premium.
Reinsurance does not legally discharge us from primary liability for the full amount due under our policies.
However, our reinsurers are obligated to indemnify us to the extent of the coverage provided in our reinsurance
agreements. The cost and limits of reinsurance we purchase can vary from year to year based upon the availability of
quality reinsurance at an acceptable price and our desired level of retention. Retention refers to the amount of risk
that we retain for our own account.

Excess of Loss Reinsurance. Under excess of loss reinsurance, covered losses in excess of the retention level
up to the limit of the program are paid by the reinsurer. Our excess of loss reinsurance is written in layers, in which
our reinsurers accept a band of coverage up to a specified amount. Any liability exceeding the limit of the program
reverts to us as the ceding company.

Majestic entered into a new excess of loss reinsurance treaty program effective July 1, 2008. This new program
is substantially similar to the excess of loss reinsurance treaty program that was effective from August 1, 2007 to
June 30, 2008. The excess of loss reinsurance program covers losses incurred between July 1, 2008 and the date on
which the reinsurance agreements are terminated. This reinsurance treaty program provides $99.5 million of
reinsurance protection, per occurrence, for workers’ compensation losses in excess of a $500 thousand retention
limit. Majestic retains liability for any amounts of losses and loss adjustment expenses that exceed $100 million up
to the applicable statutory limit. We have 18 reinsurers providing coverage, including: Axis Specialty Limited,
Catlin Insurance Company, Dorinco Reinsurance Company, Endurance Specialty Insurance LTD., Hannover
Re (Bermuda) Ltd., Hannover Rueckversicherung AG, Flagstone Re. Ltd., Max Re, Ltd., Munich Re America
Corporation, Partner Reinsurance Company of the U.S., Tokio Millennium Re Ltd., Validus Reinsurance, Ltd.,
various Lloyd’s syndicates, and Twin Bridges, our Bermuda-based reinsurance subsidiary. Effective July 1, 2008,
Twin Bridges has a 4% participation level in the excess of loss treaty for the loss and loss adjustment expenses in
excess of $500 thousand per occurrence up to $2.0 million.

For Majestic’s excess of loss reinsurance treaty program that was effective from August 1, 2007 to June 30,
2008, Twin Bridges has a 50% participation in the excess of loss treaty for the loss and loss adjustment expenses in
excess of $500 thousand per occurrence up to $750 thousand, exclusive of primary workers’ compensation business
written in New York and Florida. From October 1, 2007 to June 30, 2008, Twin Bridges had a 100% participation in
Majestic’s excess of loss treaty for loss and loss adjustment expenses in excess of $500 thousand per occurrence up
to $2.0 million for primary workers’ compensation business written exclusively in New York and Florida.

Prior to August 1, 2007, Majestic participated in an excess of loss reinsurance treaty, under which the
reinsurers reimburse Majestic for losses and loss adjustment expenses over $600 thousand up to $50 million on a per
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occurrence basis. Majestic is liable for losses and loss adjustment expenses that exceed $50 million up to statutory
limits. Twin Bridges did not participate in this excess of loss reinsurance treaty.

Quota Share Reinsurance. Under quota share reinsurance, the reinsurer, or assuming company, accepts a pro
rata share of the insurer’s, or ceding company’s, losses and an equal share of the applicable premiums. The assuming
company also pays the ceding company a fee, known as a ceding commission, which is usually a percentage of the
premiums ceded. Quota share reinsurance allows the ceding company to increase the amount of business it could
otherwise write by sharing the risks with the assuming company. The effect of the quota share reinsurance on the
ceding company is similar to increasing its capital, the principal constraint on the amount of business an insurance
company can prudently write.

Majestic entered into a 40% ceded quota share agreement with Max Re, Ltd. (Max Re) effective July 1, 2008.
Majestic entered into this agreement based on A.M. Best’s concern over limited capital being available to support its
anticipated growth as more fully discussed below under the heading “Ratings.” Under this 40% quota share
agreement, Max Re assumes 40% of the first $500 thousand of losses and loss adjustment expenses from any single
occurrence under Majestic’s primary insurance policies and Majestic cedes 40% of the applicable premiums to Max
Re. The agreement allows Majestic the option to decrease the percentage ceded to Max Re on the first day of each
calendar quarter, although the percentage cannot be reduced below 5%. Max Re’s losses are capped at 150% of the
premiums ceded by Majestic. Majestic receives a 30% ceding commission on all ceded premiums to cover
Majestic’s costs associated with the policies, including dividends, commissions, taxes, assessments and all other
expenses other than allocated loss adjustment expenses. This 40% quota share agreement is effective for losses
incurred and premiums earned by Majestic on or after July 1, 2008 through June 30, 2009.

