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Markel Corporation markets and underwrites specialty

insurance products and programs to variety of niche markets In

each of these markets we seek to provide quality products and

excellent customer serviceso that we can be market leader Our

financial goals are to earn consistent underwriting profits and

superior investment returns to build shareholder value

TME MAKEL STYLE

Markel has Conmiltment to Success We believe in hard

work and zealous pursuit of excellence while keeping sense

of humor Our creed is honesty and fairness in all our dealings

The Markel way is to seek to be market leader in each of

our pursuits We seek to know our customers needs and to

provide our customers with quality products and service

Our pledge to our shareholders is that we will build the

financial value of our Company We respect our relationship with

our suppliers and have commitment to our communities

We are encouraged to look for better way to do things .to

challenge management We have the ability to make decisions or

alter course quickly The Markel approach is one of spontaneity

and flexibility This requires respect for authority but disdain

of bureaucracy

At Markel we hold the individuals right to sell-determination

in the highest light providing an atmosphere in which people

can reach their personal potential Being results-oriented we are

willing to put aside individual concerns in the spirit of teamwork

to achieve success

Above all we enjoy what we are doing There is excitement

at Markel one that comes from innovating creating striving for

better way sharing success with others .winning



Gross premium volume 1906 2213 2359

Net written premiums 1714 1968 2048

Earned premiums 1816 2022 2117

Net income loss to shareholders 202 59 406

Comprehensive income loss to shareholders 591 403 337

U.S GAAP combined ratio 95% 99% 88%

Total investments and cash and cash equivalents 7849 6893 7775

Total assets 10242 9512 10164

Senior long-term debt and other debt 964 694 691

Shareholders equity 2774 2181 2641

Debt to total capital
26% 24% 21%

PER SHARE DATA

Common shares outstanding at year end hi thousands 9819 9814 9957

Diluted net income loss 20.52 5.95 40.64

Book value 282.55 222.20 265.26

Growth decline in book value 27% 16% 15%

OPERATING HIGHLIGHTS

Combined ratio of 95% in competitive marketplace driven by record underwriting profits at

Markel International

Solid investment performance with taxable equivalent total investment return of 13.2%

Book value per
share increased to $282.55 representing compound annual growth rate for

the one-year
and five-year periods of 27% and 11% respectively

Successfully transitioned our Excess and Surplus Lines operations to customer-focused

regional office model as part of our One Markel initiative

Completed three acquisitions in late 2009 including Effiott Special Risks which expanded our

insurance presence
in Canada and two new Markel Ventures operations

Letter to Business Partners

Business Overview

Risk Factors

Selected Financial Data

Consolidated Financial Statements

Notes to Consolidated Financial

Statements

Reports of independent Registered

Public Accounting Firm

Managements Report on Internal

12 Control over Financial Reporting

29 Quarterly Financial Information

32 Managements Discussion Analysis

Critical Accounting Estimates

Safe Harbor and Cautionary Statement

38 Other Information

Directors and Executive Officers

80 81 index for Form 10-K

HTS

FINANCIAL HIGHLIGHTS

dollars in millions except per share data

1AR 2ffI$49
2009 2008

83

84

85

85

122

124

127

128



TO 0U BUSINESS PARTNERS

We are pleased to present you with this years

annual report During the course of this letter and in the

body of the attached financial report we hope to fully

describe our 2009 results our progress on important

operational and financial objectives during the year and

our outlook and goals for the future

While the tangible results we speak of in this letter

will be discussed in financial terms another important

dimension exists at Markel Namely an organization

filled with talented and dedicated individuals

Throughout the period of financial crisis and in dealing

with massive internal changes within our organization

you can be proud of the fact that the people of your

company acted with integrity dedication and skill at

every turn

All of us commit ourselves to the long-term success

of Markel Our Company consists of corps of

professionals who are proud of our history and

achievements We all look forward to building our

culture and record of success for the next generation

We enjoy profound advantage by embracing

long-term horizon at Markel We run and operate this

business with view of years and decades as opposed to

quarterly and annual comparisons We think that stands

as unique advantage in todays business world and we

intend to make the most of it We use this freedom to

make long-term decisions to build the value of this

Company and your holdings over time We appreciate

our shareholder partners
and the role you play in helping

us maintain culture of long-term business excellence

in the face of very short-term oriented world

2009 HESUTS

Markel Corporation continues to enjoy an

outstanding record of financial accomplishment Over

the years weve adapted to whatever conditions we

faced and found ways to grow the value of your

in millions except per share data 2009 2008 2007 2006 2005 2004 2003 2002 2001

Gross written premiums 1906 2213 2359 2536 2401 2518 2572 2218 1774

Combinedratio 95% 99% 88% 87% 101% 96% 99% 103% 124%

Investment portfolio 7849 6893 7775 7524 6588 6317 5350 4314 3591

Portfolio per share $799.34 702.34 780.84 752.80 672.34 64149 543.31 438.79 365.70

Shareholders equity 2774 2181 2641 2296 1705 1657 1382 1159 1085

Bookvaluepershare $282.55 222.20 265.26 229.78 174.04 168.22 140.38 117.89 110.50

5-Year CAGR in book

valuepershare1
11% 10% 18% 16% 11% 20% 13% 13% 18%

ii CAGRcompound annual growth rate



21% 22% 23% 26% 26% 31% 17% 25% 34% 35%

Company This year continues that longstanding

tradition of long-term financial growth We also

continue the tradition of adapting growing and

changing as necessary to continue to produce excellent

results over time

The world does not stand still and neither do we

In 2009 whirlwind of intense activity took place

at Markel and we look forward to reporting the

developments to you as partners in our enterprise

As to the headline numbers during 2009 our

underwriting operations produced combined ratio of

95% on earned premiums of $1.8 billion Our investing

operations produced total return on the portfolio of

13.2% with equity returns of 25.7% and fixed income

returns of 9.8% Combining underwriting and

investing our book value per share grew 27% from $222

per share to almost $283 per
share

While no single measure captures all of the value

creation at Markel Corporation for its shareholders we

believe book value
per

share works as the best proxy

Over longer and more meaningful periods of time such

as and 10 years book value per share grew 11% and

15% respectively We produced these results during

periods when investors in general earned low or

negative returns

The year-end 2009 book value per share of

approximately $283 represents an all-time high Our 20

year chart displays the progress of this and other

financial measurements To generate these returns

despite the unfavorable fundamentals of decade-long

drought in the investment markets and multi-year

softening in the property and casualty insurance

markets makes us happy We hope the same holds true

for you

Since our public offering in 1986 weve grown the

book value per share at compound annual rate of

21.2% This compares favorably to the growth of the

SP 500 of 9.3% over this time and stands as one of the

better records in todays business world

While we enjoy reporting these numbers and the

balance of the financial figures in the rest of this report

they dont begin to describe the positive changes

underway at Markel To give you some sense of last

year here is
report on our 2009 to do list

21109 TO DO HST

PROGRESS REPORT

One Market

Our One Markel initiative represents

fundamental restructuring of our Excess and Surplus

20-Year

2000 1999 1998 1997 1996 1995 1994 1993 1992 1991 1990 1989 CAGRJ

1132 595 437 423 414 402 349 313 304 406 412 44 21%

114% 101% 98% 99% 100% 99% 97% 97% 97% 106% 81% 78%

3136 1625 1483 1410 1142 927 622 609 457 436 411 79 26%

427.79 290.69 268.49 257.51 209.20 170.95 115.45 112.55 84.64 81.77 77.27 14.54 22%

752 383 425 357 268 213 139 151 109 83 55 60 21%

102.63 68.59 77.02 65.18 49.16 39.37 25.71 27.83 20.24 15.59 10.27 11.69 17%



Lines business The goal and objective of One Markel is

simple We want to make Markel easier to do business

with and we want to offer more of our products to more

of our customers through our wholesale partners

We seek to accomplish this goal by empowering

our five regional offices to offer the entire line of Markel

products to their wholesale partners The regional

offices are primarily responsible for underwriting

marketing sales and customer service in the One

Markel model

At the same time we strengthened and better

organized our product line underwriting organization

so that we can support the regions by providing

specialized underwriting expertise
wherever and

whenever customer needs it The product
line group

led by our Chief Underwriting Officer retains

responsibility in the One Markel model for product

development underwriting guidelines and authority

and pricing It also supports
the regions in our marketing

and sales efforts and helps underwrite more complex

risks

Prior to One Markel our business units acted

largely as independent silos Often they operated with

unique underwriting marketing information

technology and administrative approaches While we

always centralized critical functions such as actuarial

reviews investments and balance sheet responsibility

we didnt integrate the underwriting and marketing

efforts throughout the organization

This legacy stems from our history of acquisitions

of companies located in different areas This approach

was successful in building the financial results of the

company for decades however it did not support

scaling up and growing beyond certain level As

Markels product offerings widened we realized we

needed more effective ways to distribute our products

Problems such as difficulties in cross-selling and

inadvertent competition between business units

demonstrated need to fundamentally alter our

approach Those challenges along with our desire to

increase the value of the Company to more fully utilize

our underwriting talent and expertise to enhance the

Markel brand and to create opportunities for our current

and future colleagues demanded change to new

structure

With One Markel each regional underwriter carries

sales and underwriting responsibility and authority

They enjoy access to all of Markels wholesale products

regardless of their location Each product line group now

carries the responsibility for the underwriting results of

their products throughout the entire organization

Finally and most importantly each of our wholesale

clients now connects with one Markel team located in

its region who can deliver the full menu of Markel

wholesale products

It is impossible to overstate the degree of change

this represents to our previous way of doing business

While any change such as this involves risk and fear of

the new and unknown the world we face changed and

we needed to adapt and move forward appropriately

The important good news that we can share with

you at this point is that the transition has gone well We

moved to the new model in all five regions in March of

2009 after running prototype
in our Mid South region

for six months This was nine months ahead of our

original schedule As you would expect we experienced

some bumps in the beginning We wish to thank all of

our wholesale business partners
who worked with us



and showed great patience as we dealt with transition

issues Due to their continued support the Excess and

Surplus lines segment was able to produce solid 96%

combined ratio in 2009

While the current soft market conditions obscure

the financial benefits of this simple yet powerful

business structure we can see from submission counts

and customer feedback that we are on the right track

This is what our customers wanted and we are

delivering it We are confident that this change will

produce meaningful opportunities for profitable growth

when the property and casualty insurance cycle

hardens

Atlas

Atlas is our name for the systems and business

process transformation that wifi ultimately support
the

One Markel business model The goal of Atlas like that

of One Markel is simple The Atlas project should

deliver the information systems and business processes

we need to smoothly and seamlessly serve our

customers and manage the insurance operations of

Markel For our customers we need to offer easy online

access to Markel and its products Operationally we

need to account for and manage the flow of business

Even more importantly we need to use the information

we gather to make better risk selection pricing and

marketing decisions every day

With Atlas we wifi have unified systems to handle

such operational functions as underwriting and policy

issuance claims billing agency relationship

management and reinsurance We also will operate
with

centralized shared services capacity that should

increase our operational speed effectiveness and

efficiency

In 2009 Atlas began to deliver some of the

individual projects to specific areas within Markel For

example we implemented the first phase of the agency

management system which wifi help us move closer to

our customers We also reorganized all of our

administrative functions into shared services groups

This reorganization is already paying dividends in the

form of simpler more efficient and effective workf lows

throughout the Company Finally we made significant

progress
in establishing and documenting business

requirements and have begun to build the systems

Throughout 2010 the individual deliveries should

continue By the end of 2012 the project should be

largely complete and functional throughout our Excess

and Surplus Lines operations 2010 will continue to

show higher net costs for the Company as we complete

the project We expect that during 2011 we will be

incurring lower costs for Atlas and we wifi be operating

more efficiently The full implementation of Atlas will

allow our organization to provide and manage greater

volumes of business at lower costs

Atlas is the most mammoth business systems and

process project we have ever undertaken at Markel In

last years report we estimated that third-party vendor

costs for Atlas would be approximately $100 million

Total costs were estimated at $160 million last year

Mostly due to better understanding of the effort

required to successfully deliver the project we now

believe that third-party vendor costs will be

approximately $140 million and the total cost wifi be

approximately $190 million We are completely

committed to the success of the Atlas project and wifi

continue to look for ways to deliver the anticipated

benefits at lower costs The good news is that we have



only spent approximately one-third of the total

estimated cost to date and have opportunities to reduce

costs further We are pleased to see the early signs of

success and we look forward to continuing to report to

you on the progress of this important project

Markel International

Markel International produced 91% combined

ratio and $52 million of underwriting profits in 2009

Markel International has now produced underwriting

profits in two of the past three years missing only in

2008 as result of hurricane losses Immediately after

our acquisition of Markel International in 2000 major

reorganization and modernization efforts began These

efforts were not unlike those we are implementing in

the United States today Approaching the ten-year

anniversary of its addition to the group Markel

International stands as one of the crown jewels of

Markel

Markel Internationals gross premiumvolume was

$641 million or 34% of the total
gross premiumvolume

at Markel in 2009 In contrast to the U.S domestic

market the international market currently enjoys

slightly more rational pricing and greater growth

opportunities We expect additional increases in the

globalization of our business in the future

During 2009 Markel International completed the

acquisition of Effiott Special Risks in Canada Markel

International has done business with Elliott and its

principals for over ten years Elliott is one of the premier

specialty insurance underwriters in Canada controlling

approximately $90 million of specialty professional

liability and general liability business This acquisition

wifi allow us to meaningfully increase our Canadian

business as we convert Elliotts writings to Markel

International In addition Effiott gives us the opportunity

to cross-sell many of our existing product lines in

Canada We wish to welcome our new associates at

Effiott to the Markel family

In addition to Canada Markel International has

network of offices in Spain Singapore and Sweden We

also write insurance in over 150 countries around the

world through brokerage relationships We expect

additional opportunities in the future to grow in

markets such as India China and Southeast Asia

Through Markel Syndicate 3000 Markel International

is part
of the Lloyds market Being part of the Lloyds

franchise provides regulatory and licensing advantages

and efficiencies we will need as Markel International

continues its geographic expansion

Specialty Admitted Insurance

Markel Specialty produced 99% combined ratio

in 2009 In this division we provide insurance directly

to the consumer and to retail customers in various niche

markets Examples include childrens summer camps

equine risks motorcycles and boats health and fitness

clubs student health pet health wedding insurance

and other unique insurance coverages We can design

specific insurance products that meet the insurance

needs of these unique risks We often market our

products in partnership with industry trade groups or

affinity groups and include loss and safety engineering

as well as best practices to reduce losses and expenses

for our customers

We enjoy higher ratio of renewals in our specialty

area compared to other areas at Markel and have



reputation of industry leadership in many of our

products The stability and recurring nature of these

insurance products provides solid foundation and

platform for growth in coming years

In 2009 under the leadership of Mike Crowley we

increased our emphasis on providing specialty insurance

solutions to the broader insurance markets Our goal is

to grow our retail and direct market share without

disrupting or competing with our existing strong

wholesale relationships We also have increased our

emphasis on sales and marketing to continue to grow

this franchise We expanded our product offerings with

additional lines such as political campaign coverage and

excess flood coverage in 2009 We also added few select

acquisitions of books of business and talented insurance

professionals

Markel Ventures

During 2009 we expanded our operations of

non-insurance subsidiaries with the acquisition of Panel

Specialists Inc PSI and Ellicott Dredge Enterprises

PSI provides laminated furniture products primarily to

the college and university marketplace and to hospital

and health care related sites Ellicott manufactures

dredges for transportation mining and water

management applications Ellicott dredges were used

to build the Panama Canal in 1907 and the company

does business all around the world

These two additions join our existing holdings of

AMF Bakery Systems leading manufacturer of bakery

equipment systems which we acquired in 2005

and ParkLand Ventures an owner and operator

of manufactured housing parks which we formed

in2008

Beginning with the 2009 annual report we will

provide additional financial information on these

businesses as they have grown to represent

meaningful aspect of Markel Corporation

Strategically we believe the ongoing development

of Markel Ventures will create value for Markel All of

these companies fit our longstanding investment

discipline As is the case in what we seek in our

portfolio of publicly traded businesses these businesses

are profitable with good returns on capital they are run

by management teams with equal measures of talent

and integrity they will use their profits to either grow

their existing business or return the cash to Markel and

we acquired them at fair prices

As time
goes by Markel Ventures should assist us

with several goals First the businesses themselves have

historically earned and should continue to earn

excellent profits They are all market leaders in their

industries and enjoy history of good returns They

provide basic goods and services that people need As

they grow overtime the profits they produce wifi accrue

directly to Markel and benefit shareholders accordingly

Secondly we can reinvest capital within the

individual units or apply it elsewhere within the Markel

Corporation structure as we choose This power as

majority owner is very
different than our position as

minority shareholder in public company as is the case

in the remainder of our equity portfolio

Finally ownership of these businesses will provide

Markel with earnings and cash flow that are distinct

and separate from our insurance holdings This is

nuanced but important point During times when

Markel stock is selling for low valuations financial

markets and the regulatory and rating agency overseers



tend to be very skeptical of companies repurchasing

their own shares All of the insurance regulators and

rating agencies want more not less capital in insurance

company subsidiaries With non-insurance businesses

held by Markel Corporation at the holding company

level we now wifi have cash flows that are independent

of our insurance operations that create more of an

option for us to deploy capital aggressively during

inevitable stretches of difficult times Purchasing power

from having unrestricted cash to use during

environments of low prices should enable us to increase

the value of Markel in unique way over time Very

few companies are in position to follow or implement

this strategy We will make the most of our opportunity

Management Development

Our goal is to make sure that Markel is immortal

despite the fact that none of us enjoy that status As

such it is critical for the long-term health and

development of your Company that the management

team is refreshed and renewed continuously Some of

this renewal comes from existing managers taking on

new roles and responsibilities Some comes from the

addition of new people into our organization

During 2009 the changes in our business approach

the acquisitions of non-insurance subsidiaries and the

turmoil in financial markets allowed us to aggressively

strengthen the management team Mike Crowley

joined Markel to head the specialty insurance

operations of the Company Mike brought long record

of success and accomplishment in the insurance

brokerage world to us and his leadership of several

marketing and new product initiatives should provide

us with meaningful growth opportunities over time

Britt Glisson moved into the role of Chief

Administrative Officer of the Company He leads the

Atlas project and the shared services operation crucial

to the One Markel approach William Stovin and Jeremy

Brazil assumed the leadership of Markel International

Gerry Albanese after five years leading Markel

International returned to the United States to become

Markels Chief Underwriting Officer and lead our

product line group John Latham recently assumed

responsibility for leading the sales and marketing efforts

in the newly established regional offices

Debora Wilson joined our Board of Directors in

2009 Debora oversaw the successful development of

The Weather Channel at Landmark Communications

We are thrilled to have her perspective on building new

businesses and managing the people and resources

needed to accomplish the goal of profitable growth We

are also pleased to welcome Darrell Martin our former

Chief Financial Officer back to our Board where his

financial expertise and his knowledge of the Company

and our industry wifi be extremely valuable

Countless other individuals assumed new roles and

responsibilities during the year Space prevents us from

listing everyone but an accurate and full report would

include almost everyone in the Company

Change often invokes fear of the unknown and

nostalgic longing for the way things used to be That is

backward looking and futile approach that will

produce disappointing results over time The world

spins and things change As the senior leaders of Markel

we could not be more proud of the way our people have

responded to the changes within Markel and

throughout the entire marketplace



Almost everyone in the Company has new

responsibilities and new tasks Throughout the year

the willingness and sense of challenge and adventure

that our people have brought to the task has been

gratifying This spirit makes us optimistic that the

organization wifi continue to respond adapt and grow

as new challenges and opportunities arise

Some change however is not positive It is with

much sadness that we recognize the 2009 passing of Les

Grandis member of our Board of Directors for over 20

years As both board member and as outside legal

counsel he provided sage wisdom experience and

insight during an important part of the Companys

history We are grateful for his service to the Company

and his contributions to our growth

New Products

With the addition of Chief Underwriting Officer

and the formation of product line groups we are well

positioned to add products and expand and upgrade

existing products

During 2009 we expanded our equine offerings by

adding team of experienced equine professionals at

Markel International We also hired experienced

transportation and property insurance professionals to

lead these product line groups

We plan to re-enter the directors and officers

liability market We also added an experienced and

successful team of underwriters to enter the trade credit

risk market during 2010

Finally we formed product development team to

help our Chief Underwriting Officer and product line

leaders develop new product opportunities

While the current soft property and casualty

insurance market obscures our progress from these

initiatives we are excited about future growth as

marketplace conditions stabilize and improve

Although we completed many items on our to do

list in 2009 new list with new opportunities and

challenges hangs on our refrigerator as we move

through 2010

INSURANCE MARKET COMMENTS

In 2009 our insurance operations produced

combined ratio of 95% on total earned premiums of

$1.8 billion While profitability improved gross

premium volume declined 14% from last
year

due to

lower insurance market prices depressed demand for

insurance from the slower overall economy and

governmental actions which kept insurance industry

capacity and supply intact when it would otherwise

have failed and been withdrawn from the marketplace

Our response to the difficult market conditions was

as follows One we quickened the pace of our

reorganization to One Markel as we believe that wifi

produce growth opportunities both from increasing our

penetration among our existing customers and allowing

us to more easily seize opportunities Two we

supported the growth of our international operations

where more opportunities exist and irrational

competition is not quite so prevalent Three we

increased our emphasis on new product development

And four we acquired Elliott Special Risks and several

other smaller niche product lines

We expect these actions as well as the efficiency

and responsiveness we are building into our

organization to allow us to make the most of the



current environment and to produce reasonable

underwriting results We also
expect

these actions will

enable us to handle meaningful increases in business

volumes at low incremental operating costs when the

insurance cycle improves

We do not make any predictions as to when this

will occur We remain convinced however that

sub-optimal industry profitability i.e underwriting

losses and AIGs government-sponsored exemption

from free market forces must end When this happens

we expect pricing for property and casualty insurance

risks to improve meaningfully We will be ready to

make the most of that environment when it occurs

INVESTMENT COMMENTS

Following the cataclysmic events in world financial

markets in 2008 we enjoyed meaningful rebound in

2009 The overall investment portfolio produced

return of 13.2% in 2009 with equities up 25.7% and

fixed income returns of 9.8%

We are very pleased with these results Our strong

balance sheet allowed us to weather the fierce storms

of 2008 We endured and kept the losses in 2008 to

minimum despite the most difficult investment

markets weve ever encountered Keeping ourselves

largely whole through the storm coupled with our

strong and highly liquid balance sheet enabled us to

continue to invest proactively in 2009

During 2009 we steadily and consistently added

funds to our equity portfolio At
year end our exposure

to publicly traded equities remains lower than our

historical averages at 17% of the investment portfolio

While we increased our holdings during the year we

remained conservative and liquid due to continued

softness in the insurance marketplace When insurance

market pricing firms and our premium writings grow

we will accelerate the
pace

of our equity investing

In our fixed income operations we enjoyed the

rebound in pricing that occurred on our holdings of

corporate
debt securities This area of the portfolio

suffered the most during the financial crisis The

strength of our balance sheet allowed us to maintain

our positions for the rebound Going forward we will

continue to allow the proportion of corporate debt

securities to diminish as percentage of our fixed

income holdings The job of our fixed income portfolio

is first and foremost to secure and protect the insurance

liabilities of Markel We will seek additional returns

over and above those offered by government-backed

securities only with the funds we would willingly and

prudently allocate to our equity portfolio

Our equity portfolio allocation has and will

continue to include publicly traded equities corporate

debt with equity like returns and majority-controlled

non-insurance subsidiaries

Protecting the balance sheet is always the most

important goal in our investing as well as in our

insurance operations Great pricing opportunities in

the financial markets such as we saw earlier this year

mean absolutely nothing if we dont have the balance

sheet and appropriate liquidity and cash flows to take

advantage of them Consequently we will always err on

the side of conservatism to make sure we have the

balance sheet strength to act in the long-term best

interests of the Company

We saw the value of maintaining our balance sheet

strength over the last two years Many previously blue

chip financial institutions have been wiped out Others



exist only due to government influence and largesse

Their shareholders suffered total or near-total wipeouts

At Markel managements investments in the Company

represents the bulk of our personal net worth We will

never operate in such way as to endanger the firm

SUMMARY

We look forward to looking back on 2009 in the

rear view mirror It was historic
year

of transformation

at Markel We survived the worst financial market

storms seen in modern history We earned solid

underwriting profit in difficult insurance market We

fundamentally altered the basic operations of the

Company with the move to the One Markel business

model and the Atlas project We protected our balance

sheet during the crisis by not being highly leveraged or

hyper-aggressive before the crisis We made substantial

positive investment decisions during the year and

enjoyed the good returns earned in our publicly traded

equity and fixed income portfolios We expanded our

holdings of non-insurance operations to the point where

they have now become meaningful to our overall

performance

While we would all prefer to be operating in an

environment where insurance prices are going up

financing is easily available and economic growth is

given we recognize that we are not The world is not

going to change to accommodate us so we change to

accommodate it

We are faster leaner and smarter as an organization

than we have ever been before We have talented

hard-working and dedicated associates throughout the

Company We have healthy mix of proven veterans

and younger managers with experience energy and

ideas Weve demonstrated resilience and flexibility

that produced success at Markel while other firms

failed We gratefully thank our associates customers

and shareholder partners for working through and

supporting these changes

We pledge that we will compete effectively in

whatever circumstances the future holds The world is

big place and the scope of our organization is wider

more talented and more nimble than at any time in the

past We look forward to continuing to build the culture

and adding to the record of accomplishments at Markel

OL
Alan Kirshner

Chairman of the Board and Chief Executive Officer

Anthony Markel

Vice Chairman

Steven Markel

Vice Chairman

Thomas Gayner

Chief Investment Officer

Richard Whitt ifi

Senior Vice President and Chief Financial Officer
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Markel Corporation Subsidiaries

UUSU\JESS VERVIE\N

We market and underwrite specialty insurance products and programs to variety of niche markets

and believe that our specialty product focus and niche market strategy enable us to develop expertise

and specialized market knowledge We seek to differentiate ourselves from competitors by our

expertise service continuity and other value-based considerations We compete in three segments of

the specialty insurance marketplace the Excess and Surplus Lines the Specialty Admitted and the

London markets Our financial goals are to earn consistent underwriting profits and superior

investment returns to build shareholder value

SpliIty Ilsurlll

The specialty insurance market differs significantly from the standard market In the standard

market insurance rates and forms are highly regulated products and coverages are largely uniform

with relatively predictable exposures and companies tend to compete for customers on the basis of

price In contrast the specialty market provides coverage
for hard-to-place risks that generally do not

fit the underwriting criteria of standard carriers For example United States insurance regulations

generally require an Excess and Surplus Lines ES account to be declined by three admitted carriers

before an ES company may write the business Hard-to-place risks written in the Specialty

Admitted market cover insureds engaged in similarbut highly specialized activities who require

total insurance program not otherwise available from standard insurers or insurance products that are

overlooked by large admitted carriers Hard-to-place risks in the London market are generally

distinguishable from standard risks due to the complexity or significant size of the risk

Competition in the specialty insurance market tends to focus less on price than in the standard

insurance market and more on other value-based considerations such as availability service and

expertise While specialty market exposures may have higher perceived insurance risks than their

standard market counterparts we seek to manage these risks to achieve higher financial returns To

reach our financial and operational goals we must have extensive knowledge and expertise in our

chosen markets Most of our accounts are considered on an individual basis where customized forms

and tailored solutions are employed

By focusing on the distinctive risk characteristics of our insureds we have been able to identify

variety of niche markets where we can add value with our specialty product offerings Examples of

niche markets that we have targeted include wind and earthquake exposed commercial properties

liability coverage for highly specialized professionals horse mortality and other horse-related risks

accident and medical coverage for students yachts and other watercraft high-value motorcycles and

marine and energy related activities Our market strategy in each of these areas of specialization is

tailored to the unique nature of the loss exposure coverage
and services required by insureds In each

of our niche markets we assign teams of experienced underwriters and claims specialists who

provide full range of insurance services

The ES market focuses on hard-to-place risks and loss
exposures

that generally cannot be written in

the standard market ES eligibility allows our insurance subsidiaries to underwrite unique loss

exposures with more flexible policy forms and unregulated premium rates This typically results in

coverages that are more restrictive and more expensive than coverages in the standard admitted



market In 2008 the ES market represented approximately $34 billion or 7% of the approximately

$490 billion United States property and casualty PC industryjl

We are the sixth largest ES writer in the United States as measured by direct premium writings.I

In 2009 we wrote $1.0 billion of business in our Excess and Surplus Lines segment

We also write business in the Specialty Admitted market Most of these risks although unique and

hard-to-place in the standard market must remain with an admitted insurance company for

marketing and regulatory reasons We estimate that the Specialty Admitted market is comparable in

size to the ES market The Specialty Admitted market is subject to more state regulation than the

ES market particularly with regard to rate and form filing requirements restrictions on the ability

to exit lines of business premium tax payments and membership in various state associations such

as state guaranty funds and assigned risk plans In 2009 we wrote $302 millionof business in our

Specialty Admitted segment

The London market which produced approximately $46 billion of gross written premium in 2008

is the largest insurance market in Europe and third largest in the world.21 The London market is

known for its ability to provide innovative tailored coverage and capacity for unique and

hard-to-place risks It is primarily broker market which means that insurance brokers bring most of

the business to the market The London market is also largely subscription market which means

that loss exposures brought into the market are typically insured by more than one insurance

company or Lloyds syndicate often due to the high limits of insurance coverage required We write

business on both direct and subscription basis in the London market When we write business in

the subscription market we prefer to participate as lead underwriter in order to control underwriting

terms policy conditions and claims handling

In 2008 gross premium written through Lloyds syndicates generated approximately two-thirds of

the London markets international insurance business21 making Lloyds the worlds second largest

commercial surplus lines insurerUl and filth largest reinsurerj3l Corporate capital providers often

provide majority of syndicates capacity and also often own or control the syndicates managing

agent This structure permits the capital provider to exert greater influence on and demand greater

accountability for underwriting results In 2008 corporate capital providers accounted for

approximately 94% of total underwriting capacity in Lloyds.4

We participate in the London market through Markel International which includes Markel Capital

Limited Markel Capital and Markel International Insurance Company Limited MIICL Markel

Capital is the corporate capital provider for our syndicate at Lloyds Markel Syndicate 3000 which is

managed by Markel Syndicate Management Limited In 2009 we wrote $641 million of business in

our London Insurance Market segment

In 2009 26% of consolidated premium writings related to foreign risks i.e coverage for risks located

outside of the United States of which 28% were from the United Kingdom Tn 2008 23% of our

premium writings related to foreign risks of which 32% were from the United Kingdom In 2007

24% of our premium writings related to foreign risks of which 33% were from the United Kingdom

In each of these
years

the United Kingdom was the only individual foreign country from which

premium writings were material Premium writings are attributed to individual countries based upon

location of risk

U.S Surplus Lines 2009 Market Review Special Report A.M Best Research September 2009

International Financial Markets in the UK International Financial Services of London Research

November 2009

Top Ten Global Reinsurers by Net Reinsurance Premiums Written 2008 Business Insurance

August 2009

Lloyds Highlights 2009 Lloyds
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We compete with numerous domestic and intemational insurance companies and reinsurers

Lloyds syndicates risk retention groups insurance buying groups risk securitization programs and

alternative sell-insurance mechanisms Competition may take the form of lower prices broader

coverages greater product flexibility higher quality services or higher ratings by independent rating

agencies In all of our markets we compete by developing specialty products to satisfy well-defined

market needs and by maintaining relationships with agents brokers and insureds who rely on our

expertise This expertise is our principal means of competing We offer over 100 product lines Each

of these products has its own distinct competitive environment With each of our products we seek

to compete with innovative ideas appropriate pricing expense control and quality service to

policyholders agents and brokers

Few barriers exist to prevent insurers from entering our segments of the PC industry Market

conditions and capital capacity influence the degree of competirion at any point in time Periods of

intense comperition which typically include broader coverage terms lower prices and excess

underwriting capacity are referred to as soft market favorable insurance market is commonly

referred to as hard market and is characterized by stricter coverage terms higher prices and lower

underwriting capacity During soft markets unfavorable conditions exist due in part to what many

perceive to be excessive amounts of capital in the industry In an attempt to use their capital many

insurance companies seek to write addirional premiums without appropriate regard for ulrimate

profitability and standard insurance companies are more willing to write specialty coverages
The

opposite is typically true during hard markets

The lesciecce Melket Cycle 2UUU2UU9

After decade of soft market conditions the insurance industry experienced favorable condirions

beginning in late 2000 which continued through 2003 for most product lines During 2004 we

continued to receive rate increases however the rate of increase slowed and in certain lines rates

declined In 2005 the industry showed continued signs of softening as competirion became more

intense With the exception of rate increases on catastrophe-exposed business we continued to

experience increased comperition and deterioration in pricing throughout 2006 and 2007

Competition in the property and casualty insurance industry remained strong throughout 2008 We

experienced further price deterioration in virtually all of our product areas as result of this intense

competition which included the increased presence of standard insurance companies in our markets

However given the rapid deterioration in underwriting capacity as result of the disruptions in the

financial markets and losses from catastrophes during 2008 the rate of decline began to slow In late

2008 we reviewed the pricing for all of our major product lines and began pursuing price increases in

many product areas howevei as result of continued soft insurance market conditions our targeted

price increases were met with resistance in the marketplace particularly within the Excess and

Surplus Lines segment During 2009 the effects of the economic environment also contributed to the

decline in gross premium volume Premiums for many of our product lines are based upon our

insureds revenues gross receipts or payroll which have been negatively impacted by the depressed

levels of business activity that began in 2008 In 2009 we saw the rate of decline in prices slow and

have begun to experience moderate price increases in several product lines most notably those

offered by Markel intemational When we believe the prevailing market price wifi not support our

underwriting profit targets the business is not written As result of our underwriting discipline

gross written premium has declined and if the competitive environment does not improve could

decline further in the future

14
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By focusing on market niches where we have underwriting expertise we seek to earn consistent

underwriting profits Underwriting profits are key component of our strategy We believe that the

ability to achieve consistent underwriting profits demonstrates knowledge and expertise

commitment to superior customer service and the ability to manage insurance risk We use

underwriting profit or loss as basis for evaluating our underwriting performance

The combined ratio is measure of underwriting performance and represents the relationship of

incurred losses loss adjustment expenses and underwriting acquisition and insurance expenses to

earned premiums combined ratio less than 100% indicates an underwriting profit while

combined ratio greater than 100% reflects an underwriting loss In 2009 our combined ratio was

95% See Managements Discussion Analysis of Financial Condition and Results of Operations for

further discussion of our underwriting results

The following graph compares our combined ratio to the PC industrys combined ratio for the past

five years

CoMBINED RATIOS
Markel Corporation

Industry Average
110% ______________________

100%

90%

80%
2009

Source A.M Best Company Industry Average is estimated for 2009

tJiulrwritiiig Segriiits

We define our underwriting segments based on the areas of the specialty insurance market in which

we compete the Excess and Surplus Lines Specialty Admitted and London markets See note 18 of

the notes to consolidated financial statements for additional segment reporting disclosures

For purposes of segment reporting our Other Insurance Discontinued Lines segment includes lines

of business that have been discontinued in conjunction with the acquisitions of insurance operations

The lines were discontinued because we believed some aspect of the product such as risk profile or

2006 2007

competitive environment would not allow us to earn consistent underwriting profits
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MARKEL CORPORATION
2009 CONSOLIDATED GROSS PREMIUM VOLUME $1.9 billion

Exiss id Surls Liis

Our Excess and Surplus Lines segment reported gross premium volume of $1.0 billion earned

premiums of $0.9 billion and an underwriting profit of $36.2 millionin 2009

Business in the Excess and Surplus Lines segment is written through two distribution channels

professional surplus lines general agents who have limited quoting and binding authority and

wholesale brokers The majority of the business produced by this segment is written on surplus

lines basis through either Essex Insurance Company which is domiciled in Delaware or Evanston

Insurance Company which is domiciled in Illinois

Before 2009 our Excess and Surplus Lines segment was comprised of individual underwriting units

each with product-focused specialists servicing brokers agents and insureds across the Uinted