Effective January 1, 2008, Majestic entered into a 40% ceded quota share agreement with Twin Bridges, under
which Twin Bridges assumed 40% of the first $500 thousand of premiums and losses and loss adjustment expenses
of Majestic’s primary insurance policies in force. Twin Bridges allows Majestic (a) a ceding commission of 32% on
all ceded premiums to cover Majestic’s costs associated with the policies, including dividends, commissions, taxes,
assessments and other expenses and (b) 6% of ceded premiums to cover Majestic’s loss adjustment expenses. This
40% ceded quota share agreement was amended effective April 1, 2008, to decrease Twin Bridges assumption of the
first $500 thousand of premiums and losses and loss adjustment expenses of Majestic’s primary insurance policies
in force from 40% to 5% (5% Quota Share Agreement).

Majestic and Twin Bridges entered into a 90% quota share ceded reinsurance agreement effective January 1,
2007 (90% Quota Share Agreement) with respect to all new and renewal excess workers’ compensation insurance
coverage issued to the self-insured groups managed by CRM CA. In addition, the consummation of the Novation
Agreement transferred and assigned to Majestic two quota share reinsurance agreements previously in effect
between NY Marine & General and Twin Bridges. These policies included a 50% ceded quota share arrangement
for excess policies issued between December 2003 and November 2005 (50% Quota Share Agreement) and a 70%
ceded quota share arrangement for policies issued between December 2005 through December 2006 (70% Quota
Share Agreement). For the layers of coverage outside of the Twin Bridges quota share reinsurance agreements, NY
Marine & General obtained consent agreements from each of its other reinsurers naming Majestic as an insured
party on the reinsurance agreements.

Recoverability of Ceded Reinsurance. Reinsurance makes the assuming reinsurer liable to the ceding
company to the extent of the reinsurance. It does not, however, discharge the ceding company from its primary
liability to its policyholders in the event the reinsurer is unable to meet its obligations under the reinsurance treaty.
To reduce our risk of the possibility of a reinsurer becoming unable to fulfill its obligations under the reinsurance
contracts, we attempt to select financially strong reinsurers with an A.M. Best rating of “A—" (Excellent) or better
and continue to evaluate their financial condition and monitor various credit risks to minimize our exposure to
losses from reinsurer insolvencies. We have made an exception to this policy for Twin Bridges, our Bermuda-based
reinsurance company, which is currently rated “B++" (Good) by A.M. Best, given our knowledge of Twin Bridges’
operations.
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The following table is a summary of Majestic’s ten largest reinsurance recoverable balances, net of prepaid
reinsurance premiums, by reinsurer as of December 31, 2008:

Net Amount
Recoverable as of
December 31, AM Best Rating of

Reinsurer 2008 Reinsurer
(Dollars In thousands)
MaxReLtd. —Bermuda . .. ........... ... $28,605 A—
Hannover RK NS . . . ... ... . 12,584 A
Hannover Re — Bermuda . .. ...... ... ... ... ... ... .... 7,149 A
Dorinco Reinsurance Company . . . .. .......ouuueennn.. 3,304 A—
Lloyd’s Syndicate — Through Catlin. . ................... 2,651 A
Lloyd’s Syndicate — DP Mann Ltd. .. ................... 1,321 A
Lloyd’s Underwriters . .. ........ .. ... iuiunnnnn... 1,302 A
St. Paul Fire & Marine Insurance Company................ 1,182 A+
General Re. ... .. .. . . . . e 1,168 A++
Lloyd’s Syndicate — Wellington/Catlin . . .. ............... 1,039 A

Reinsurance Segment
Overview

Our reinsurance segment includes the reinsurance of workers’ compensation coverage written by other
insurance companies and self-insured entities. We offer excess of loss and quota share reinsurance products through
Twin Bridges, our Bermuda-based reinsurance company. Twin Bridges is currently rated “B++” (Good) by
AM. Best.

Twin Bridges was established in 2003 to underwrite reinsurance on a portion of the excess and frequency
workers’ compensation coverage purchased by the self-insured groups managed by CRM. Before our acquisition of
Majestic, Twin Bridges was solely providing quota share reinsurance to NY Marine & General, an independent
U.S. admitted insurance carrier, on a portion of the risk assumed by NY Marine & General for the excess and
frequency coverage policies purchased by the self-insured groups we managed. Beginning in 2007, Twin Bridges
started providing Majestic with quota share reinsurance protection on a portion of the risk under the 90% Quota
Share Agreement, and expanded its product offerings to include excess of loss and quota share reinsurance coverage
for primary workers’ compensation insurance issued by Majestic and other self-insured entities.

Underwriting and Risk Management

We write Twin Bridges’ reinsurance products in the form of treaty reinsurance contracts, which are contractual
arrangements that provide for automatic reinsuring of a type or category of risk underwritten by the insurance
company. With treaty reinsurance contracts, Twin Bridges does not separately evaluate each of the individual risks
assumed under the contracts and is largely dependent on the individual underwriting decisions made by Majestic as
the ceding insurance company and the other self-insured entities that it underwrites. Accordingly, Twin Bridges
reviews and analyzes Majestic’s and the self-insured entities’ risk management and underwriting practices in
deciding whether to provide treaty reinsurance and in the pricing of the treaty reinsurance contract.