States from their respective underwriting uint locations in March 2009 we transitioned the four

underwriting units included in our Excess and Surplus Lines segment to customer-focused regional

office model as part
of our previously announced One Markel initiative

We divided the country into five regions and each regional underwritmg office is responsible for

serving the needs of the wholesale producers located in its region Our regional teams focus primarily

on customer service marketing underwriting and distributing our insurance solutions and are able to

provide customers easy access to the majority of our products

In the Excess and Surplus Lines segment we wrote business through the following regional

underwriting offices during 2009

Markel Northeast Red Bank NJ

Markel Southeast Glen Allen VA

Markel Ivlidwest Deerfreld IL

Markel Mid South Plano TX

Markel West Woodiand Hills CA and Scottsdale AZ

We also have established product line leadership group
that has primary responsibility for both

developing and maintaining underwriting and pricing guidelines and for new product development

The product line leadership group
is also responsible for delegating underwriting authority to the

regional underwriters to ensure that the products needed by our customers are available through the

regional offices and for providing underwriting training and development so that our regional

underwriting teams have the experrise to underwrite the risk or to refer risks to our product line

16Io



experts as needed The product line leadership group is under the direction of our Chief Underwritmg

Officer who also is ultimately responsible for the underwriting activities of our Specialty Admitted

and London Insurance Market segments

Product line groups included in the Excess and Surplus Lines segment are

Professional and Products Liability

Property and Casualty

Environmental

Excess and Umbrella

Transportation

Inland Marine

Ocean Marine

Miscellaneous Coverages

The product offerings included in each product line
group are generally available in all of the regional

offices included in the Excess and Surplus Lines segment

EXCESS AND SURPLUS LINES SEGMENT

2009 GRoss PREMIUM VoLUME $L0 BILLION

Envrenmeatai 5%

27%

The professional and products liability product line
group

offers unique solutions for highly

specialized professions third party protection to manufacturers distributors importers and

re-packagers of manufactured products and employment practices liability not-for-profit directors

and officers liability and tenant discrimination coverages This product line group also offers

claims-made medical malpractice coverage for individual or groups of doctors dentists podiatrists

and other medical professionals claims-made professional liability coverage to individual healthcare

providers such as therapists phannacists physician assistants and nurse anesthetists and coverages

for medical facilities and other allied healthcare risks such as clinics laboratories medical
spas

home health agencies small hospitals pharmacies and nursing homes

The property and casualty product line group offers variety of liability coverages focusing on

light-to-medium casualty exposures such as restaurants and bars child and adult care facilities

vacant properties builders risk general or artisan contractors office buildings and light

manufacturing operations This product line
group

also provides property coverages for similar

classes of business ranging from small single-location accounts to large multi-state Inulti-lOcation

accounts Property coverages consist principally of fire allied lines including windstorm hail and

Excess and
UmbreUa

3%
30/

TranspsrtaOen Ocnae Marine

Inland Marine
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water damage and other specialized property coverages including catastrophe-exposed property risks

such as earthquake and wind on both an excess and primary basis These catastrophe-exposed

property risks are typically larger and are low frequency and high severity in nature than more

standard property
risks

The environmental product line group targets small to mid-sized environmental contractors and

offers complete array of environmental coverages including environmental consultants

professional liability contractors pollution liability and site specific environmental impairment

liability The professional liability cover is offered on claims-made basis and targets risk inherent in

the businesses of environmental consultants and engineers The contractors pollution liability cover

is offered on either claims-made or occurrence basis and protects environmental contractors trade

contractors and general contractors The environmental impairment liability cover is offered on

claims-made basis and protects commercial industrial environmental habitational and institutional

facilities against pollution to their premises

The excess and umbrella product line group
offers products that are written on both primary and

excess basis over approved underlying insurance carriers primarily for commercial businesses

Coverage can be written on either an occurrence or claims-made basis Targeted classes of business

include commercial and residential construction contractors and subcontractors manufacturers

wholesalers retailers service providers municipalities and school districts

The transportation product line group offers physical damage coverages for high-value automobiles

such as race cars and antique vehicles as well as all types of specialty commercial vehicles including

dump trucks coal haulers logging trucks bloodmobiles mobile stores public autos couriers

and house moving vehicles Also included in this product line group is dealers open lot and

garagekeepers legal liability coverage for physical damage to vehicles held for sale or in the insureds

care while performing work Targeted classes in this product line group include used car and truck

dealers motorcycle dealers mobile home and recreational vehicle dealers and repair shops This

product line group also provides liability coverage to operators of small to medium-sized owned and

operated taxicab fleets and multi-line specialty products designed for the unique characteristics of the

garage industry Targeted classes of business for this group include used car dealers repair/service

centers truck trailer sales and repair centers mobile detail shops stereo sales and installation

operations tire dealers and valet service operations

The inland marine product line group offers number of specialty coverages for risks such as motor

truck cargo warehousemans legal liability and contractors equipment Motor truck cargo coverage

is offered to haulers of commercial goods for damage to third party cargo while in transit

Warehousemans legal liability provides coverage to warehouse operators for damage to third party

goods in storage Contractors equipment cover provides protection for first party property damage to

contractors equipment including tools and machinery Also included in this product line
group

is

first party property coverage for miscellaneous property including slot machines ATMs medical

equipment musical instruments and amusement equipment

The ocean marine product line group offers variety of coverages including general liability

professional liability property and cargo for many marine-related classes Targeted marine classes

include marine artisan contractors boat dealers and marina owners Coverages offered include hull

physical damage protection and indemnity as well as third party property coverage for ocean cargo



Miscellaneous coverages offered include casualtl facultative reinsurance public dntt in iiranc

and reinsurance and specialized insurance programs for specific classes of business

Casualty facultative reinsurance is written for individual casualty risks focusing on general li it

products liability7
automobile liability and certain classes of miscellaneous professional liability

Targeted classes include low frequency high ses erity short-tail general liability risks Crisualty

facultative placements offer coverages that possess favorable underwriting characteristics such as

control of individual risk selection and pricing Public entity insurance and reinsurance progr ii

provide coverage for government entities including counties municipalities special distncts schr ols

and community colleges

Our Specialty Admitted segment reported gross premium volume of $301.8 milih Lamed

premiums of $303.9 million and an underwriting profit of 52A million in 2009

In the Specialty Admitted market we wiore business through the following undcrwni mg units

during 2009

Markel Specialty Glen Allen VA

Markel American Specialty Personal and Commercial Lines Pewaukee lAO

Our Specialty Admitted segment included third underwriting unit Markel Global Marine anti

Energy until late 2008 when we decided to close that unit and place its
programs into re ott

SPEcIALTY ADMITTED SEGMENT

2009 GROSS PREMIUM VOLUME $302 MILLION

Markel Specialty The Markel Specialty unit focuses on providing total insurance programs lot

businesses engaged in highly specialized activities These activities typically do not it the rulc

profiles of standard insurers and make complete coverage difficult to obtain from single insurer

Fhe Markel Specialty unit is organized into product areas that concentrate on particLmlar mamkets and

customer groups The property and casualty division writes commercial coverages br south and

recreation oriented organizations such as childrens camps conference centers YMCAs YIVCA

Boys and Girls Clubs child care centers nursery schools private and Montessori schools and

gymnastics martial arts and dance schools This division also writes commercial coverages tom social

semvice organizations museums and historic homes perfommning arts organizations bed and breaktist

inns outfitters and guides hunting and fishing lodges dude ranches and rod and grin climbs The bra

and farm division specializes in insurance coverages for horse-related risks such as bins morrdits

Markel lnkaI Marine

and Energy
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eoveragc and property and liabiliU coverages for farms hoarding breeding and training facilities

The accident and health division writes liability and accident insurance for amateur sports

organizations accident and medical insurance for colleges universities public schools and private

schools monoline accident and medical coverage
for various niche markets short-term medical

insurance pet health insurance stop-loss insurance for self-insured medical plans and medical

excess reinsurance coverage The garage
division provides commercial coverages

for auto repair

garages gas stations and convenience stores and used car dealers The general agent programs

division develops partnerships with managing general agents to offer single source admitted and

non-admitted programs
for specific class or line of business We seek general agents who utilize

retailers as their primary source of distribution Underwriting policy issuance and business

development authority are delegated to the managing general agent
The Markel Risk Solutions

facility works with select retail producers on national basis to provide admitted market solutions

to accounts having difficulty finding coverage in the standard marketplace Accounts of various

classes and sizes are written with emphasis placed on individual risk underwriting and pricing

The majority of Markel Specialty business is produced by retail insurance agents Management

grants very limited underwriting authority to few carefully selected agents and controls agency

business through regular audits and pre-approvals Certain products and programs are also marketed

directly to consumers or through wholesale producers Markel Specialty business is primarily

written on Markel Insurance Company MTC MIC is domiciled in Illinois and is licensed to write

PC insurance in all 50 states and the District of Columbia

MARKEL SPECIALTY

2009 GRoss PREMIUM VOLUME $210 MILLION

13%

Markel American Specialty Personal and Commercial Lines The Markel American Specialty

Personal and Commercial Lines unit offers its insurance products in niche markets that are often

overlooked by large admitted carriers and focuses its underwriting on marine recreational vehicle

property
and other personal line coverages The marine division markets personal lines insurance

coverage for watereraft older boats high performance boats moderately priced yachts and newer

watereraft up to 26 feet The marine division also provides coverage
for small fishing ventures

charters and small boat rentals The recreational vehicle division provides coverage for

motorcycles snowmobiles and ATVs and targets mature riders of touring and cruising bikes

snowmobiles and ATV riders The property division provides coverage
for mobile homes and

dwellings that do not qualify for standard homeowners coverage as well as contents coverage
for

renters Mobile home coverages include both personally used mobile and motor homes as well as

motor home rental operations Other products offered by this unit include special event protection

which provides for cancellation and/or liability coverage
for weddings anniversary celebrations and

other personal events supplemental natural disaster coverage which offers additional living

expense protection for loss due to specific named perils including flood renters protection coverage

5%
Gavage



which provides tenant homeowners coverage on broader form than the standard renters policy

and collector vehicle coverage which provides comprehensive coverage for variety of collector

vehicles including antique autos and motorcycles

Markel American Specialty Personal and Commercial Lines products are characterized by high

numbers of transactions low average premiums and creative solutions for under-served and

emerging markets The unit distributes its marine property and other products through wholesale

or specialty retail producers The recreational vehicle program is marketed directly to the consumer

using direct mail internet and telephone promotions as well as relationships with various

motorcycle manufacturers dealers and associations The Markel American Specialty Personal and

Commercial Lines unit writes the majority of its business in Markel American Insurance Company

MAIC MAIC is domiciled in Virginia and is licensed to write PC business in all 50 states and the

District of Columbia

MARKEL AMERICAN SPECIALTY PERSONAL AND COMMERcIAL LINES

2009 GROSS PREMIUM VOLUME $90 MILLION

Liidii iSiufuCi 1\flrkit Sliiit

Our London Insurance Market segment reported gross premium volume of $641.2 miffion earned

premiums of $572.4 millionand an underwriting profit of $52.5 millionin 2009

LONDON INSURANCE MARKET SEGMENT

2009 GROSS PREMIUM VOLUME $641 MILLION

5% Other

3%
Eqeee
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This segment is comprised of Markel Intemational which is headquartered in London England

In addition to seven branch offices in the United Kingdom Markel International has offices in

Spain Singapore and Sweden Markel International writes specialty property casualty professional

liability and marine insurance on direct and reinsurance basis Business is written worldwide with

approximately 24% of writings coming from the United States

Effective October 2009 this segment includes the results of Elliott Special Risks ESR
Canadian managing general agent that provides insurance underwriting and administrative services

to insurers which we acquired for approximately $70 million ESR was estabhshed in 1966 and has

offices located in Toronto and Montreal ESR specializes in niche commercial liability and property

coverages In 2009 ESR produced approximately $90 million of gross premium volume including

approximately $9 million of premiums for Markel international Markel International expects to

significantly increase its share of the premium writings produced by ESR in 2010

Markel International Markel Intemational is comprised of the following underwriting divisions

which to better serve the needs of our customers have the ability to write business through either

MIICL or Markel Syndicate 3000

Marine and Energy

Non-Marine Property

Professional and Financial Risks

Retail

Specialty

Equine

The Marine and Energy division underwrites portfolio of coverages
for

cargo energy hull liability

war and specie risks The cargo account is an international transit-based book covering many types

of cargo The energy account includes all aspects of oil and gas acrivities The hull account covers

physical damage to ocean-going tonnage yachts and mortgagees interest The liability account

provides coverage for broad range of energy liabilities as well as traditional marine exposures

including charterers terminal operators and ship repairers The war account covers the hulls of

ships and aircraft and other related interests against war and associated perils The specie account

includes coverage for fine art on exhibit and in private collections securities buffion precious

metals cash in transit and jewelry

The Non-Marine Property division writes property and liability business for wide range of

insureds providing coverage ranging from fire to catastrophe perils such as earthquake and

windstorm Business is written in either the
open

market or delegated authority accounts The
open

market account writes direct and facultative risks typically for Fortune 1000 companies Open

market business is written mainly on worldwide basis by our underwriters to London brokers

with each risk being considered on its own merits The delegated authority account focuses mainly

on small commercial insureds and is written through network of coverholders The delegated

authority account is primarily written in the United States Coverholders underwriting this

business are closely monitored subject to audit and must adhere to strict underwriting guidelines

The Professional and Financial Risks division underwrites professional indemnity directors and

officers liability intellectual property some miscellaneous defense costs incidental commercial

crime and general liability coverages The professional indemnity account offers unique solutions in

four main professional classes including miscellaneous professionals and consultants constmction
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professionals financial service professionals and professional practices The miscellaneous



professionals and consultants class includes coverages for wide range of professionals including

management consultants publishers broadcasters pension trustees and public officials The

construction class includes coverages for
surveyors engineers architects and estate agents The

financial services class includes coverages for insurance brokers insurance agents financial

consultants stockbrokers fund managers venture capitalists and bankers The professional

practices class includes coverages for accountants and solicitors The directors and officers liability

account offers coverage to public private and non-profit companies of all sizes on either an

individual or blanket basis The Professional and Financial Risks division writes business on

worldwide basis limiting exposure in the United States

The Retail division offers full range of professional liability products including professional

indemnity directors and officers liability and employment practices liability through six branch

offices in England and one branch office in Scotland In addition coverage is provided for small to

medium-sized commercial property risks on both stand-alone and package basis The branch

offices provide insureds and brokers with direct access to decision-making underwriters who possess

specialized knowledge of their local markets The division also underwrites certain niche liability

products such as coverages for social welfare organizations

The Specialty division provides property treaty reinsurance on an excess of loss and proportional

basis for
per

risk and catastrophe exposures significant portion of the divisions excess of loss

catastrophe and per risk treaty business comes from the United States with the remainder coming

from international property treaties The Specialty division also offers direct coverage for number

of specialist classes including financial institutions contingency and other special risks Coverage

includes bankers blanket bond computer crime commercial fidelity professional sports liability

event cancellation non-appearance and prize indemnity

The Equine division writes bloodstock livestock and aquaculture related products The bloodstock

account provides coverage for risks of mortality theft infertility and specified perils for insureds

ranging in size from large stud farms to private horse owners The livestock account provides

coverage for farms zoos animal theme parks and safari parks The aquaculture account provides

comprehensive coverage for fish at onshore farms offshore farms and in-transit risks

ileiiisij ine

We purchase reinsurance in order to reduce our retention on individual risks and enable us to write

policies with sufficient limits to meet policyholder needs As part of our underwriting philosophy

we seek to offer products with limits that do not require significant amounts of reinsurance We

purchase catastrophe reinsurance coverage for our catastrophe-exposed policies and we seek to

manage our exposures under this
coverage so that no exposure to any one reinsurer is material to our

ongoing business Over the past several years as the capital of our insurance subsidiaries has grown

we have reduced the amount of reinsurance that we purchase As result our retention of gross

premium volume has increased consistent with our strategy to retain more of our profitable

business We do not purchase or sell finite reinsurance products or use other structures that would

have the effect of discounting loss reserves

The ceding of insurance does not legally discharge us from our primary liability for the full amount

of the policies and we wifi be required to pay the loss and bear collection risk if the reinsurer fails to

meet its obligations under the reinsurance agreement We attempt to minimize credit exposure to

reinsurers through adherence to internal reinsurance guidelines To become our reinsurance partner
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prospective companies generally must maintain an A.M Best Company Best or Standard

Poors SP rating of excellent ii maintain minimum capital and surplus of $500 million

and iii provide collateral for recoverables in excess of an individually established amount In

addition certain foreign reinsurers for our United States insurance operations must provide

collateral equal to 100% of recoverables with the exception of reinsurers who have been granted

authorized status by an insurance companys state of domicile Lloyds syndicates generally must

have minimum of rating from Moodys Investors Service Moodys to be our reinsurers

When appropriate we pursue reinsurance commutations that involve the termination of ceded

reinsurance contracts Our commutation strategy related to ceded reinsurance contracts is to reduce

credit exposure and eliminate administrative expenses
associated with the run-off of reinsurance

placed with certain reinsurers

The following table displays balances recoverable from our ten largest reinsurers by group at

December 31 2009 The contractual obligations under reinsurance agreements are typically with

individual subsidiaries of the group or syndicates at Lloyds and are not typically guaranteed by other

group members or syndicates at Lloyds These ten reinsurance groups represent approximately 72%

of our $952.1 millionreinsurance recoverable balance

Reinsurers A.M Best Rating Reinsurance Recoverable

dollars in thousands

Munich Re Group 169611

Fairfax Financial Group 96120

Lloyds of London 88846

Swiss Re Group 81266

XLCapitalGroup 65187

Ace Group 51333

White Mountains Insurance Group A- 40273

HDI Group 34285

WR Berkley Group 33147

Everest Re Group 29451

Reinsurance recoverable on paid and unpaid losses for ten largest reinsurers 689519

Total reinsurance recoverable on paid and unpaid losses 952145

Reinsurance recoverable balances for the ten largest reinsurers are shown before consideration of

balances owed to reinsurers and
any potential rights of offset any collateral held by us and

allowances for bad debts

Reinsurance treaties are generally purchased on an annual basis and are subject to yearly

renegotiations In most circumstances the reinsurer remains responsible for all business produced

before termination Treaties typically contain provisions concerning ceding commissions required

reports to reinsurers responsibility for taxes arbitration in the event of dispute and provisions that

allow us to demand that reinsurer post letters of credit or assets as security if reinsurer becomes

an unauthorized reinsurer under applicable regulations or if its rating falls below an acceptable level

See note 14 of the notes to consolidated financial statements and Managements Discussion

Analysis of Financial Condition and Results of Operations for additional information about our

reinsurance programs and exposures
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Our business strategy recognizes the importance of both consistent underwriting profits and

superior investment returns to build shareholder value We rely on sound underwriting practices to

produce investable funds while minimizing underwriting risk Approximately two-thirds of our

investable assets come from premiums paid by policyholders Policyholder funds are invested

predominately in high-quality corporate government and municipal bonds with relatively short

durations The balance comprised of shareholder funds is available to be invested in equity

securities which over the long run have produced higher returns relative to fixed maturity

investments We seek to invest in profitable companies with honest and talented management that

exhibit reinvestment opportunities and capital discipline at reasonable prices We intend to hold

these investments over the long term The investment portfolio is managed by company employees

Tbtal investment return includes items that impact net income loss such as net investment

income and net realized investment gains or losses as well as changes in net unrealized gains on

investments which do not impact net income loss In 2009 net investment income was $259.8

millionand net realized investment losses were $96.1 million During the year
ended December 31

2009 net unrealized gains on investments increased by $566.7 million We do not lower the quality

of our investment portfolio in order to enhance or maintain yields We focus on long-term total

investment return understanding that the level of realized and unrealized investment gains or losses

may vary from one period to the next

We believe our investment performance is best analyzed from the review of total investment return

over several years The following table presents taxable equivalent total investment return before

and after the effects of foreign currency movements

ANNUAL TAXABLE EQUIVALENT TOTAL INVESTMENT RETURNS

Years Ended December 31

2005 2006 2007 2008 2009

Weighted

Average
Five-Year

Annual

Return

Weighted

Average

Ten-Year

Annual

Return

Equities 0.3% 25.9% 0.4% 34.0% 25.7% 2.0% 6.3%

Fixed maturitiesfl 3.9% 5.2% 5.6% 0.2% 9.8% 5.0% 5.7%

Total portfolio before

foreign currency effect 2.9% 9.6% 4.1% 6.9% 11.7% 4.2% 5.7%

Total portfolio 1.5% 11.2% 4.8% 9.6% 13.2% 4.1% 6.0%

Invested assets

end of year in millions 6588 7524 7775 $6893 $7849

Includes short-term investments and cash and cash equivalents

Taxable equivalent total investment return provides measure of investment performance that

considers the yield of both taxable and tax-exempt investments on an equivalent basis

We monitor our portfolio to ensure that credit risk does not exceed prudent levels SP and Moodys

provide corporate and municipal debt ratings based on their assessments of the credit quality of an

cbligor with respect to specific obligation SPs ratings range from AAA capacity to pay

interest and repay principal is extremely strong to debt is in payment default Securities with

ratings of BBB or higher are referred to as investment grade securities Debt rated BB and below
25
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rrpardLd h1 SixI has ing predominately pecuIatis chaiacteri5tiL with iespect to capacity to

pay interest and
repay principal Moodys ratings range

from Aaa to with ratings of Baa or

higher considered investment grade

Our fixed maturity portfolio has an average rating of AA with approximately 90c rated

or hetter by at least one nationally recoguized lating organization Our policy is to invest in

investment grade securities and to minimize investments in fixed maturities that are unrated or

rated below investment grade At December 31 2009 approximately of our fixed maturity

portfolio was unrated or rated below investment grade Our fixed maturity portfolio includes

securities issued with financial guaranty insurance We purchase fixed maturities based on 001

assessment of the credit quality of the underlying assets without regard to insurance

The following chart presents our fixed maturity portfolio at estimated fair value by rating category

at December 31 2009

2009 CREDIT QuALITY OF Fixen MtTuRITY PORTFoLIo $5A BILLION

See Market Risk Disclosures in Managements Discussion Analysis of Binancial Condition and

Results of Operations for additional information about investments

Through our wholly-owned subsidiary Markel Ventures Inc we own controlling interests in

various businesses that operate outside of the specialty insurance marketplace These businesses are

viewed by management as sepamate and distinct from our insurance operations Local management

teams oversee the day-to-day operations of these companies while strategic decisions are made in

conjunction with members of our executive management team principally our Chief Investment

Officer The financial results of these companies have been consolidated in our financial statements

Our strategr in acquiring controlling interests in these private equity investments is similar to our

strategy for purchasing equity securities We seek to invest in profitable companies with honest and

talented management that exhibit reinvestment opportunities and capital discipline at reasonable

prices We intend to own the businesses acquired for long period of time

2%
Other



Our non-insurance operations also referred to as Markel Ventures are comprised of diverse

portfolio of companies from various industries including manufacturer of dredging equipment

manufacturer of high-speed bakery equipment an owner and operator of manufactured housing

communities and manufacturer of laminated furniture products

Our non-insurance operations reported revenues of $85.7 million and income before income taxes of

$6.4 million in 2009

Our financial goals are to earn consistent underwriting profits and superior investment returns to

build shareholder value More specifically we measure financial success by our ability to compound

growth in hook value per share at high rate of return over long period of time We recognize that it

is difficult to grow book value consistently each year so we measure ourselves over five-year period

We believe that growth in book value per share is the most comprehensive measure of our success

because it includes all underwriting and investing results For the year ended December 31 2009

hook value
per

share increased 27% primarily due to $374.4 millionincrease in net unrealized gains

on investments net of taxes and net income to shareholders of $201.6 million For the
year

ended

December 31 2008 hook value per share decreased 16% primarily due to $329.9 million decrease in

net unrealized gains on investments net of taxes and net loss to shareholders of $58.8 million Over

the past five years we have grown book value per share at compound annual rate of 11% to $282.55

per
share

The following graph presents book value per
share for the past five years

BOOK VALUE PER SHARE

09030

17404

2005 006 200
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Rgutlry Elvirllffllt

Our insurance subsidiaries are subject to regulation and supervision by the insurance regulatory

authorities of the various jurisdictions in which they conduct business This regulation is intended

for the benefit of policyholders rather than shareholders or holders of debt securities

United States Insurance Regulation In the United States state regulatory authorities have broad

regu1atory supervisory and administrative powers relating to solvency standards the licensing of

insurers and their agents the approval of forms and policies used the nature of and limitations on

insurers investments the form and content of annual statements and other reports on the financial

condition of such insurers and the establishment of loss reserves Additionally the business written

in the Specialty Admitted segment typically is subject to regulatory rate and form review

As an insurance holding company we are also subject to certain state laws Under these laws

insurance departments may at any time examine us require disclosure of material transactions

require approval of certain extraordinary transactions such as extraordinary dividends from our

insurance subsidiaries to us or require approval of changes in control of an insurer or an insurance

holding company Generally control for these purposes is defined as ownership or voting power of

10% or more of companys shares

The laws of the domicile states of our insurance subsidiaries govern the amount of dividends that

may be paid to our holding company Markel Corporation Generally statutes in the domicile states

of our insurance subsidiaries require prior approval for payment of extraordinary as opposed to

ordinary dividends At December31 2009 our United States insurance subsidiaries could pay up

to $154.5 millionduring the following 12 months under the ordinary dividend regulations

United Kingdom Insurance Regulation With the enactment of the Financial Services and Markets

Act the United Kingdom government authorized the Financial Services Authority FSA to

supervise all securities banking and insurance businesses including Lloyds The FSA oversees

compliance with established periodic auditing and reporting requirements risk assessment reviews

minimum solvency margins and individual capital assessment requirements dividend restrictions

restrictions governing the appointment of key officers restrictions governing controlling ownership

interests and various other requirements Both MIICL and Markel Syndicate Management Limited

are authorized and regulated by the FSA We are required to provide 14 days advance notice to the

FSA for any dividends from MIICL In addition our foreign insurance subsidiaries must comply with

the United Kingdom Companies Act of 1985 which provides that dividends may only be paid out of

distributable profits

Rtil

Financial stabffity and strength are important purchase considerations of policyholders and

insurance agents and brokers Because an insurance premium paid today purchases coverage for

losses that might not be paid for many years the financial viability of the insurer is of critical

concern Various independent rating agencies provide information and assign ratings to assist buyers

in their search for financially sound insurers Rating agencies periodically re-evaluate assigned

ratings based upon changes in the insurers operating results financial condition or other significant

factors influencing the insurers business Changes in assigned ratings could have an adverse impact

on an insurers ability to write new business



Best assigns financial strength ratings FSRs to PC insurance companies based on quantitative

criteria such as profitabffity leverage and liquidity as well as qualitative assessments such as the

spread of risk the adequacy and soundness of reinsurance the quality and estimated market value of

assets the adequacy of loss reserves and surplus and the competence experience and integrity of

management Bests FSRs range
from superior to in liquidation

Best has assigned our United States insurance subsidiaries group FSR of excellent Markel

Syndicate 3000 and MJECL have each been assigned an FSR of excellent by Best

In addition to Best our United States insurance subsidiaries are rated high by Fitch Ratings

Fitch an independent rating agency MIICL has also been assigned an FSR of high by Fitch

The various rating agencies typically charge companies fees for the rating and other services they

provide During 2009 we paid rating agencies including Best and Fitch $0.9 million for their services

Risk Fuits

wide range of factors could materially affect our future prospects and performance The matters

addressed under Safe Harbor and Cautionary Statements Critical Accounting Estimates and

Market Risk Disclosures in Managements Discussion and Analysis of Financial Condition and

Results of Operations and other information included or incorporated in this report describe most of

the significant risks that could affect our operations and financial results We are also subject to the

following risks

We may experience losses from catastrophes Because we are property and casualty insurance

company we experience losses from man-made or natural catastrophes Catastrophes may have

material adverse effect on operations Catastrophes include windstorms hurricanes earthquakes

tornadoes hail severe winter weather and fires and may include terrorist events We cannot predict

how severe particular catastrophe will be before it occurs The extent of losses from catastrophes is

function of the total amount of losses incurred the number of insureds affected the frequency and

severity of the events the effectiveness of our catastrophe risk management program and the

adequacy of our reinsurance coverage Most catastrophes occur over small geographic area

however some catastrophes may produce significant damage in large heavily populated areas If as

many forecast climate change results in an increase in the frequency and severity of weather-related

catastrophes we may experience additional catastrophe-related losses

Our results may be affected because actual insured losses differ from our loss reserves Significant

periods of time often elapse between the occurrence of an insured loss the reporting of the loss to us

and our payment of that loss To recognize liabilities for unpaid losses we establish reserves as

balance sheet liabilities representing estimates of amounts needed to pay reported and unreported

losses and the related loss adjustment expenses The process of estimating loss reserves is difficult

and complex exercise involving many variables and subjective judgments This process may become

more difficult if we experience period of rising inflation As part of the reserving process we review

historical data and consider the impact of such factors as

trends in claim frequency and severity

changes in operations

emerging economic and social trends

uncertainties relating to asbestos and environmental exposures

inflation and 29

changes in the regulatory and litigation environments
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This process assumes that past experience adjusted for the effects of current developments

and anticipated trends is an appropriate basis for predicting future events There is no

precise method however for evaluating the impact of any specific factor on the adequacy of

reserves and actual results will differ from original estimates As part of the reserving

process we regularly review our loss reserves and make adjustments as necessary Future

increases in loss reserves will result in additional charges to earnings

We are subject to regulation by insurance regulatory authorities that may affect our ability

to implement our business objectives Our insurance subsidiaries are subject to supervision

and regulation by the insurance regulatory authorities in the various jurisdictions in which

they conduct business This regulation is intended for the benefit of policyholders rather

than shareholders or holders of debt securities Insurance regulatory authorities have broad

regulatory supervisory and administrative powers relating to solvency standards licensing

policy rates and forms and the form and content of financial reports In light of current

economic conditions regulatory and legislative authorities are considering enhanced or new

regulatory requirements intended to prevent future crises or otherwise assure the stability of

financial institutions Regulatory authorities also may seek to exercise their supervisory or

enforcement authority fri new or more aggressive ways such as imposing increased capital

requirements Any such actions if they occurred could affect the competitive market and

the way we conduct our business and manage our capital As result such actions could

materially affect our results of operations financial condition and liquidity

Our ability to make
payments on debt or other obligations depends on the receipt of funds

from our subsidiaries We are holding company arid substantially all of our operations are

conducted through our regulated subsidiaries As result our cash flow and the ability to

service our debt are dependent upon the earnings of our subsidiaries and on the distribution

of earnings loans or other payments by our subsidiaries to us In addition payment of

dividends by our insurance subsidiaries may require prior regulatory notice or approval

Competition in the property and casualty insurance industry could adversely affect our

ability to grow or maintain premium volume Among our competitive strengths have been

our specialty product focus and our niche market strategy These strengths also make us

vulnerable in periods of intense competition to actions by other insurance companies who

seek to write additional premiums without appropriate regard for ultimate profitability

During soft markets it is very
difficult for us to grow or maintain premium volume levels

without sacrificing underwriting profits In 2010 we will continue to pursue price increases

in many product lines If we are not successful in achieving our targeted rate increases it

maybe difficult for us to improve underwriting margins and grow or maintain premium

volume levels

We invest significant portion of our invested assets in equity securities which may result

in significant variability in our investment results and may adversely impact shareholders

equity Additionally our equity investment portfolio is concentrated and declines in value

on these significant investments could adversely affect our financial results Equity

securities were 49% of our shareholders equity at both December 31 2009 and 2008

Equity securities have historically produced higher returns than fixed maturities1 however

investing in equity securities may result in significant variability in investment returns

from one period to the next In times of heightened market volatility such as 2008 and early



2009 we could experience significant declines in the fair value of our equity investment portfolio

which would result in material decrease in shareholders equity Our equity portfolio is

concentrated in particular issuers and industries and as result decline in the fair value of these

significant investments also could result in material decrease in shareholders equity material

decrease in shareholders equity may adversely impact our ability to carry out our business plans

Deterioration in the public debt and equity markets could lead to investment losses and adverse

effects on our business The severe downturn in the public debt and equity markets during 2008 and

early 2009 resulted in significant realized and unrealized losses in our investment portfolio While

market conditions improved significantly in the latter half of 2009 we do not believe markets have

fuliy recovered We could incur substantial additional realized and unrealized losses if the financial

markets experience similar significant disruptions in the future which would have an adverse

impact on our results of operations financial condition debt and financial strength ratings

insurance subsidiaries capital and ability to access capital markets In addition because of adverse

conditions in the financial services industry access to capital has generally become more difficult

which may adversely affect our ability to take advantage of business opportunities as they arise

If we are not successful in the implementation of our One Markel initiative we may experience

increased costs decline in premium volume or increased internal control risk Our One Markel

imliative involves transitioning the business model for our Excess and Surplus Lines segment to

customer-focused regional strategy In the new model our underwriters have access to and expertise

in all of our product offerings and are located closer to our producers The overall goal of One Markel

is to grow our business while maintaining our underwriting integrity with unified systems greatly

enhancing our ability to accomplish this goal We expect to incur higher expenses in the short term

as we implement our new model and systems however if we are unsuccessful in implementing

One Markel we could also experience increased costs due to delays or disruptions from system

conversions or lower underwriting profits if we cannot maintain our underwriting standards under

the new model In addirion adopting this new business model and implementing new information

technology systems in support of this imriarive wifi change the design of our system of intemal

controls which may increase internal control risk for period of time We have made significant

progress during 2009 towards achieving the goals of One Markel However we stifi have risk in the

areas mentioned above until the business model is fully integrated with internal and producer

processes and new system development is completed tested and implemented

A330113t03

At December 31 2009 we had approximately 2800 employees of which approximately 2100 were

employed within our insurance operarions and approximately 700 were employed within our

non-insurance operations
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ELECT Eli AL II AT dollars in millions except per share data

2009 2008 2007

RESULTS OF OPERATIONS

Earnedpremiums 1816 2022 2117

Net investment income 260 282 305

Total operating revenues 2069 1977 2551

Net income loss to shareholders 202 59 406

Comprehensive income loss to shareholders 591 403 337

Diluted net income loss per share 20.52 5.95 40.64

FINANCIAL POSITION

Total investments and cash and cash equivalents 7849 6893 7775

Total assets 10242 9512 10164

Unpaid losses and loss adjustment expenses 5427 5492 5526

Convertible notes payable

Senior long-term debt and other debt 964 694 691

8.71% Junior Subordinated Debentures

Shareholders equity 2774 2181 2641

Common shares outstanding at year end in thousands 9819 9814 9957

UPERATING PER FURMANCE MEASURES 123

OPERATING DATA

Book value per common share outstanding 282.55 222.20 265.26

Growth decline in book value per share 27% 16% 15%

5-Year CAGR in book value per share 41 11% 10% 18%

Closing stock price
340.00 299.00 $491.10

RATIO ANALYSIS

U.S GAAP combined ratio5 95% 99% 88%

Investment yield 4% 4% 4%

Taxable equivalent total investment return 13% 10% 5%

Investment leverage 81 2.8 3.2 2.9

Debt to total capital 26% 24% 21%

Reflects our acquisition of Terra Nova Bermuda Holdings Ltd March 24 2000 using the purchase method of

accounting Terra Nova Bermuda Holdings Ltd was acquired in part by the issuance of 1.8 million common

shares We also issued 2.5 million common shares with net proceeds of $408 million in 2001

Tn accordance with the provisions of FASB ASC 350-20-35 we discontinued the amortization of goodwill as of