With respect to excess of loss reinsurance, Twin Bridges indemnifies the ceding client against all or a specified
portion of losses and expenses in excess of a specified dollar or percentage amount. With respect to quota share
reinsurance, Twin Bridges shares the premiums as well as the losses and expenses in an agreed proportion with the
ceding client. In both types of contracts, Twin Bridges may provide a ceding commission to the client.
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Reserves for Losses and Loss Adjustment Expenses

We establish loss reserves for Twin Bridges under its reinsurance contracts. Twin Bridges uses similar
methodologies as Majestic to determine loss reserves, with some minor exceptions that are discussed below. See
“Primary Insurance Segment — Reserves for Losses and Loss Adjustment Expenses” above for a more detailed
discussion of these methodologies.

Twin Bridges’ loss reserves are based on estimates of the ultimate amounts payable under its reinsurance
contracts with respect to losses occurring on or before the balance sheet date. The reserve for losses and loss
adjustment expenses represents an estimate of the ultimate cost of all reported and unreported losses and loss
adjustment expenses associated with reinsured reported claims and claims incurred but not reported which are
unpaid at the balance sheet date. The liability is estimated using actuarial studies of individual case-basis
validations, statistical analyses and industry data.

Several factors contribute to the uncertainty in establishing these estimates. Judgment is required in actuarial
estimation to ascertain the relevance of historical payment and claim settlement patterns under current facts and
circumstances. Key assumptions in the estimation process are the average cost of claims over time, which is referred
to as severity trends, including the increasing level of medical, legal and rehabilitation costs, frequency risks,
fluctuations in inflation, prevailing economic, social and judicial trends, legislative changes, third party claims
handling procedures and costs associated with fraud or other abuses of the medical claims process. In addition, there
may be a significant delay between the occurrence of the insured event and the time it is actually reported to us.
Reserves for losses and loss adjustment expenses are estimates and are inherently uncertain; they do not and cannot
represent an exact measure of liability. However, we believe that Twin Bridges’ aggregate liability for losses and
loss adjustment expenses at December 31, 2008 represents our best estimate, based upon available data, of the
amounts necessary to settle the ultimate cost of expected losses and loss adjustment expenses.

Our best estimate of our ultimate liability for Twin Bridges’ total unpaid losses and loss adjustment expenses,
as of December 31, 2008, was $20.3 million. This amount is expected to cover all future losses and loss adjustment
expense payments for all claims that are known by Twin Bridges as of December 31, 2008, as well as claims for
injuries that have occurred but that have not been reported to us. Twin Bridges’ reserve for losses and loss
adjustment expenses (gross and net), as well as our case and IBNR reserves, as of December 31, 2008, 2007 and
2006 were as follows:

As of and for the Year Ended
December 31,

2008 2007 2006
(Dollars in thousands)
Case Reserves . .. ... e $10,901 $ 2,758 $ 1,449
IBNR . 20,325 15,680 10,293
Loss adjustment eXpenses . ..................iiiiiiii.n. — — —
Total unpaid losses and loss adjustment expenses . . ............ $31,226  $18,438  $11,742

Unlike Majestic, Twin Bridges began operating in December 2003 and has a short operating history. As a
result, Twin Bridges has a limited loss experience and a relatively small population of underlying risks as compared
to other insurers and reinsurers. Accordingly, Twin Bridges’ loss reserve estimates are more susceptible to an
increased likelihood that actual results may not conform to our estimates.

For Twin Bridges’ loss reserves associated with reinsuring the excess insurance polices issued by Majestic
(and previously NY Marine & General) to the self-insured groups managed by CRM CA and the self-insured groups
previously managed by CRM, Twin Bridges’ actuary annually performs a ground-up analysis of the premiums and
losses of each of the self-insured groups. Under this ground up analysis, gross losses of each self-insured group are
developed to ultimate losses and then netted down to reflect the excess of loss insurance policies. Actual large losses
and industry excess of loss factors are used to calculate the portion of ceded losses assumed by Twin Bridges. In
each case, gross losses are developed to ultimate and the portion of losses exceeding each group’s self-insured
retention is calculated. To calculate Twin Bridges assumed ceded losses, the actuary applies a formula which takes
into account Twin Bridges’ relevant attachment, limit and participation.
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For Twin Bridges’ loss reserves associated with reinsuring Majestic’s primary insurance polices, the actuarial
estimate is based on the net and direct analyses of Majestic’s primary insurance business loss reserves business as
discussed above under the heading ‘“Primary Insurance Segment — Reserves for Losses and Loss Adjustment
Expenses.”

For all other risks assumed by Twin Bridges, the actuary’s evaluation is based on the Bornheutter-Ferguson
method, which estimates ultimate losses based on premiums, expected loss ratios, losses incurred to date, and the
assumed percentage of losses incurred as of the current valuation date.