January 2002

Operating Performance Measures provide basis for management to evaluate our performance The method we

use to compute these measures may differ from the methods used by other companies See further discussion of

managements evaluation of these measures in Managements Discussion Analysis of Financial Condition

and Results of Operations



2006 2005 2004 2003 2002 2001 2000 10-YearCAGR41

2184 1938 2054 1864 1549 1207 939 15%

269 242 204 183 170 171 154 11%

2576 2200 2262 2092 1770 1397 1094 15%

393 148 165 123 75 126 28

551 64 273 222 73 77 81

39.40 14.80 16.41 12.31 7.53 14.73 3.99

7524 6588 6317 5350 4314 3591 3136 17%

10117 9814 9398 8532 7409 6441 5473 15%

5584 5864 5482 4930 4367 3700 3037 15%

99 95 91 86 116

760 609 610 522 404 265 573

106 141 150 150 150 150 150

2296 1705 1657 1382 1159 1085 752 22%

9994 9799 9847 9847 9832 9820 7331

$229.78 $174.04 16822 140.38 $117.89 110.50 102.63 15%

32% 3% 20% 19% 7% 8% 50%

16% 11% 20% 13% 13% 18% 21%

480.10 $317.05 364.00 253.51 $205.50 179.65 181.00

87% 101% 96% 99% 103% 124% 114%

4% 4% 4% 4% 4% 5% 6%

11% 2% 8% 11% 8% 8% 12%

3.3 3.9 3.8 3.9 3.7 3.3 4.2

27% 33% 34% 36% 36% 33% 49%

CAGRcompound annual growth rate

The U.S GAAP combined ratio measures the relationship of incurred losses loss adjustment expenses and underwriting acquisition and

insurance expenses to earned premiums

Investment yield reflects net investment income as percentage of average invested assets

Taxable equivalent total investment return includes net investment income realized investment gains or losses the change in fair value of

the investment portfolio and the effect of foreign currency exchange rate movements during the period as percentage of average invested

assets Tax-exempt interest and dividend payments are grossed up using the U.S corporate tax rate to reflect an equivalent taxable yield

Investment leverage represents total invested assets divided by shareholders equity
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CNSLIHATEU BALAE SHEETS

2009 2008

dollars in thousands

ASSETS

Investments available-for-sale at estimated fair value

Fixed maturities amortized cost of $4961745 in 2009 and

$4722371 in 2008 5112136 4592552

Equity securities cost of $843841 in 2009 and $855188 in 2008 1349829 1073769

Short-term investments estimated fair value approximates cost 492581 508834

Investments in affiliates 43633 77272

ToTsJ INVESTMENTS 6998179 6252427

Cash and cash equivalents 850494 640379

Receivables 279879 278096

Reinsurance recoverable on unpaid losses 886442 1026858

Reinsurance recoverable on paid losses 65703 71890

Deferred policy acquisition costs 156797 183755

Prepaid reinsurance premiums 68307 86534

Goodwifi and intangible assets 502833 361424

Other assets 433262 610691

ToTAl ASSETS 10241896 9512054

LIABILITIES AND EQUITY

Unpaid losses and loss adjustment expenses 5427096 5492339

Unearned premiums 717728 827888

Payables to insurance companies 46853 42399

Senior long-term debt and other debt estimated fair value of $1011000

in 2009 and $626000 in 2008 963648 694409

Other liabilities 294857 274084

ToTAl LIAfflIIFWS 7450182 7331119

Commitments and contingencies

Shareholders equity

Common stock 872876 869744

Retained earnings 1514398 1297901

Accumulated other comprehensive income 387086 13029

ToTAL SaxuIoLDERs EQuITY 2774360 2180674

Noncontrolling interests 17354 261

ToTAL EQuITY 2791714 2180935

ToTAL LIANLnITS AND EQuITY 10241896 9512054

See accompanying notes to consolidated financial statements

December 31

34



CNSLIUATE STATEMENTS UF UPERATIUNS ANU CUMPREHENSIVE INUME LUSS

Years Ended December 31

2009 2008 2007

dollars in thousands except per share data
OPERATING REVENUES

Earned premiums 1815835 2022184 2117294

Net investment income 259809 282148 305247

Net realized investment gains losses

Other-than-temporary impairment losses 95570 339164 19841

Less other-than-temporary impairment losses

recognized in other comprehensive income loss 5620

Other-than-temporary impairment losses

recognized in net income loss 89950 339164 19841

Net realized invesitment gains losses excluding

other-than-temporary impairment losses 6150 68430 79345

Net realized investment gains losses 96100 407594 59504

Other revenues 89782 79845 68534

ToTAl OPEImsJG Rl.vENUE5 2069326 1976583 2550579

OPERATING ExPENsEs

Losses and loss adjustment expenses 992863 1269025 1096203

Underwriting acquisition and insurance expenses 736660 738546 756699

Amortization of intangdile assets 6698 5742 3387

Other
expenses 80499 74889 63993

Tomi OPE1mG EXPENSEs 1816720 2088202 1920282

OPEumGINcoivw Loss 252606 111619 630297

Interest expense 53969 48210 57236

INcOME Loss BeFoar INcoME TAxEs 198637 159829 573061

Income tax expense benefit 3782 101395 167184

NET INCOME Loss 202419 58434 405877

Less net income attributable to noncontrolling interests 781 333 208

NET INCOME Loss TO SHAREHOLDERS 201638 58767 405669

OTHER CoMPREHE1sIVE INCOME Loss
Change in net unrealized gains on investments net of taxes

Net holding gains losses arising during the period 326959 594767 33638

Unrealized other-than-temporary impairment losses on

fixed maturities arising during the period 5405
Reclassification adjustments for net gains losses

included in net income loss 52883 264898 40323

Change in net unrealized gains on investments net of taxes 374437 329869 73961

Change in currency
translation adjustments net of taxes 19239 7893 3793

Change in net actuarial pension loss net of taxes 4268 6740 1546

Tomi OmzR CoN umzsiv INcoME Loss 389408 344502 68622

C0MPREHEN5nTE INCOME Loss 591827 402936 337255

Less comprehensive income attributable to noncontrolling interests 832 333 208

COMPREHENsIvE INCOME Loss TO SHAREHOLDERS 590995 403269 337047

NET INCOME Loss PER SHARE

Basic 20.54 5.95 40.73

Diluted 20.52 5.95 40.64

See accompanying notes to consolidated financial statements
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CNS@LlIATE STATEMENTS UF MANGES IN EUITY

Accumulated

Other Total

Common Common Retained Comprehensive Shareholders Noncontrolling

Shares Stock Earnings Income Equity Interests

Total

Equity

in thousands

January 2007 9994 854561 $1015679 426153 $2296393 344 $2296049

Net income 405669 405669 208 405877

Change in net unrealized gains on

investments net of taxes 73961 73961 73961

Change in currency translation

adjustments net of taxes 3793 3793 3793

Change in net actuarial pension

loss net of taxes 1546 1546 1546

Comprehensive income 337047 208 337255

Issuance of common stock 12 5626 5626 5626

Repurchase of common stock 49 24210 24210 24210

Cumulative effect of adoption of

FASBASC74O-10 2831 20131 22962 22962

Restricted stock units expensed 2812 2812 2812

Other 532 532 532

December 31 2007 9957 866362 1417269 357531 2641162 136 2641026

Net loss 58767 58767 333 58434

Change in net unrealized gains on

investments net of taxes 329869 329869 329869

Change in currency translation

adjustments net of taxes 7893 7893 7893

Change in net actuarial pension

loss net of taxes 6740 6740 6740

Comprehensive loss 403269 333 402936

Issuance of common stock 10

Repurchase of common stock 153 60601 60601 60601

Restricted stock units expensed 2187 2187 2187

Other 1195 1195 64 1259

December 31 2008 9814 869744 1297901 13029 2180674 261 2180935

Net income 201638 201638 781 202419

Change in net unrealized gains on

investments net of taxes 374437 374437 374437

Cumulative effect of adoption of

FASBASC32O-10netoftaxes 15300 15300

Change in currency translation

adjustments net of taxes 19188 19188 51 19239

Change in net actuarial pension

loss net of taxes 4268 4268 4268

Comprehensive income 590995 832 591827

Issuance of common stock

Restricted stock units expensed 2638 2638 2638

Acquisitions 16204 16204

Other 494 441 53 57 110

DEcumER 31 2009 9819 872876 $1514398 387086 $2774360 $17354 $2791714

See accompanying notes to consolidated financial statements



GUSLftATE STATEMENTS CASU FLU\NS

Years Ended December 31

2009 2008 2007

dollars in thousands

OPERATING ACTIVITIES

Net income loss 202419 58434 405877

Adjustments to reconcile net income loss to net cash provided

by operating activities

Deferred income tax expense benefit 9144 100417 31935

Depreciation and amortization 31172 31191 32563

Net realized investment losses gains 96100 407594 59504

Decrease in receivables 21035 24829 27457

Decrease in deferred policy acquisition costs 26958 18536 16101

Increase in unpaidL losses and loss adjustment expenses net 6213 235045 102185

Decrease in unearned premiums net 91933 84244 64314

Increase decrease in payables to insurance companies 8260 2609 19917

Other 7903 79709 24144

NET CASH PRoviurn BY OPEnmG Aowrrias 282463 397000 496527

INVESTING ACTIVITIES

Proceeds from sales of Fixed maturities and equity securities 205561 683316 1000148

Proceeds from maturities calls and prepayments of fixed maturities 312951 404444 213975

Cost of fixed maturities and equity securities purchased 726954 702292 1652284

Net change in short-term investments 23616 467026 91063

Cost of investments in affiliates 8481 2732

Acquisitions net of cash acquired 154920 10070 8103

Additions to property and equipment 21906 17673 14495

Other 27943 34190 1979

NET CASH USED BY INVESTING Acnvrrras 333709 151972 374407

FINANCING ACTIVITIES

Additions to senior long-term debt and other debt 507346 102425 5290

Repayment and retirement of senior long-term debt and other debt 255293 100190 75592

Retirement of Junior Subordinated Deferrable Interest Debentures 111012

Repurchases of common stock 60601 24210

Other 441 64

NET CASH PRovIDm USED BY FINANCING As 251612 58302 205524

Effect of foreign currency rate changes on cash and cash equivalents 9749 24387 5849

Increase decrease in cash and cash equivalents 210115 162339 77555

Cash and cash equivalents at beginning of year 640379 478040 555595

CASH AND CAST-i EQuWALENTS AT Eru or YFx 850494 640379 478040

See accompanying notes to consolidated financial statements
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NUTES TB CUNSULIBATEB FINANCIAL STATEMENTS

Suffiffloi
of Markel Corporation markets and underwrites specialty insurance products and programs to variety of

Sioofticaot

niche markets and operates in three segments of the specialty insurance marketplace the Excess and

Surplus Lines the Specialty Admitted and the London markets

Acc000fioo

Basis of Presentation The accompanying consolidated financial statements have been prepared in

accordance with U.S generally accepted accounting principles U.S GAAP and include the accounts

of Markel Corporation and all subsidiaries the Company All significant intercompany balances and

transactions have been eliminated in consolidation Certain prior year amounts have been reclassified

to conform to the current presentation

Prior to the fourth quarter of 2009 the Company accounted for its two non-insurance subsidiaries as

investments in affiliates under the equity method of accounting The Company had determined that

the differences between the equity method of accounting and consolidation accounting for these two

entities were immaterial to the consolidated financial statements During the fourth quarter of 2009

the Company acquired two additional businesses that operate outside of the specialty insurance

marketplace As result the Company consolidated the two entities that had previously been

accounted for as investments in affiliates for all periods presented in this Annual Report on Form

10-K This change had no impact on the Companys net income loss to shareholders for any period

presented Total assets and total liabilities increased approximately $34 million from the amounts

previously reported on the consolidated balance sheet as of December31 2008 The Company

consolidates the results of its non-insurance subsidiaries on one-month lag

Use of Estimates The preparation of financial statements in accordance with U.S GAAP requires

management to make estimates and assumptions that affect the reported amounts of assets

liabilities revenues and
expenses and the disclosure of contingent assets and liabilities Management

periodically reviews its estimates and assumptions These reviews include evaluating the adequacy of

reserves for unpaid losses and loss adjustment expenses litigation contingencies the reinsurance

allowance for doubtful accounts and income tax liabilities as well as analyzing the recoverability of

deferred tax assets assessing goodwifi for impairment and evaluating the investment portfolio for

other-than-temporary declines in estimated fair value Actual results may differ from the estimates

and assumptions used in preparing the consolidated financial statements

Investments investments other than investments in affiliates are considered available-for-sale

and are recorded at estimated fair value Unrealized gains and losses on investments net of deferred

income taxes are included in accumulated other comprehensive income in shareholders equity The

Company completes detailed analysis each quarter to assess whether the decline in the fair value of

any investment below its cost basis is deemed other-than-temporary

Premiums and discounts are amortized or accreted over the lives of the related fixed maturities as

an adjustment to the yield using the effective interest method Dividend and interest income are

recognized when earned Realized investment gains or losses are included in earnings Realized gains

or losses from sales of investments are derived using the first-in first-out method

Investments in Affiliates investments in affiliates include investments accounted for under the

equity method of accounting in applying the equity method investments are recorded at cost and

subsequently increased or decreased by the Companys proportionate share of the net income or loss

of the investee The Company records its proportionate share of net income or loss of the investee in

net investment income The Company records its proportionate share of other comprehensive

income or loss of the investee as component of its other comprehensive income loss Dividends or
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of other equity distributions are recorded as reduction of the investment The Company reviews
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investments in affiliates for impairment when events or circumstances indicate that decline in the

AccIolitifi

fair value of the investment below its carrying value is other-than-temporary

Pohcies Cash and Cash Equivalents The Company considers all investments with original maturities of 90

oltilleI1
days or less to be cash equivalents The carrying value of the Companys cash and cash equivalents

approximates fair value

Reinsurance Recoverables Amounts recoverable from reinsurers are estimated in manner

consistent with the claim liabffity associated with the reinsured business Allowances are established

for amounts deemed uncollectible and reinsurance recoverables are recorded net of these allowances

The Company evaluates the financial condition of its reinsurers and monitors concentration risk to

minimize its exposure to significant losses from individual reinsurers

Deferred Policy Acquisition Costs Costs directly related to the acquisition of insurance premiums

such as commissions to agents and brokers are deferred and amortized over the related policy period

generally one year Commissions received related to reinsurance premiums ceded are netted against

broker commissions and other acquisirion costs in determining acquisition costs eligible for deferral

To the extent that future policy revenues on existing policies are not adequate to cover related costs

an.d expenses deferred policy acquisition costs are charged to earnings The Company does not

consider anticipated investment income in determining whether premium deficiency exists

Goodwill and Intangible Assets Goodwill is tested for impairment at least annually The

Company completes its annual test during the fourth quarter of each year based upon the results

of operations through September 30 Intangible assets with finite lives are amortized using the

straight-line method over their estimated useful lives generally tbree to twenty years and are

reviewed for impairment when events or circumstances indicate that their carrying value may

not be recoverable

Property and Equipment Property and equipment are stated at cost less accumulated depreciation

an.d amortization Depreciation and amortization of property and equipment are calcuiated using

the straight-line method over the estimated useful lives generally the life of the lease for leasehold

improvements 20 to 40 years for buildings three to ten years for furniture and equipment and three to

fifteen years for other property

Income Taxes The Company recordi deferred income taxes to reflect the net tax effect of temporary

differences between the carrying amounts of assets and liabilities for financial reporting purposes and

their tax bases Deferred tax assets are reduced by valuation allowance when management believes it is

more likely than not that some or all of the deferred tax assets will not be realized The Company

recognizes
the tax benefit from an uncertain tax position taken or expected to be taken in income tax

returns only if it is more likely than not that the tax posirion will be sustained upon examination by

tar authorities based on the tecbnical merits of the position Tax positions that meet the more likely

than not threshold are then measured using probability weighted approach whereby the largest

amount of tax benefit that is greater than 50% likely of being realized upon ultimate settlement is

recognized The Company recognizes interest and penalties related to uncertain tax positions in

income tax expense benefit

Unpaid Losses and Loss Adjustment Expenses Unpaid losses and loss adjustment expenses are based

on evaluations of reported claims and estimates for losses and loss adjustment expenses
incurred but not

reported Estimates for losses and loss adjustment expenses incurred but not reported are based on

reserve development studies among other things The Company does not discount reserves for losses

arid loss adjustment expenses to reflect estimated present value The reserves recorded are estimates

arid the ultimate liability maybe greater than or less than the estimates



Markel Corporation Subsidiaries

UTE8 TO CO8OLIOATEU FIAH 8TATEMETS clMtiliP

8ooir of Revenue Recognition Insurance premiums are earned on pro rata basis over the policy period
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generally one year The cost of reinsurance is initially recorded as prepaid reinsurance premiums and is

Accuuotiti

amortized over the reinsurance contract period in proportion to the amount of insurance protection

provided Premiums ceded are netted against premiums written The Company uses the periodic method to

OIC3
account for assurned reinsurance from foreign reinsurers The Companys foreign reinsurers provide

loltillod
sufficient information to record foreign assumed business in the same manner as the Company records

assumed business from United States reinsurers Other revenues primarily consist of sales of products

manufactured by the Companys non-insurance operations Revenue from manufactured products is

generally recognized at the time title transfers to the customei winch occurs at the point of shipment or

delivery to the customer depending on the terms of the sales arrangement

Stock-based Compensation Stock-based compensation expense is recognized as part of underwriting

acquisition and insurance expenses over the requisite service period Stock-based compensation expense

net of taxes was $1.8 million in 2009 $1.3 million in 2008 and $2.9 million in 2007

ii Foreign Currency Translation The functional currencies of the Companys foreign operations are

the currencies in winch the majority of their business is transacted Assets and liabilities of foreign

operations are translated into the United States Dollar using the exchange rates in effect at the balance

sheet date Revenues and expenses of foreign operations are translated using the average exchange rate

for the period Gains or losses from translating the financial statements of foreign operations are

included net of tax in shareholders equity as component of accumulated other comprehensive

income Gains and losses arising from transactions denominated in foreign currency other than

functional currency are included in net income loss

The Company manages its exposure to foreign currency risk primarily by matching assets and liabilities

denominated in the same currency To the extent that assets and liabilities in foreign currencies are not

matched the Company is exposed to foreign currency risk For functional currencies the related

exchange rate fluctuations are reflected in other comprehensive income loss

Derivative Financial Instruments Derivative instmments including derivative instruments resulting

from hedging activities are measured at fair value and recognized as either assets or habifities on the

consolidated balance sheets The changes in fair value of derivatives are recognized in earnings unless the

derivative is designated as hedge and qualifies for hedge accounting

The Companys foreign currency forward contracts are designated and qualified as hedges of net

investment in foreign operation The effective portion of the change in fair value resulting from these

hedges is reported in currency translation adjustments as part of other comprehensive income loss