We produce an actuarial range of results for Twin Bridges loss reserves. Based on lower than industry average
number of reported claims and other relevant business factors, our management considers it appropriate to establish
Twin Bridges’ loss reserves at our actuary’s best estimate of expected outcomes for most direct and assumed risks,
and at a higher, moderately conservative level for risks associated with the self-insured groups in New York. The
methods for making such estimates and for establishing the resulting reserves are continually reviewed and updated.
Changes in loss development patterns and claims payments can significantly affect our ability to estimate Twin
Bridges’ loss reserves. We seek to continually improve Twin Bridges’ loss estimation process by refining our ability
to analyze loss development patterns, claims payments and other information within a legal and regulatory
environment that affects development of ultimate liabilities. Future changes in estimates of claims costs may
adversely affect future period operating results. Such effects cannot be reasonably estimated currently.

There are also other general uncertainties that are unique to loss reserving processes for reinsurance. The
nature, extent, timing and perceived reliability of information received from ceding companies can vary widely
depending on many factors, including the contractual reporting terms, which are affected by market conditions and
practices. We believe that we are able to minimize Twin Bridges’ exposure to these uncertainties in its loss reserves,
because Twin Bridges is able to rely on the loss data from Majestic which allows for minimal delay in claim
reporting from the primary insurance provider. Further, Twin Bridges has established practices in its reinsurance
contracts to identify and gather needed information from the ceding companies, including claims reviews to
facilitate loss reporting.

Reconciliation of Loss Reserves. The table below shows the reconciliation of reserves of our reinsurance
segment for the years ended December 31, 2008, 2007 and 2006, reflecting changes in losses incurred and paid
losses for such periods:

Years Ended December 31,

2008 2007 2006
(Dollars in thousands)
Balance atJanuary 1 .......... ... ... . ... ... . . ... ..., $18,438 $11,742  $ 6,280
Incurred related to:
Currentperiod . ......... ... i 19,153 9,448 7,349
Priorperiods ......... ... ... . . (1,973) (2,752) (1,887)
Total incurred. . .. ... .. 17,180 6,696 5,462
Paid related to:
Currentperiod . . .. ... .. ... . 4,142) — —
Priorperiods . ............. ... ... .. ... ... ... .. .. ... (250) — —
Total paid .. ..... ... ... . e (4,392) — —
NetinCrease . ... ...ttt e 12,788 6,696 5,462
Balance atend of period .. ......... ... ... ... .. ... . ... ... $31,226  $18,438  $11,742

Our claims reserving practices are intended to establish reserves that in the aggregate are adequate to pay all
losses and loss adjustment expenses at their ultimate settlement value. Our reserves are not discounted.

Our estimates of incurred losses and loss adjustment expenses attributable to reinsured events of prior years
have decreased for past accident years because actual losses and loss adjustment expenses paid and current
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projections of unpaid losses and loss adjustment expenses were less than we originally anticipated. The reductions
in Twin Bridges’ loss reserves were $2.0 million, $2.8 million and $1.9 million for the years ended December 31,
2008, 2007 and 2006, respectively. Since Twin Bridges has limited historical experience, prior year losses were
estimated based on industry data and resulted in reinsurance loss ratios ranging from 32% to 66%. The favorable
development arose primarily from accident years 2005, 2006 and 2007 where actual results have been better than
industry excess loss factors initially projected.

As with Majestic’s loss reserves, if Twin Bridges’ loss reserves develop other than as expected such that Twin
Bridges’ ultimate liability proves to be greater than or less than estimated, then our future earnings and financial
position could be negatively or positively impacted. Future earnings would be reduced by the amount of any
deficiencies in the years that the claims are paid or the reserve for losses and loss adjustment expenses are increased.
Any such reduction could be realized in one year or multiple years, depending on when the deficiency is identified.
Such a deficiency would also impact our financial position to the extent that our surplus is reduced by an amount
equivalent to the reduction in net income. Any deficiency is typically recognized as an unpaid loss and loss
adjustment expense liability. Therefore, it typically does not have a material effect on Twin Bridges’ liquidity
because the claims have not been paid. Since the claims will typically be paid out over a multi-year period, Twin
Bridges has generally been able to adjust its investments to match the anticipated future claim payments.
Conversely, if we experience positive development (our estimates of ultimate unpaid losses and loss adjustment
expenses prove to be redundant), then our future earnings and financial position may be improved.

Loss Reserve Development. The table below shows the development of Twin Bridges’ reserve for losses and
loss adjustment expenses, net of reinsurance, for years ended December 31, 2003 through 2008. Section A of the
table shows the estimated liability for unpaid losses and loss adjustment expenses recorded at the balance sheet date
for each of the years indicated. This liability represents the estimated amount of losses and loss adjustment expenses
for claims arising in prior years that are unpaid at the balance sheet date, including losses that have been incurred but
not yet reported. Section B of the table shows the re-estimated amount of the previously recorded liability, based on
experience as of the end of each succeeding year. Section C of the table shows the amounts paid as of the end of each
succeeding year. Section D of the table shows the cumulative redundancy (deficiency) as of December 31, 2008. A
redundancy means the original estimates were higher than the current estimates while a deficiency means that the
current estimates were higher than the original estimates.

Years Ended December 31
2003 2004 2005 2006 2007 2008
(Dollars in thousands)
Section A. Reserves for Unpaid Losses. .. $168 $2,696 $6,280 $11,742  $18438  $31,226
Section B. Reserves re-estimated as of:

Oneyearlater .................... 168 2,696 4,392 8,989 16,465
Two years later ................... 168 1,716 3,169 9,508

Three years later . ... .............. 81 1,278 4,037

Fouryears later . .. ................ 84 1,575

Five years later ... ................ 52

Section C. Paid, (cumulative)
Oneyearlater .................... —
Twoyearslater ................... —
Three years later . ................. 250
Fouryears later . .................. —_
Fiveyearslater ................... —

Re-estimated liability, net. . . .. ........ 52 1,575 4,037 9,508 16,465 31,226
Section D. Cumulative Redundancy
(Deficiency) . .................... $116  $1,121  $2,243  $ 2234 $ 1,973
Investments

Similar to Majestic, we invest the funds made available by Twin Bridges’ capital and the net cash flows from
operations with the objective to provide income and realized gains on investments. Twin Bridges’ investment
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portfolio is composed of short-term government agency securities, U.S. Treasury bills, cash and money market
equivalents. Twin Bridges’ investment strategy seeks to preserve principal and maintain liquidity while trying to
maximize total return through a high quality, diversified portfolio. Our investment decision-making is guided
primarily by the nature and timing of Twin Bridges expected loss and loss adjustment expense payments, forecasts
of our cash flows and the possibility that Twin Bridges will have unexpected cash demands, for example, to satisfy
claims due to catastrophic losses.

As of December 31, 2008, Twin Bridges’ had total invested assets of $22.3 million, of which $0.8 million were
classified as restricted investments. A one percent increase in the current market interest rates would cause the fair
value of Twin Bridges’ investment portfolio as of December 31, 2008 to decrease by approximately $0.1 million.

The following table shows the fair market values of various categories of Twin Bridges’ investment portfolio,
the percentage of the total market value of Twin Bridges’ invested assets represented by each category and the tax
equivalent yield to maturity based on the fair market value of each category of invested assets as of the dates
indicated:

As of December 31, 2008

Percent of
Description of Securities Fair Value Total Yield
(Dollars in thousands)
U.S. Treasury and government sponsored agency securities . ....... $22,301 100% 3.3%
Total fixed-maturity securities. ... ..., .. $22,301 100% 3.3%

The following table shows the ratings distribution of Twin Bridges’ fixed-income portfolio by Standard and
Poor’s rating as a percentage of total market value as of the dates indicated:
As of December 31,

Rating 2008
(Dollars in thousands)
(Unaudited)
A A A e $22.301 @%
Total fixed-maturity securities ... ........... ... errnnern.n. $22.301 100%

The following table shows the composition of Twin Bridges’ investment portfolio by remaining time to
maturity as of the dates indicated:

As of December 31, 2008

Amortized
Cost Fair Value
(Dollars in thousands)
Due inone year or 1€Ss . ... ...ttt $22,095 $22,301
Total fixed-maturity SeCUrities . ... .............oiirrnnnnnnn .. $22,095 $22,301

Fee-Based Management Services Segment
Overview

Our fee-based management services segment includes the offering of various management services to self-
insured groups in California under fee-for-service arrangements. We managed four self-insured groups in Cal-
ifornia as of December 31, 2008. Effective March 1, 2009, our self-insured group for auto dealers ceased active
operations and entered run-off. We continue to manage self-insured groups for the contracting, healthcare, and bank
industries. Each of the groups we manage is made up of members from within a single industry.

We provide the groups with a broad range of services, including general management, underwriting, risk
assessment, general recordkeeping and regulatory compliance. We provide safety and loss control services to group
members to help reduce workers’ compensation risks and expenses. Our fees are based on a percentage of premiums
paid to the groups we manage by their members. Our groups pay the fees for claims management services directly to
third party administrators. We also receive commission income from insurers by acting as a broker and placing the
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excess coverage for the groups. Prior to 2008, we received commission income by acting as a broker and placing
surety bonds for which the groups are required to obtain.

We began our California operations in 2003. We originally formed and managed six workers’ compensation
self-insured groups there. During 2006, our California group which provided workers’ compensation insurance to
plastics manufacturers ceased operations and disbanded. The plastics group disbanded in large part as a result of its
conclusion that declines in the California plastics manufacturing industry during 2006 made prospects for future
growth in the self-insured group less certain. During 2008 and 2009, two of our self-insured groups under
management decided to cease active business operations and enter run-off. These groups were auto dealers and
wineries. The groups were unable to obtain adequate bonding coverage to meet the surety requirements of the
California Department of Industrial Relations. Further, in the soft market conditions experienced in California,
primary insurance carriers offering guaranteed cost products presented a competitive alternative to the risk product
offered by our self-insured groups.