The ineffective portion of the change in fair value is recognized in earnings

Comprehensive Income Loss Comprehensive income loss represents all changes in equity that

result from recognized transactions and other economic events during the period Other comprehensive

income loss refers to revenues expenses gains and losses that under U.S GAAIP are included in

comprehensive income loss but excluded from net income loss such as unrealized gains or losses on

investments foreign currency translation adjustments and changes in net actuarial pension loss

Net Income Loss Per Share Basic net income loss per share is computed by dividing net income

loss to shareholders by the weighted average number of common shares outstanding during the year

Diluted net income loss per share is computed by dividing net income loss to shareholders by the

weighted average number of common shares and dilutive potential common shares outstanding during

the
year
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If Recent Accounting Pronouncements Effective April 2009 the Company adopted Financial Accounting

SgDficoIt
Standards Board FASB Accounting Standards Codification ASC 320-10-65 Investments Debt and

Acc lllti1
Equity Securities This guidance amends the requirements for recognizing other-than-temporary

impairment on debt securities and modifies the presentation of other-than-temporary impairment losses in

ri IfS the financial statements The guidance requires other-than-temporary impairment of debt security to be

loltilled separated into two components when there are credit-related losses associated with the impaired debt

security for which management asserts that it does not have the intent to sell the security and it is more

likely than not that it will not be required to sell the security before recovery of the securitys amortized

cost The amount of the other-than-temporary impairment related to credit loss is recognized in net

income loss and the amount of the other-than-temporary impairment related to other factors is

recognized in other comprehensive income loss net of taxes The guidance also expands disclosure

requirements related to other-than-temporary impainnent but does not amend existing recognition and

measurement guidance related to other-than-temporary impainnents of equity securities

Upon adoption of FASB ASC 320-10-65 the Company recorded an increase of $15.3 million net of taxes

to the opening balance of retained earnings with corresponding decrease to accumulated other

comprehensive income to reclassify the non-credit portion of previously recognized other-than-temporary

impairment losses on debt securities held as of April 2009 for which the Company did not intend to sell

the securities and did not beheve that it would be required to sell the securities before recovery of their

amortized cost

Effective in the second quarter of 2009 the Company adopted FASB ASC 820-10-65 Fair Value

Measurements and Disclosures which provides additional guidance on how to estimate fair value when

the volume and level of market activity for an asset or liability have significantly decreased Under the

provisions of this guidance if an entity determines that there has been significant decrease in the

volume and level of activity for an asset or liability or similar assets and liabilities then transactions or

quoted prices may not accurately reflect fair value In such instances further analysis of the transactions

cr quoted prices is required and significant adustment to the transactions or quoted prices maybe

necessary to estimate fair value FASB ASC 820-10-65 also provides guidance on identifying circumstances

that may indicate transaction is not orderly Under the provisions of this guidance if evidence indicates

that transaction is not orderly an entity should place little if any weight on that transaction price when

estimating fair value The adoption of FASB ASC 820-10-65 did not have material impact on the

Companys financial position results of operations or cash flows

Effective in the second quarter of 2009 the Company adopted FASB ASC 825-10-65 Financial

Instmments This guidance requires disclosures about the fair value of financial instruments to be

included in interim financial statements adding to the existing requirement to provide those disclosures

in annual financial statements This guidance also requires entities to disclose the methods and

significant assumptions used to estimate the fair value of financial instruments and to highlight any

changes in these methods and assumptions from prior periods Since FASB ASC 825-10-65 addresses

financial statement disclosures only the adoption of this guidance did not have an impact on the

Companys financial position results of operations or cash flows

Effective in the second quarter of 2009 the Company adopted FASB ASC 885-10 Subsequent Events

which provides guidance on the period after the balance sheet date during which management should

evaluate events or transactions that may occur for potential recognition or disclosure in the financial

statements The adoption of this guidance did not have an impact on the Companys financial position

results of operations or cash flows
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In June 2009 the FASB issued Statement of Financial Accounting Standards Statement No 167

Amendments to FASB Inteipretation No 46R Tn December 2009 the FASB issued Accounting

Standards Update ASU No 2009-17 Improvements to Financial Reporting by Enterprises Involved

with Variable Interest Entities to amend their codification for Statement No 167 This guidance

removes the scope exception for qualifying special-purpose entities includes new criteria for determining

the primary beneficiary of variable interest entity and increases the frequency of required assessments

to determine whether an entity is the primary beneficiary of variable interest entity Tn January 2010

the FASB decided to indefinitely defer the consolidation requirements of ASU No 2009-17 for interests

in certain investment entities The FASB also decided to revise the provisions of ASU No 2009-17 for

determining whether service-provider or decision-maker fee arrangements represent variable interest

Both the provisions of ASU No 2009-17 as issued and the subsequent revisions to this guidance are

effective for the Company beginning January 2010 The Company is currently evaluating ASU No

2009-17 and the subsequent revisions to determine the potential impact that adopting this guidance will

have on its consolidated financial statements

Effective December 31 2009 the Company adopted FASB ASC 15-20-65 Compensation Retirement

Benefits FASB ASC 15-20-65 expands disclosure requirements regarding the investment strategies fair

value measurements and concentrations of risk for plan assets of defined benefit pension or other

postretirement plan Since FASB ASC 715-20-65 addresses financial statement disclosures only the

adoption of this guidance did not have an impact on the Companys financial position results of

operations or cash flows The Company has included the disclosures required by FASB ASC 15-20-65

in note 19
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The following tables summarize the Companys available-for-sale investments

December 31 2009

Gross Gross

Unrealized Unrealized Unrealized Other- Estimated

Amortized Holding Holding Than-Temporary Fair

dollars in thousands Cost Gains Losses Impairment Losses Value

Fixed maturities

U.S Treasury securities

and obligations of U.S

government agencies 358360 18053 91 376322

Obligations of states

municipalities and

political subdivisions 2068714 65824 8798 2125740

Foreign governments 410435 14912 2335 423012

Residential mortgage-backed

securities 419707 24223 1534 12342 430054

Asset-backed securities 27052 244 1001 26295

Public utifities 136302 7317 143619

Convertible bonds 30750 30750

All other corporate bonds 1510425 70285 13942 10424 1556344

Total fixed maturities 4961745 200858 27701 22766 5112136

Equity securities

Insurance companies

banks and trusts 338369 243669 3521 578517

Industrial consumer

and all other 505472 266165 325 771312

Total equity securities 843841 509834 3846 1349829

Short-term investments 492563 20 492581

INVESTMENTS AvAmanLE-F0R-SAIE 6298149 710712 $31549 $22766 6954546
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The following tables summarize gross unrealized investment losses by the length of time that

securities have continuously been in an unrealized loss position

dollars in thousands

Fixed maturities

U.S Treasury securities

and obligations of

U.S government

agencies

Obligations of states

municipalities

and political

subdivisions

Foreign governments

Residential mortgage-

backed securities

Asset-backed securities

All other corporate

214792 2388

92166 2335

December 31 2008

Gross Gross Estimated

Amortized Unrealized Unrealized Fair

dollars in thousands Cost Gains Losses Value

Fixed maturities

U.S Treasury securities and obligations

of U.S government agencies 354601 25428 73 379956

Obligations of states municipalities

and political subdivisions 1909522 14114 76797 1846839

Foreign governments 285188 16468 97 301559

Residential mortgage-backed securities 511294 8060 4413 514941

Asset-backed securities 29168 21 1492 27697

Public utilities 144874 1225 2759 143340

Convertible bonds 24969 24969

All other corporate bonds 1462755 21069 130573 1353251

Total fixed maturities 4722371 86385 216204 4592552

Equity securities

Insurance companies banks and trusts 308019 173913 4524 477408

Industrial consumer and all other 547169 69719 20527 596361

Total equity securities 855188 243632 25051 1073769

Short-term investments 508812 42 20 508834

INVESTMENTS AvAmnLE-FoR-SA1E 6086371 330059 $241275 6175155

December 31 2009

Less than 12 months 12 months or longer Total

Gross Unrealized Gross Unrealized Gross Unrealized

Holding and Other- Holding and Other- Holding and Other-

Estimated Than-Temporary Estimated Than-Temporary Estimated
Than-Temporary

Fair Impairment Fair Impairment Fair impairment

Value Losses Value Losses Value Losses

23798 91 23798 91

148570 6410 363362 8798

92166 2335

bonds

33223 12748 11162 1128 44385 13876

10607 1001 10607 1001

217072 18890 143057 5476 360129 24366

Total fixed maturities 581051 36452 313396 14015 894447 50467

Equity securities

Insurance companies

banks and trusts 45917 3521 45917 3521

Industrial consumer

and all other 10943 325 10943 325

Total equity securities 56860 3846 56860 3846
Short-term investments 4298 4298

To-rK 642209 40300 313396 14015 955605 54315
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lVlStlllDtS At December 31 2009 the Company held 190 securities with total estimated fair value of $955.6
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millionand gross unrealized losses of $54.3 million Of these 190 securities 78 securities had been in

continuous unrealized loss position for greater than one year and had total estimated fair value of

$313.4 millionand
gross

unrealized losses of $14.0 million All 78 securities were fixed maturities

where the Company expects to receive all interest and principal payments when contractually due The

Company does not intend to sell or believe it wifi be required to sell these fixed maturities before

recovery of their amortized cost

December 31 2008

Less than 12 months 12 months or longer Total

Fair Unrealized Fair Unrealized Fair Unrealized

dollars in thousands Value Losses Value Losses Value Losses

Fixed maturities

U.S Treasury securities

and obligations of

U.S government

agencies 5626 38 12933 35 18559 73

Obligations of states

municipalities

and political

subdivisions 811255 32860 431826 43937 1243081 76797

Foreign governments 20380 97 20380 97
Residential mortgage-

backed securities 57423 1948 17235 2465 74658 4413

Asset-backed securities 13290 682 12321 810 25611 1492

Publicutilities 44926 2677 4110 82 49036 2759
All other corporate bonds 557014 61822 425228 68751 982242 130573

Total fixed maturities 1509914 100124 903653 116080 2413567 216204

Equity securities

Insurance companies

banks and trusts 23386 4524 23386 4524

Industrial consumer

andallother 129974 19268 21761 1259 151735 20527

Total equity securities 153360 23792 21761 1259 175121 25051

Short-term investments 34690 20 34690 20

Tomi 1697964 123936 925414 $117339 $2623378 241275

At December 31 2008 the Company held 606 securities with total estimated fair value of $2.6 billion and

gross unrealized losses of $241.3 million Of these 606 securities 232 securities had been in continuous

unrealized loss position for greater than one year and had total estimated fair value of $925.4 million and

gross unrealized losses of $117.3 million Of these securities 230 securities were fixed maturities and two

were equity securities

Gross unrealized losses on fixed maturities which were impacted by the widening of credit spreads were

$216.2 million at December 31 2008 The market disruptions during 2008 resulted in lack of liquidity

within the credit markets which increased credit risk in the financial markets and resulted in the widening

of credit spreads During the latter half of 2009 as conditions in the U.S financial markets improved credit

spreads narrowed which reduced the Companys gross unrealized losses on fixed maturities to $50.5

million at December 312009

The Company completes detailed analysis each quarter to assess whether the decline in the fair value

of any investment below its cost basis is deemed other-than-temporary All securities with unrealized

losses are reviewed The Company considers many factors in completing its quarterly review of

44 securities with unrealized losses for other-than-temporary impairment including the length of time and

the extent to which fair value has been below cost and the financial condition and near-term prospects

of the issuer For equity securities the ability and intent to hold the security for period of time



hiveslihlIots sufficient to allow for anticipated recovery is considered For fixed maturities the Company considers
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whether it intends to sell the security or if it is more likely than not that it wifi be required to sell the

secunty before recovery the implied yield-to-maturity the credit quality of the issuer and the ability to

recover all amounts outstanding when contractually due

For equity securities decline in fair value that is considered to be other-than-temporary is recognized in

net income loss based on the fair value of the security at the time of assessment resulting in new cost

basis for the security For fixed maturities where the Company intends to sell the security or it is more

likely than not that the Company will be required to sell the security before recovery of its amortized cost

decline in fair value that is considered to be other-than-temporary is recognized in net income loss

based on the fair value of the security at the time of assessment resulting in new cost basis for the

security If the decline in fair value of fixed maturity below its amortized cost is considered to be

other-than-temporary based upon other considerations the Company compares
the estimated present

value of the cash flows expected to be collected to the amortized cost of the security The extent to which

the estimated present value of the cash flows expected to be collected is less than the amortized cost of the

secimty represents the credit-related portion of the other-than-temporary impairment which is recognized

in net income loss resulting in new cost basis for the security Any remaining decline in fair value

represents the non-credit portion of the other-than-temporary impairment which is recognized in other

comprehensive income loss The discount rate used to calculate the estimated present value of the cash

flows expected to be collected is the effective interest rate implicit for the security at the date of purchase

When assessing whether it intends to sell fixed maturity or if it is likely to be required to sell fixed

maturity before recovery of its amortized cost the Company evaluates facts and circumstances including

but not limited to decisions to reposition the investment portfolio potential sales of investments to meet

cash flow needs and potential sales of investments to capitalize on favorable pricing Additional information

on the methodology and significant inputs by security type that the Company used in 2009 to determine

the amount of credit loss recognized on fixed maturities with declines in fair value below amortized cost

that were considered to be other-than-temporary is provided below

Residential mortgage-backed securities For U.S mortgage-backed securities credit impairment is

assessed by estimating future cash flows from the underlying mortgage loans and interest payments The

cash flow estimate incorporates actual cash flows from the mortgage-backed securities through the current

period and then projects the remaining cash flows using number of assumptions including prepayment

rates default rates recovery rates on foreclosed properties and loss severity assumptions Management

develops specific assumptions using market data and intemal estimates as well as estimates from rating

agencies and other third party sources Default rates are estimated by considering current underlying

mortgage loan performance and expectations of future performance Estimates of future cash flows are

discounted to present value If the present value of expected cash flows is less than the amortized cost the

Company recognizes the estimated credit loss in net income loss

Corporate bonds For corporate bonds credit impairment is assessed by evaluating the underlying issuer

As part of this assessment the Company analyzes various factors including the following

fundamentals of the issuer including current and projected earnings current liquidity position and

ability to raise capital

fundamentals of the industry in which the issuer operates

expectations of defaults and recovery rates

changes in ratings by the rating agencies

other relevant market considerations and

receipt of interest payments

Default probabilities and recovery rates from rating agencies are key factors used in calculating the credit

loss Additional research of the industry and issuer is completed to determine if there is any current

information that may affect the fixed maturity or its issuer in negative manner and require an

adjustment to the cash flow assumptions
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Dve3te11ts The amortized cost and estimated fair value of fixed maturities at December 31 2009 are shown
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below by contractual maturity and investment type

Estimated

Amortized Fair

dollars in thousands Cost Value

U.S Treasury securities and obligations of U.S government agencies

Due in one year or less 46501 47235

Due after one year through five years 169593 181191

Due after five years through ten years 141604 147159

Due alter ten years 662 737

Tomi 358360 376322

Obligations of states municipalities and political subdivisions

Due in one year or less

Due alter one year through five years 51220 52358

Due alter five years through ten years 595850 616623

Due alter ten years 1421644 1456759

ToTAl 2068714 2125740

Foreign governments

Due in one year or less 4035 4043

Due alter one year through five
years 157197 163494

Due alter five
years through ten years 249203 255475

Due alter ten years

Tomi 410435 423012

Residential mortgage-backed securities

Due in one year or less 2271 2277

Due alter one year through five years 12852 13495

Due alter five years through ten years 40436 41376

Due alter ten years 364148 372906

ToTAl 419707 430054

Asset-backed securities

Dueinoneyearorless 1907 1919

Due alter one year through five years 12513 11521

Due alter five years through ten years 1000 1085

Due alter ten years 11632 11770

Tomi 27052 26295

Public utilities

Due in one year or less 23517 24135

Due alter one year through five years 90413 96006

Due after five years through ten years 22372 23478

Due alter ten years

ToTAl 136302 143619

Convertible bonds and all other corporate bonds

Due in one year or less 163845 169168

Due after one year through five
years 657916 689088

Due after five
years through ten years 618874 633342

Due alter ten years 100540 95496

Tomi 1541175 1587094

Total fixed maturities

Due in one year or less 242076 248777

Due alter one year through five
years 1151704 1207153

Due alter five
years through ten years 1669339 1718538

Due after ten years 1898626 1937668

T0TAIFIxmIVIKFURrFW5 $4961745 $5112136



l1llStF11I1t3 Expected maturities may differ from contractual maturities because borrowers may have the right to

colt ioooil

call or prepay obligations with or without call or prepayment penalties and the lenders may have the

right to put the securities back to the borrower Based on expected maturities the estimated
average

duration of the fixed maturities was 4.3 years

The following table presents the components of net investment income

Years Ended December 31

dollars in thousands 2009 2008 2007

Interest

Municipal bonds tax-exempt 83695 80975 73942

Taxable bonds 150169 170400 179372

Short-term investments including

overnight deposits 5597 18979 27630

Dividends on equity securities 24883 35048 33902

Income loss from investments in affiliates 379 1136 3858

Change in fair value of credit default swap 2996 13698 3115

Other 151 1903 601

266810 290937 314988

Less investment expenses 7001 8789 9741

NET INvEsriv1m-r INcorviE 259809 282148 305247

The following table summarizes the activity for credit losses recognized in net income on fixed

maturities where other-than-temporary impairment was identified and portion of the

other-than-temporary impairment was included in other comprehensive income

Year Ended

December 31

dollars in thousands 2009

Cumulative credit loss beginning of year

Adoption of FASB ASC 320-10 237

Additions

Other-than-temporary impairment losses not previously recognized 7019

Increases related to other-than-temporary impairment losses previously recognized 2062

Total additions 9318

Reductions

Sales of fixed maturities on which credit losses were recognized 177

Cumulative credit loss end of year 9141
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lIlItIlIltS The following table presents net realized investment gains losses and the change in net unrealized
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gains on investments