We began our self-insured group management business in New York by forming, managing, and operating
eight workers’ compensation self-insured groups in New York. We discontinued our New York self-insured group
management operations as of September 8, 2008. We believe that the self-insured group product which we offered
in New York was not as attractive during periods of low premium rates and excess underwriting capacity, as we are
currently experiencing, due to the risks associated with the joint and several liability of the members. In conjunction
with the voluntary termination of the New York self-insured groups, we have ceased operations of Eimar, a provider
of medical bill review and case management services, as historically, the majority of Eimar’s business was derived
from these New York self-insured groups. For a further discussion of our discontinued operations, see *“Discon-
tinued Operations — New York Fee-Based Management Services” below.

Production of Business

All of our self-insured group management business is generated by independent agencies and brokers, who
receive a commission usually equal to a percentage of the premiums the groups charge their members. These
commissions are generally uniform based on the industry and group involved. We carefully screen the agents and
brokers that place business with our self-insured groups. We offer brokers and agents competitive commissions for
coverage placed with our groups and we provide training programs to brokers and agents in order to educate them
regarding the benefits of workers’ compensation self-insured groups. Currently, three agents or brokers produce
more than 10% of the business underwritten by the groups that we manage based on the aggregate annualized
premiums paid or attributable to the groups we manage. As of December 31, 2008, we had relationships with over
60 independent agencies and brokers.

Underwriting

Our management services include underwriting services. The underwriting process involves an estimation of
the amount of premiums that are sufficient to cover the expected losses and loss adjustment expense and fixed costs
of the self-insured groups. Our underwriting services attempt to determine the appropriate level of premium for
each member of a group by adjusting base premium rates based on the historical modification factor applicable to
the member.

Risk Assessment and Loss Control Services

We have structured our risk assessment and loss control services to provide high level, customized service to
the members of each group. Our services include on-site assessments of safety issues for members, annual service
plans, compliance reviews and safety score card and training programs to assess development. Our model focuses
on employee training and behavior modification in an effort to minimize losses on a prospective basis. We believe
that the industry practice involves inspection-based loss control on a reactive basis.

Unlike many of our competitors in the insurance industry, our risk assessment and loss control services are
performed by our employees. A majority of our loss control employees have met a minimum educational
requirement of a bachelor’s degree or better, and each possesses or is working towards achieving one or more
of three nationally recognized professional accreditations and has a minimum of five years of multi-line carrier loss
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control experience. We provide dedicated service consultants, which gives us greater control of the work product.
We do not provide risk assessment and loss control services based on premium size, and we do not bill any members
of a group separately for these services. Instead, we allocate our service resources based on need for improvement,
not premium size. By targeting the accounts that need professional assistance the most, our loss control function
improves the overall quality of the business by reducing the aggregate number of workers’ compensation claims
made by the members of our managed groups. The loss control personnel also address workplace safety issues by
identifying and correcting the behavior or condition that resulted in a claim. Our risk assessment and loss control
services are training-intensive, personal and seek to ensure accountability for workplace safety among all levels of
the member’s management structure.

Claims Management and Group Reserving

We do not perform claims services for our California groups because California law prohibits self-insured
group managers from providing claims management services. The self-insured groups retain an independent third
party administrator to handle claims. We review established loss reserves and review the work performed by each
third party administrator on a regular basis. The groups’ loss reserves are estimated each year by an independent
actuary and reviewed each year in the course of the independent audit performed for each group. In addition, the
groups are subject to review by the California Department of Industrial Relations.

Brokerage Services for the Groups

We also act as the insurance broker and place any excess and frequency insurance coverage for the self-insured
groups.

Corporate and Other Segment

Our corporate and other segment represents the holding company activities of CRM Holdings and its
consolidated holding companies, which owns, directly or indirectly, all of the capital shares and stock of our
insurance and other operating subsidiaries. The results of the corporate and other segment reflect the operating
expenses incurred in the holding company activities, such as stock exchange listing and other licensing fees,
directors’ fees, and a portion of our legal, auditing, general corporate overhead and other administrative fees.
Interest expense incurred on outstanding debt pursuant to financing activities is also a part of the corporate and other
segment loss.

Discontinued Operations — New York Fee-Based Management Services

We began our business in 1999 by forming, managing, and operating workers’ compensation self-insured
groups in New York. We discontinued our self-insured group operations in New York as of September 8, 2008.