Years Ended December 31

dollars in thousands 2009 2008 2007

Realized gains

Sales of fixed maturities 5752 9647 7143

Sales of equity securities 7605 64709 82306

Other 5781 1267 2102

Total realized gains 19138 75623 91551

Realized losses

Sales of fixed maturities 25230 102925 7057

Sales of equity securities 58 39827 516

Other-than-temporary impairments 89950 339164 19841

Other 1301 4633

Total realized losses 115238 483217 32047

Ncr REALIZED INVESTMENT GAnJs LOSSES 96100 407594 59504

Change in net unrealized gains on investments

Fixed maturities 280210 135455 1053

Equity securities 287407 372215 116132

Short-term investments 22

NET INcREASE DEcarAsE 567613 507648 115079

Net realized investment losses for the year ended December 31 2009 included $90.0 million of write

downs for other-than-temporary declines in the estimated fair value of investments Total write downs

for other-than-temporary declines in the estimated fair value of investments for 2009 were $95.6

million of which $90.0 millionwas recognized in net income and $5.6 million was recognized in

other comprehensive income The write downs for other-than-temporary declines in the estimated fair

value of investments for 2009 related to 29 equity securities 15 fixed maturities and two investments

in affiliates Write downs for 2009 included write downs to the Companys equity holdings in General

Electric Company and United Parcel Service Inc of $21.0 millionand $9.5 million respectively

Given the extent to which the fair value of these equity securities was below cost and managements

belief that these securities were unlikely to recover in the near term the decline in fair value for these

securities was deemed other-than-temporary and was recognized in net income Write downs for

other-than-temporary declines in the estimated fair value of investments for 2009 also included

$20.5 millionwrite down related to the Companys investment in First Market Bank due to an

anticipated merger with Union Bankshares Corporation that was expected to reduce the value of the

Companys investment In the first quarter of 2010 this
merger was completed and did not result in

material adjustment to net income

Net realized investment losses for the year ended December 31 2008 included $339.2 millionof write

downs for other-than-temporary declines in the estimated fair value of investments Net realized

investment gains for the year ended December 31 2007 included $19.8 millionof write downs for

other-than-temporary declines in the estimated fair value of investments



DleStDlOIltS The following table presents other-than-temporary impairment losses recognized in net income

llltll1l loss and included in net realized investment gains losses by investment type

Years Ended December 31

dollars in thousands 2009 2008 2007

Fixed maturities

Corporate bonds 7310 46452

Residential mortgage-backed securities 3541 7691

Other 1487

Total fixed maturities 12338 54143

Equity securities

Insurance companies banks and trusts 15978 99226 19841

Industrial consumer and all other 38548 176795

Total equity securities 54526 276021 19841

Nonredeemable preferred stocks 9000

Investments in affiliates 23086

Tovi 89950 339164 19841

The Company had $1.5 billion and $1.3 billion of investments and cash and cash equivalents

invested assets held in trust or on deposit for the benefit of policyholders reinsurers or banks in the

event of default by the Company on its obligations at December 31 2009 and 2008 respectively These

mvested assets and the related liabilities are included on the Companys consolidated balance sheets

The following discussion provides additional detail regarding irrevocable undrawn letters of credit and

investments held in trust or on deposit

The Companys United States insurance companies had invested assets with carrying value of

$39.1 million and $39.6 million on deposit with state regulatory authorities at December 31 2009

and 2008 respectively

Invested assets with carrying value of $3.0 million and $5.1 million at December 31 2009 and

2008 respectively were held in trust for the benefit of cedents of the Companys United

States insurance companies

Invested assets with carrying value of $58.4 million and $81.2 million at December 31 2009 and

2008 respectively were held in trust for the benefit of United States cedents of Markel International

Insurance Company Limited MIICL wholly-owned subsidiary and to facilitate MIICLs

accreditation as an alien reinsurer by certain states

Invested assets with carrying value of $32.2 million and $30.6 million at December31 2009 and 2008

respectively were held in trust for the benefit of MJICLs United States surplus lines policyholders

Banks have issued irrevocable undrawn letters of credit supporting the Companys contingent

liabilities related to certain reinsurance business written in the United States by MIICL The

Company had deposited invested assets with carrying value of $27.5 millionand $29.9 million at

December 31 2009 and 2008 respectively as collateral against these letters of credit
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The Company had deposited $333.8 mfflion and $212.1 million of invested assets with Lloyds to

support its underwriting activities at December 31 2009 and 2008 respectively In addition the

Company had invested assets with carrying value of $1.0 billion and $0.9 billion at December 31

2009 and 2008 respectively held in trust for the benefit of syndicate policyholders

In accordance with the terms of its credit default swap agreement the Company had $33.1 million

and $37.3 miffion of invested assets on deposit at December 31 2009 and 2008 respectively

At December 31 2009 and December 31 2008 investments in U.S Treasury securities and

obligations of U.S government agencies were the only investments in any one issuer that exceeded

10% of shareholders equity

At December 31 2009 the Companys ten largest equity holdings represented $772.4 million or 57%

of the equity portfolio Investments in the property and casualty insurance industry represented $363.6

million or 27% of the equity portfolio at December 31 2009 Investments in the property
and

casualty insurance industry included $183.9 miffion investment in the common stock of Berkshire

Hathaway Inc

The following table presents the components of underwriting acquisition and insurance expenses

Years Ended December 31

dollars in thousands 2009 2008 2007

iistots

CIlltUld

I1Cf1ftE1

Poic

The following table presents the components of receivables

December 31

dollars in thousands 2009 2008

Amounts receivable from agents brokers and insureds 206514 208329

Less allowance for doubtful receivables 6360 6955

200154 201374

Employee stock loans receivable see note 11 15821 16903

Loan participations see note 15 27326 25099

Other 36578 34720

RECEWABLES 279879 278096

The following table presents the amounts of policy acquisition costs deferred and amortized

Years Ended December 31

dollars in thousands 2009 2008 2007

Balance begiiming of year 183755 202291 218392

Policy acquisition costs deferred 413858 487990 501702

Amortization of policy acquisition costs 440816 506526 517803

DEFEImD POLIcY AcQinsmoN COSTS 156797 183755 202291

Amortization of policy acquisition costs 440816 506526 517803

Other operating expenses 295844 232020 238896

UNDERwRrIING AcQuismoN AND

INSURANCE ExPENsEs 736660 738546 756699



Land 28453 18645

Buildings 14173 3150

Leasehold improvements 38607 37922

Furniture and equipment 110641 84716

Other 13510 5147

205384 149580

Less accumulated depreciation and amortization 105145 85445

Pitcwritry AND EQuIPMENT 100239 64135

Depreciation and amortization expense of property and equipment was $14.8 million $12.3 million and

$11.0 millionfor the years ended December31 2009 2008 and 2007 respectively

The Company does not own any
material properties The Company leases substantially all of the facilities

utilized by its insurance operations and certain furniture and equipment under operating leases The

Companys non-insurance operations own certain of their facilities and lease others

See note 18 for discussion of the Companys non-insurance operations included in Other above

Goodwifi is tested for impairment at least annually The Company completes an annual test during the

fourth quarter of each year based upon the results of operations through September 30 There were no

indications of goodwifi impairment during 2009 or 2008

The following table presents the components of property and equipment which are included in other

assets on the consolidated balance sheets

December 31

dollars in thousands 2009 2008

5.PioIJlrtyoIlil

Euimoot

lldlli loll

ltiigble

Assets

The following table presents the components of goodwifi

London

Excess and Specialty Insurance

Surplus Lines Admitted Market

dollars in thousands Segment Segment Segment Other Total

January 12008 $81770 $1888 $248558 $6163 $338379

Acquisitions

December31 2008 81770 $1888 $248558 $6163 $338379

Acquisitions see note 22 42860 20235 63095

Foreign currency movements 1045 1045

DcIIinseR 31 2009 81770 1888 292463 $26398 $402519
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The following table presents the components of intangible assets

dollars in thousands 2009

December 31

Amortization of intangible assets was $6.7 million $5.7 million and $3.4 million for the years ended

December 31 2009 2008 and 2007 respectively Amortization of intangible assets is estimated to be $14.9

million for 2010 $11.4 million for 2011 $8.5 million for 2012 $7.6 million for 2013 and $6.8 million for

2014

Tn 2009 the Company acquired $84.0 millionof intangible assets which are expected to be amortized

over weighted average period of 12.9 years The intangible assets acquired during 2009 include customer

relationships and trade names which are expected to be amortized over weighted average period of 11.7

and 20.0 years respectively

Gooil

otoiig1ih1

As$t3
2008

Gross Carrying Accumulated Gross Carrying Accumulated

Amount Amortization Amount Amortization

Customer relationships 83791 12391 26512 6937

Trade names 18988 215 1400 135

Technology 7900 1095 1900 779

Non-competition agreements 3450 2114 3450 2366

Order backlog 2000

ToTAl 116129 15815 33262 10217

Income loss before income taxes includes the following components

Years Ended December 31

dollars in thousands 2009 2008 2007

Domestic 86592 100512 437495

Foreign 112045 59317 135566

INcoME Loss BEF0cE INcorvlE TAXEs 198637 159829 573061

Income tax expense benefit includes the following components

Years Ended December 31

dollars in thousands 2009 2008 2007

Current

Domestic 8076 1041 131519

Foreign 2714 63 3730

Total current tax expense benefit 5362 978 135249

Deferred

Domestic 6763 63702 1984

Foreign 2381 36715 33919

Total deferred tax expense benefit 9144 100417 31935

INcOME TAx ExPENSE Bzranrr 3782 101395 167184



oiii TIlls Foreign income tax expense benefit includes United States tax expense benefit on foreign operations

clItilued

In 2009 income tax benefit included interest and penalties of $2.7 million In 2008 income tax benefit

included benefit from interest and penalties of $3.5 million In 2007 income tax expense
included

interest and penalties of $3.8 million At December31 2009 and 2008 other liabilities on the

consolidated balance sheets included $6.3 millionand $3.6 million respectively for potential payment of

interest and penalties

In general the Company is not subject to state income taxation therefore state income tax expense is

not material to the consolidated financial statements

The Company made income tax payments of $21.2 million $29.0 million and $137.8 millionin 2009

2008 and 2007 respectively Income taxes receivable were $13.2 millionand $33.1 millionat December

31 2009 and 2008 respectively and were included in other assets on the consolidated balance sheets

The income tax receivables at December 31 2009 and 2008 were due in part to the carryback of $38.7

millionand $93.2 million respectively of capital losses generated as result of sales of equity securities

and fixed maturities that had tax bases in excess of fair value on the dates of sale

Reconciliations of the United States corporate income tax rate to the effective tax rate on income loss

before income taxes are presented in the following table

Years Ended December 31

2009 2008 2007

United States corporate tax rate 35% 35% 35%

Tax-exempt investment income 14 18

Uncertain taxpositions

Tax credits 19

Foreign operations 21

Other

Enaci-ivc TAX RAm 2% 63% 29%

The 2009 effective tax rate includes 21% income tax benefit related to foreign operations of which

17% is the result of one-time tax benefit related to change in the United Kingdom tax law that

became effective in the third quarter of 2009

Substantially all of the Companys continuing international operations are taxed directly or indirectly by

both the United States and United Kingdom However subject to certain limitations the United States

allows credit against its tax for any United Kingdom tax generated by Markel Intemational
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presents the components of domestic and foreign deferred tax assets and liabilities

1lItill1 December 31

dollars in thousands 2009 2008

Assets

Differences between financial reporting and tax bases 67815 44309

Unpaid losses and loss adjustment expenses

not yet deductible for income tax purposes 102999 110032

Unearned premiums recognized for income tax purposes 32080 38733

Other-than-temporary impairments not yet deductible

for income tax purposes 68084 69340

Net operating loss carryforwards 154406 179401

Tax credit carryforwards 17780 27916

Total gross deferred tax assets 443164 469731

Less valuation allowance 1749

Total gross deferred tax assets net of allowance 443164 467982

Liabilities

Differences between financial reporting and tax bases 19498 14570

Deferred policy acquisition costs 37597 46671

Net unrealized gains on investments 193495 37737

Undistributed investment in foreign subsidiaries 31418

Total gross deferred tax liabilities 282008 98978

NET DErEImED Tax ASSET 161156 369004

The decrease in the net deferred tax asset in 2009 was primarily due to an increase in the deferred tax

liability related to accumulated other comprehensive income items resulting from an increase in net

unrealized gains on investments during 2009 The net deferred tax assets at December 31 2009 and 2008

were included in other assets on the consolidated balance sheets

In December 2008 Markel Corporation received $110.0 millionin distributions made by Markel

International In January 2009 Markel Corporation received an additional $101.7 million in distributions

made by Markel international Pursuant to guidance included in FASB ASC 740 Income Taxes

approximately $46 million in foreign paid taxes became available for use by the Company as foreign

tax credits as result of these distributions Of the approximately $46 miffion in foreign tax credits

approximately $20 millionhave been used as of December 31 2009 and the remaining $26 million are

available for the Company to carry forward Ii unused the credits available for
carry

forward wifi expire

in2019

At December 31 2009 the Company had net operating losses of $520.9 million These losses can be carried

forward indefinitely to offset future taxable income in the United Kingdom Of the $520.9 miffion of net

operating losses $122.3 million also can be utilized to offset future Markel Capital Limited

wholly-owned subsidiary income that is taxable in the United States The Companys ability to utilize

these losses in the United States expires between the years 2018 and 2026



ocao Toxes The Company estimates that it will realize $282.0 million of the gross deferred tax assets including net

coetixIli
operating losses recorded at December31 2009 tbrough the reversal of existing temporary differences

attributable to the gross deferred tax habilities The Company believes that it is more likely than not that

it wifi realize $161.2 million of
gross

deferred tax assets by generating future taxable income and by using

prudent and feasible tax planning strategies if future taxable income is not sufficient While management

believes that valuation allowance at December31 2009 was not necessary changes in managements

estimate of future taxable income to be generated by its foreign subsidiaries changes in the Companys

ability to use tax planning strategies or significant declines in the estimated fair value of investments

could result in need to record valuation allowance through charge to earnings

Effective January 2007 the Company adopted FASB Interpretation No 48 Accounting for

Uncertainty in Income Taxes which is now included in FASB ASC 740-10 Income Taxes Upon

adoption retained earnings increased $20.1 million goodwifi decreased $9.4 million primarily related to

the Companys acquisition of Markel International and common stock increased $2.8 millionrelated to

closed stock option plans and other capital transactions

A.t December31 2009 the Company had unrecognized tax benefits of $24.9 million If recognized

$19.4 million of these tax benefits would decrease the annual effective tax rate The Company does not

currently anticipate any significant changes in unrecognized tax benefits during 2010

The following table presents reconciliation of beginning and ending unrecognized tax benefits

Years Ended December31

dollars in thousands 2009 2008

Unrecognized Tax Benefits Beginning of Year 59237 48371

Increases based upon tax positions taken during the current year 1140 13112

Increases for tax positions taken in prior years 9022

Decreases for tax positions taken in prior years 42601

Settlement with taxing authorities 1858

Lapse of statute of limitations 2246

Uraxcocizrn Tax BeNeFiTs Em or Yaax 24940 59237

The $42.6 million decrease in 2009 for tax positions taken in prior years represents
future tax return

benefits that the Company no longer anticipates recognizing in its consolidated financial statements

Provisions for United States income taxes on undistributed earnings of foreign subsidiaries are made

only on those amounts in excess of the amounts that are considered to be permanently reinvested

Pre-acquisirion earnings of the Companys foreign subsidiaries are considered permanently reinvested

and no provision for United States income taxes has been recorded It is not practicable to determine the

amount of unrecognized deferred tax liabilities associated with such earnings due to the complexity of

this calculation

The Company is subject to income tax in the United States and in foreign jurisdictions With few

exceptions the Company is no longer subject to income tax examination by tax authorities for years

ended before January 2006
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The following table presents reconciliation of consolidated beginning and ending reserves for losses

and loss adjustment expenses

dollars in thousands 2009

Years Ended December 31

NET RESERVES FOR LOSSES A1Jf Loss ADjusmlsNT

ExPENsEs BEGrrNmG OF YEx 4465481 4452655 4326426

Foreign currency movements commutations

and other 86362 192838 40656

ADJUSTED NET RESERVES FOR LOSSES AND LOSS

ADJUSTMENT ExPENsEs BEGIrmG OF YEAR 4551843 4259817 4367082

Incurred losses and loss adjustment expenses

Current year 1228152 1432808 1293529

Prior years 235289 163783 197326

TOTAR INCU1UED LOSSES AND

Loss ADJUSTMENT ExPENSES 992863 1269025 1096203

Payments

Current year 247814 310953 226861

Prior years 759522 727609 783795

TOTxi PAYMENTS 1007336 1038562 1010656

Effect of foreign currency rate changes 3284 20080 1166

Other 4719 1140

NET RESERVES FOR LossEs AND Loss

ADJuST11Errr ExPENSES END OF Yix 4540654 4465481 4452655

Reinsurance recoverable on unpaid losses 886442 1026858 1072918

GROSS RESERVES FOR LOSSES AND LOSS

ADJUsTMENT EXPENSES END OF Yu 5427096 5492339 5525573

Beginning of year net reserves for losses and loss adjustment expenses are adjusted when applicable for

the impact of changes in foreign currency rates commutations acquisitions and dispositions In 2009

beginiing of
year net reserves for losses and loss adjustment expenses were increased by movement of

$74.8 million in foreign currency rates of exchange most notably between the United States Dollar and

the United Kingdom Sterling In 2008 beginning of year net reserves for losses and loss adjustment

expenses were decreased by movement of $195.7 millionin foreign currency rates of exchange most

notably between the United States Dollar and the United Kingdom Sterling In 2007 beginning of year

net reserves for losses and loss adjustment expenses were increased by movement of $49.6 millionin

foreign currency rates of exchange most notably between the United States Dollar and the United

Kingdom Sterling which was offset in part by an $8.9 million decrease related to the completion of

several reinsurance commutations

In 2009 incurred losses and loss adjustment expenses included $235.3 million of favorable development

on prior years loss reserves which was primarily due to $205.6 million of loss reserve redundancies

experienced at Markel International and on the professional and products liability programs within the