We believe that the self-insured group product which we offered in New York was not as attractive during
periods of low premium rates and excess underwriting capacity, as we are currently experiencing, because of the
risks associated with the joint and several liability of the members. The increased market competition and pricing
pressure, combined with the underfunded status of certain of the self-insured groups were significant factors
motivating our New York self-insured groups to voluntarily terminate their active operations during the second half
of 2007 and first quarter of 2008. The groups’ decisions to terminate was caused by several factors that, when
combined, would have made remediation from underfunded to funded status difficult. The factors included
significant reductions in the workers’” compensation rates set by the New York State Workers’ Compensation Board
that are attributable to the employers of the groups, increased market competition and pricing pressures, past and
anticipated member attrition, regulatory restrictions on discounts offered to the members and regulatory restrictions
against adding new members.

As of September 8, 2008, we ceased to manage any self-insured groups in New York. We have transferred
administration of the claims for all of the self-insured groups to third party administrators appointed by the
New York Workers’ Compensation Board, and in accordance with the terms of a settlement agreement entered into
between us and the New York Workers’ Compensation Board, we surrendered our third-party administrator’s
license in New York on September 8, 2008. We do not expect to derive any significant revenues from fee-based
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management services in New York going forward nor do we expect to incur any significant ongoing operating
expenses, except for legal defense costs, in this component of fee-based management services. The surrender of our
administrator’s license prohibits us from engaging in this business in New York. We do not expect to derive any
significant primary insurance and reinsurance revenues from excess policies issued to New York self-insured groups
as those policies were not renewed in 2008. In conjunction with the voluntary termination of the New York self-
insured groups, we have ceased the operations of our Eimar division which provided medical bill review and case
management services, as historically, the majority of Eimar’s business was derived from the New York self-insured
groups under management.

We are seeking to replace lost revenue by identifying profitable opportunities through geographic and business
diversification. This includes the geographic expansion of our primary insurance business into New York, by
leveraging our strong broker distribution network to offer primary insurance policies for both new businesses as
well as for former members of group self-insured programs.

Financial information concerning our discontinued operations is presented in Note 2 to our consolidated
financial statements.

Competition

The insurance industry, in general, is highly competitive and there is significant competition in the workers’
compensation insurance industry. Competition in the insurance business is based on many factors, including premium
rates, policy terms, coverage availability, claims management, safety services, payment terms, types of insurance
offered, overall financial strength, financial ratings assigned by independent rating organizations, such as A.M. Best,
and reputation. Our competitors include other insurance companies, mutual insurance companies, individual self-
insured employers, state insurance pools including the State Compensation Insurance Fund in California and the New
York State Insurance Fund, safety groups and other self-insured and captive products. Many of the insurance
companies we compete with have more capital, name and brand recognition and marketing and management
resources than we have. Many of our competitors have offered, and may continue to offer, workers’ compensation
insurance combined with other insurance coverage. Some of our competitors offer workers’ compensation insurance
on a multi-state basis greater than ours. We may also compete with new market entrants in the future.

Ratings

Ratings by independent agencies are an important factor in establishing the competitive position of com-
mercial insurance and reinsurance companies. Rating organizations continually review the financial positions of
insurers. Standard & Poor’s maintains a letter scale rating system ranging from “AAA” (Extremely Strong) to “R”
(under regulatory supervision). A.M. Best maintains a letter scale rating system ranging from “A++" (Superior) to
“F” (in liquidation). In evaluating a company’s financial and operating performance, A.M. Best reviews the
company’s profitability, indebtedness and liquidity, as well as its book of business, the adequacy and soundness of
its reinsurance, the quality and estimated market value of its assets, the adequacy of its loss reserves, the adequacy of
its surplus, its capital structure, the experience and competence of its management and its market presence. This
rating is intended to provide an independent opinion of an insurer’s ability to meet its obligations to policyholders
and is not an evaluation directed at investors. The objective of S&P and A.M. Best’s ratings systems is to provide an
opinion of an insurer’s or reinsurer’s financial strength and ability to meet ongoing obligations to its policyholders.

Majestic currently maintains a financial strength rating of “A—" (Excellent). An “A—" rating is the fourth
highest of 15 rating categories used by A.M. Best. The rating has a negative outlook for Majestic. Twin Bridges
currently maintains a financial strength rating of “B++" (Good). A “B++” rating is the fifth highest of 15 rating
categories used by A.M. Best. The rating has a negative outlook for Twin Bridges.

In April 2008, A.M. Best placed the financial strength ratings of Majestic and Twin Bridges under review with
negative implications. The under review status stemmed from, among other things, limited capital being available in
our insurance subsidiaries to support their anticipated growth and the 2007 capitalization levels at Majestic falling
somewhat short of the requirement by A.M. Best for the ratings based on higher premium growth, which was
partially attributable to previously self-insured business being written on a first dollar basis. In response to
A M. Best’s concerns, we reallocated capital between our insurance subsidiaries during the quarter ended June 30,
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2008, so that approximately $34.5 million was contributed as additional capital to Majestic. In addition to this,
Majestic executed certain transactions relating to its reinsurance coverage, including securing a 40% quota share
agreement with a third party reinsurer, reducing the amount of premiums ceded to Twin Bridges, and renewal of its
excess of loss treaty program, which are more fully described above under the heading “Primary Insurance
Segment — Reinsurance.”

Based on this, A.M. Best announced on July 18, 2008, that it had removed from under review with negative
implications and affirmed the financial strength rating of “A—"" (Excellent) of Majestic. Concurrently, A.M. Best
removed from under review with negative implications and downgraded the financial strength rating of Twin
Bridges to “B++" (Good) from “A—"" (Excellent). A.M. Best assigned a negative outlook to all ratings. A.M. Best’s
rating actions reflect Majestic’s improved risk-adjusted capitalization following the implementation of our capital
reallocation from Twin Bridges to Majestic, as well as the execution of the 40% quota share reinsurance
arrangement with Max Re. Furthermore, the third party administrator’s license issues that CRM faced with the
New York Workers’ Compensation Board during 2008 were settled with no admission of wrong doing, fines or
penalties, although CRM agreed to surrender its license. Despite the settlement, A.M Best remains concerned
regarding our financial flexibility largely due to the significant decline in our stock market value, as well as the
limited capital available through our insurance and non-insurance subsidiaries. The rating actions on Twin Bridges
recognize the deterioration in its risk-adjusted capitalization primarily due to share dividends made in the second
quarter of 2008 to us as part of our overall plan to reallocate capital to Majestic.

Our self-insured groups in California do not obtain ratings from Standard & Poor’s or A.M. Best. We do not
believe that the small to mid-sized companies buying workers’ compensation from self-insured groups, such as the
ones we manage, give any material consideration to the lack of ratings of the self-insured groups. Rather they rely
on the management and boards of directors of these groups, the excess coverage obtained by the groups and the joint
and several liability of the members of the groups as security for their coverage.

Employees

As of December 31, 2008, we had 215 full-time employees and 3 part-time employees. We believe that our
relations with our employees are good. None of our employees is subject to a collective bargaining agreement.

Regulation

The insurance and reinsurance business is regulated in most states of the United States and in other countries,
although the degree and type of regulation varies significantly from one jurisdiction to another. Our primary
insurance business is regulated in California and each state in which we issue insurance policies. Our reinsurance
business is subject to regulation in Bermuda. The self-insured groups we manage in California are subject to
extensive regulation under applicable California statutes and regulations.

State Insurance Regulation

Insurance companies are subject to extensive regulation and supervision by the department of insurance in the
state in which they are domiciled and, to a lesser extent, other states in which they conduct business. These state
agencies have broad regulatory, supervisory and administrative powers, including, among other things, the power to
grant and revoke licenses to transact business; license agents; set the standards of solvency to be met and
maintained; determine the nature of, and limitations on, investments and dividends; approve policy forms and rates
in some states; periodically examine an insurance company’s financial condition; determine the form and content of
required financial statements including by prescribing statutory accounting standards; and periodically examine
market conduct.

Holding Company Regulation. As a member of an insurance holding company, Majestic is subject to
additional regulation by California, its domiciliary state, and the states in which it transacts business. Pursuant to the
insurance holding company laws of California, Majestic is required to register with the California Department of
Insurance. In addition, Majestic is required to periodically report certain financial, operational and management
data to the California Department of Insurance. All transactions within a holding company system affecting an
insurer must have fair and reasonable terms, charges or fees for services performed must be reasonable, and the
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insurer’s policyholder surplus following any transaction must be both reasonable in relation to its outstanding
liabilities and adequate for its needs. Notice to, and in some cases approval from, the California Department of
Insurance is required prior to the consummation of certain affiliated and other transactions involving Majestic.

Change of Control. In addition, the insurance holding company laws of California require advance approval
by the California Department of Insurance of any change in control of Majestic. “Control” is generally presumed to
exist through the direct or indirect ownership of 10% or more of the voting securities of a domestic insurance
company or of any entity that controls a domestic insurance company. In addition, insurance laws in many states
contain provisions that require pre-acquisition notification to the insurance commissioners of a change in control of
a non-domestic insurance company licensed in those states. Any future transactions that would constitute a change
in control of Majestic, including a change of control of us, would generally require the party acquiring control to
obtain the prior approval by the California Department of Insurance and may require pre-acquisition notification in
applicable states that have adopted pre-acquisition notification provisions. Obtaining these approvals may result in
a material delay of, or deter, any such transaction. These laws may also discourage potential acquisition proposals
and may delay, deter or prevent a change of control of CRM Holdings, including through transactions, and in
particular unsolicited transactions, that some or all of our shareholders might consider to be desirable.

Dividend Limitations. Majestic’s ability to pay dividends is subject to restrictions contained in California’s
insurance laws and related regulations. The insurance holding company laws in California require that ordinary
dividends be reported to the California Department of Insurance at least 10 business days prior to payment of the
dividend to shareholders. Extraordinary dividends may not be paid until 30 days after the Commissioner has
received notice of the declaration of such extraordinary dividend and has either approved the payment of such
extraordinary dividend or has not, within such 30-day period, disapproved of the payment. An extraordinary
dividend is generally def