Excess and Surplus Lines segment as actual claims reporting patterns on prior accident years have been

more favorable than initially anticipated within the Companys actuarial analyses The favorable

development on prior years loss reserves in 2009 was partially offset by $10.0 million of adverse

development on asbestos and environmental loss reserves following the Companys annual review of

these exposures

tio1IliEI
Losses

oiI Loss

Adjlstllt
2008 2007
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Current year
incurred losses and loss adjustment expenses for 2008 included $91.1 million of estimated

iii Loss net losses on Hurricanes Gustav and Ike 2008 Hurricanes The estimated net losses on the 2008

jlstiTio Fit

Hurricanes were net of estimated reinsurance recoverables of $58.6 million Both the gross
and net loss

Esnoosos

estimates on the 2008 Hurricanes represented the Companys best estimate of losses at December 31 2008

based upon information available at that time The Company used various loss estimation techniques to

llDiIFFllu

develop these estimates including analyses of reported claims and detailed policy level reviews

In 2008 incurred losses and loss adjustment expenses included $163.8 million of favorable development

on prior years loss reserves which was primarily due to $149.6 million of loss reserve redundancies

experienced at Markel International and on the professional and products liabffity programs
within the

Excess and Surplus Lines segment as actual claims reporting patterns on prior accident years
have been

more favorable than initially anticipated within the Companys actuarial analyses The favorable

development on prior years loss reserves in 2008 was partially offset by $24.9 millionof adverse

development on prior years loss reserves on asbestos and environmental exposures
and related

reinsurance bad debt

In 2007 incurred losses and loss adjustment expenses included $1973 millionof favorable development

on prior years loss reserves which was primarily due to $166.6 millionof loss reserve redundancies

experienced at Markel International and on the professional and products liability programs within the

Excess and Surplus Lines segment as result of the favorable insurance market conditions experienced

from 2000 through 2004 The favorable development on prior years loss reserves in 2007 was partially

offset by $34.0 on of adverse development on prior years loss reserves on asbestos and

environmental exposures

During the third quarter of each of the past three years the Company completed an in-depth actuarial

review of its asbestos and environmental exposures During the 2009 review the Company increased its

estimate of the number of claims that wifi ultimately be closed with an indemnity payment During the

2108 and 2007 reviews the Company noted that claims had been closed with total indemnity payments

that were higher than had been anticipated and as result of this higher than expected average severity

on closed claims the Companys actuaries updated their average severity assumptions for both open

claims and claims incurred but not yet reported In each of the past three years the Companys actuarial

estimates of the ultimate liability for asbestos and environmental loss reserves were increased and

management increased prior years loss reserves for asbestos and environmental exposures accordingly

Inherent in the Companys reserving practices is the desire to establish loss reserves that are more likely

redundant than deficient As such the Company seeks to establish loss reserves that wifi ultimately

prove to be adequate Furthermore the Companys philosophy is to price its insurance products to make

an underwriting profit Management continually attempts to improve its loss estimation process by

refining its ability to analyze loss development patterns claim payments and other information but

uncertainty remains regarding the potential for adverse development of estimated ultimate liabilities

The Company uses variety of techniques to establish the liabilities for unpaid losses and loss

adjustment expenses all of which involve significant judgments and assumptions These techniques

include detailed statistical analysis of past claim reporting settlement activity claim frequency and

severity policyholder loss experience industry loss experience and changes in market conditions policy

forms and
exposures

Greater judgment may be required when new product lines are introduced or when

there have been changes in claims handling practices as the statistical data available maybe insufficient

The Companys estimates reflect implicit and explicit assumptions regarding the potential effects of

external factors including economic and social inflation judicial decisions law changes general
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Losses economic conditions and recent trends in these factors In some of the Companys markets and where the

ood Loss
Company acts as reinsurer the timing and amount of information reported about underlying claims are in

Ad
the control of third parties This can also affect estimates and require re-estimation as new information

becomes available

Exioosos

citislcd The Company believes the process of evaluating past experience adjusted for the effects of current

developments and anticipated trends is an appropriate basis for predicting future events Management

currently believes the Companys gross and net reserves including the reserves for enviromnental and

asbestos exposures are adequate However there is no precise method for evaluating the impact of any

significant factor on the adequacy of reserves and actual results wifi differ from original estimates

The Companys exposure to asbestos and enviromnental AE claims results from pohcies written by

acquired insurance operations before their acquisitions by the Company The Companys exposure to AE
claims originated from umbrella excess and commercial general liability CCL insurance policies and

assumed reinsurance contracts that were written on an occurrence basis from the 1970s to mid-1980s

Exposure also originated from claims-made policies that were designed to cover enviromnental risks

provided that all other terms and conditions of the policy were met

AE claims include property damage and clean-up costs related to pollution as well as personal injury allegedly

arising from exposure to hazardous materials After 1986 the Company began underwriting CCL coverage with

pollution exclusions and in some lines of business the Company began using claims-made form These

changes significantly reduced the Companys exposure to future AE claims on post-1986 business

The following table provides reconciliation of beginning and ending AE reserves for losses and loss

adjustment expenses which are component of consolidated unpaid losses and loss adjustment expenses

Years Ended December 31

dollars in thousands 2009 2008 2007

NET REsERvEs FOR AE LossEs aia Loss ADJusTMENT

ExPENsEs BEGumaNG Or YEAR 238272 221654 214439

Commutations and other 500 191 14454

ADJUsTED NET REsERvES FOR

AE Lossrs um Loss ADJusTMENT

ExPENsEs BEGIananG OF YEAR 237772 221463 199985

Incurred losses and loss adjustment expenses 2657 22106 33254

Payments 11399 5297 11585

NET REsERvEs EOR AE LossEs AIJD Loss

ADJU5TMENT ExPENsEs Erm or YEAR 229030 238272 221654

Reinsurance recoverable on unpaid losses 153078 154901 123483

GRoss RESERvEs OR AE LossEs ATh Loss

ADJusTMENT ExPENsEs ENI or YEUt 382108 393173 345137

Incurred losses and loss adjustment expenses for 2009 2008 and 2007 were primarily due to adverse

development of asbestos-related reserves At December 31 2009 asbestos-related reserves were $298.0

miffion and $162.1 million on gross and net basis respectively

Net reserves for reported claims and net incurred but not reported reserves for AE exposures were $133.8

million and $95.2 million respectively at December31 2009 Inception-to-date net paid losses and loss

adjustment expenses for AE related
exposures

totaled $343.1 million at December 31 2009 which includes

$63.9 million of litigation-related expense



The Companys reserves for losses and loss adjustment expenses related to AE exposures represent

managements best estimate of ultimate settlement values AE reserves are monitored by management

and the Companys statistical analysis of these reserves is reviewed by the Companys independent

actuaries AE exposures are subject to significant uncertainty due to potential loss severity and frequency

resulting from the uncertain and unfavorable legal climate AE reserves could be subject to increases in

the future however management believes the Companys gross
and net AE reserves at December 31

2009 are adequate

The following table summarizes the Companys senior long-term debt and other debt

December 31

dollars in thousands 2009 2008

Unsecured borrowings under $375 millionrevolving

credit facility at 3.82% at December 31 2008

expires December 31 2010 100000

6.80% unsecured senior notes due February 15 2013

interest payable semi-annually net of unamortized

discount of $851 in 2009 and $1121 in 2008 245814 245544

7.125% unsecured senior notes due September 30 2019

interest payable semi-annually net of unamortized

discount of $2757 in 2009 347243

7.35% unsecured senior notes due August 15 2034

interest payable semi-annually net of unamortized

discount of $2609 in 2009 and $2715 in 2008 197391 197285

7.50% unsecured senior debentures due August 22 2046

interest payable quarterly net of unamortized

discount of $4206 in 2009 and $4320 in 2008 145794 145680

Secured subsidiary debt at various interest rates

ranging from 2.7% to 6.5% 27406 5900

Suaoa L0NG-Tuuvl DEBT AND OThER DEBT 963648 694409

On September 22 2009 the Company issued $350 millionof 7.125% unsecured senior notes due

September 30 2019 Net proceeds to the Company were $347.2 million which are being used for

general corporate purposes including acquisitions

The Company maintains revolving credit facility that provides $375 million of capacity for working

capital and other general corporate purposes and expires December 2010 The Company may select from

two interest rate options for balances outstanding under the facility and pays commitment fee 0.20%

at December 31 2009 on the unused portion of the facility based on the Companys debt to total capital

ratio as calculated under the agreement The Company intends to seek replacement facility for the

existing revolving credit agreement prior to its expiration on December 31 2010

At December 31 2009 the Company was in compliance with all covenants contained in its revolving

credit facility To the extent that the Company is not in compliance with its covenants the Companys

access to the credit facility could be restricted While the Company believes this to be unlikely the

inability to access the credit facility could adversely affect the Companys liquidity
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UJIiIF The Companys unsecured senior notes are not redeemable however the Companys 7.50% unsecured

L-Tlr
senior debentures are redeemable by the Company at any time after August 22 2011 None of the

Companys senior long-term debt is subject to any sinking fund requirements

IJ1t The estimated fair value based on quoted market prices of the Companys senior long-term debt and other

clJti1l
debt was $1.0 billion and $626 million at December 31 2009 and 2008 respectively

The following table summarizes the future principal payments due at maturity on senior long-term debt

and other debt as of December 31 2009

Years Ending December 31 dollars in thousands

2010 733

2011 743

2012 2207

2013 251652

2014 4035

2015 and thereafter 714701

ToTAl PiuwcIIAl PAYMztns 974071

Less unamortized discount 10423

SENIoR L0NG-TERrvI DEBT AND OniER DEBT 963648

The Company paid $47.1 million $47.5 mfflion and $56.2 millionin interest on its senior long-term

debt and other debt during the years ended December 31 2009 2008 and 2007 respectively

JLFli On January 1997 the Company arranged the sale of $150 millionof Company-Obligated Mandatorily

UubJFiflt
Redeemable Preferred Capital Securities 8.71% Capital Securities issued under an Amended and

Restated Declaration of Trust dated January 13 1997 by Markel Capital Trust the Trust statutory

UI IIu
business trust sponsored and wholly-owned by the Company Proceeds from the sale of the 8.71%

iteillt Capital Securities were used to purchase the Companys 8.71% Junior Subordinated Debentures due

bJJtF January 2046 issued to the Trust under an indenture dated January 13 1997 The 8.71% Junior

Subordinated Debentures were the sole assets of the Trust The Company redeemed the outstanding

8.71% Junior Subordinated Debentures for $111.0 million on January 2007

11 The Company had 50000000 shares of no par value common stock authorized of which 9819151

Etv
shares and 9813962 shares were issued and outstanding at December 31 2009 and 2008 respectively

The Company also has 10000000 shares of no par value preferred stock authorized none of which were

issued or outstanding at December 31 2009 or 2008

In August 2005 the Companys Board of Directors approved the repurchase of up to $200 millionof

common stock under share repurchase program the Program Under the Program the Company may

repurchase outstanding shares of common stock from time to time primarily through open-market

transactions The Program has no expiration date but may be terminated by the Board of Directors at

any time In 2009 the Company did not repurchase any shares of common stock under the Program

As of December 31 2009 the Company had repurchased 360800 shares of common stock at cost of

$136.6 million



11 SlioihOrs Net income loss per share is determined by dividing net income loss to shareholders by the

EnhIt\
applicable weighted average shares outstanding

Years Ended December 31

oDtiluR

thousands except per share amounts 2009 2008 2007

Net income loss to shareholders 201638 58767 405669

Basic common shares outstanding 9815 9876 9961

Dilutive potential common shares 11 20

Diluted shares outstanding 9826 9876 9981

Basic net income loss per share 20.54 5.95 40.73

Diluted net income loss per
share 20.52 5.95 40.64

Average closing common stock market prices are used to calculate the dilutive effect attributable to

restricted stock

Diluted shares outstanding for 2008 excluded 15376 dilutive potential shares These shares were

excluded due to their antidilutive effect as result of the Companys net loss to shareholders for the

year
ended December 31 2008

The Companys Employee Stock Purchase and Bonus Plan provides method for employees

and directors to purchase shares of the Companys common stock on the open market The plan

encourages share ownership by providing for the award of bonus shares to participants equal to 10%

of the net increase in the number of shares owned under the plan in given year excluding shares

acquired through the plans loan program component Under the loan program the Company offers

subsidized unsecured loans so participants may purchase shares and awards bonus shares equal to 5%

of the shares purchased with loan The Company has authorized 100000 shares for purchase under

this plan of which 70874 and 78134 shares were available for purchase at December 31 2009 and 2008

respectively At December 31 2009 and 2008 loans outstanding under the plan which are included in

receivables on the consolidated balance sheets totaled $15.8 million and $16.9 million respectively

The Markel Corporation Omnibus Incentive Plan Omnibus Incentive Plan provides for grants or

awards of cash restricted stock restricted stock units performance grants and other stock-based

awards to employees and directors The Omnibus Incentive Plan does not authorize grants of stock

options The Onmibus Incentive Plan is administered by the Compensation Committee of the

Companys Board of Directors Compensation Committee and will terminate on March 2013 At

December 31 2009 there were 133347 shares reserved for issuance under the Omnibus Incentive

Plan Restricted Stock Units are awarded to certain associates and executive officers based upon

meeting performance conditions determined by subcommittee of the Compensation Committee

Awards granted to associates and executive officers generally vest at the end of the fifth year following

the year for which the Compensation Committee determines performance conditions have been met

At the end of the vesting period recipients are entitled to receive one share of the Companys common

stock for each vested Restricted Stock Unit During 2009 the Company awarded 4227 Restricted Stock

Units to certain associates and executive officers During 2009 the Company awarded 1200 shares of

restricted stock to its non-employee directors The shares awarded to non-employee directors will vest

in2OlO
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11 The following table summarizes nonvested share-based awards

Weighted Average

nnfniiu
Number Grant-Date

of Awards Fair Value

Nonvested awards at January 2009 25569 430.09

Granted 5427 275.93

Vested 7146 362.06

Forfeited

Nonvested awards at December 31 2009 23850 415.39

The fair value of the Companys share-based awards is determined based on the closing price of the

Companys common shares on the grant date The weighted average grant-date fair value of the

Companys share-based awards granted in 2009 2008 and 2007 was $275.93 $461.65 and $492.30

respectively As of December 31 2009 unrecognized compensation cost related to nonvested

share-based awards was $4.1 million which is expected to be recognized over weighted average period

of 2.6 years The fair value of the Companys share-based awards that vested during 2009 2008 and 2007

was $2.6 million $2.1 million and $0.3 million respectively

ii Ithr Other comprehensive income loss includes net holding gains losses arising during the period

unrealized other-than-temporary impairment losses on fixed maturities arising during the period and

reclassification adjustments for net gains losses included in net income loss Other comprehensive

IllO 1110

income loss also includes changes in foreign currency translation adjustments and changes in net

Less actuarial pension loss

The following table summarizes the deferred tax expense benefit associated with each component of

other comprehensive income loss
Years Ended December 31

in thousands except per share amounts 2009 2008 2007

Change in net unrealized gains on investments

Net holding gains losses arising during the period 190978 320314 18566

Unrealized other-than-temporary impairment losses

on fixed maturities arising during the period 1118

Reclassification adjustments for net gains losses

included in net income loss 25912 142638 21712

Change in net unrealized gains on investments 215772 177676 40278

Change in currency translation adjustments 6825 4250 2044

Change in net actuarial pension loss 2859 3630 833

Tomi 225456 185556 37401

13 Foli Vole FASB ASC 820-10 Fair Value Measurements and Disclosures establishes three-level hierarchy that

0osLlleeots prioritizes the inputs to valuation techniques used to measure fair value The fair value hierarchy gives

the highest priority to quoted prices in active markets for identical assets or liabilities Level and the

lowest priority to unobservable inputs Level lIthe inputs used to measure the assets or liabilities fall

within different levels of the hierarchy the classification is based on the lowest level input that is

significant to the fair value measurement of the asset or liability Classification of assets and liabilities

within the hierarchy considers the markets in which the assets and liabilities are traded and the



11 fi \JOlI reliability and transparency
of the assumptions used to determine fair value The hierarchy requires the

e3uFOei1tS
use of observable market data when available The levels of the hierarchy are defined as follows

cotuiued Level Inputs to the valuation methodology are quoted prices unadjusted for identical assets or

liabilities traded in active markets

Level Inputs to the valuation methodology include quoted prices for similar assets or liabffities in active

markets quoted prices for identical or similar assets or liabilities in markets that are not active inputs

other than quoted prices that are observable for the asset or liability and market-corroborated inputs

Level 3Inputs to the valuation methodology are unobservable for the asset or liability and are

significant to the fair value measurement

In accordance with FASB ASC 820 the Company determines fair value based on the price that would be

received to sell an asset or paid to transfer liability in an orderly transaction between market

participants at the measurement date In determining fair value the Company uses various methods

including the market income and cost approaches The Company uses valuation techniques that

maximizethe use of observable inputs and minimize the use of unobservable inputs The following

section describes the valuation methodologies used by the Company to measure assets and liabilities at

fair value including an indication of the level within the fair value hierarchy in which each asset or

liability is generally classified

In vestments available-for-sale Investments available-for-sale are recorded at fair value on recurring

basis and include fixed maturities equity securities and short-term investments Short-term

investments include certificates of deposit commercial paper discount notes and treasury bifis with

original maturities of one year or less Fair value for investments available-for-sale is determined by the

Company after considering various sources of information including information provided by third

party pricing service The pricing service provides prices for substantially all of the Companys fixed

maturities and equity securities In determining fair value the Company generally does not adjust the

prices obtained from the pricing service The Company obtains an understanding of the pricing services

valuation methodologies and related inputs which include but are not limited to reported trades

benchmark yields issuer spreads bids offers duration credit ratings estimated cash flows and

prepayment speeds The Company validates prices provided by the pricing service by reviewing prices

from other pricing sources and analyzing pricing data in certain instances

Fair value for investments available-for-sale is measured based upon quoted prices in active markets if

available Due to variations in trading volumes and the lack of quoted market prices for fixed maturities

the fair value of fixed maturities is normally derived through recent reported trades for identical or similar

securities making adjustments through the reporting date based upon available market observable data

described above If there are no recent reported trades the fair value of fixed maturities may be derived

through the use of matrix pricing or model processes
where future cash flow expectations are developed

based upon collateral performance and discounted at an estimated market rate

The Company has evaluated the various types of securities in its investment portfolio to determine an

appropriate fair value hierarchy level based upon trading activity and the observability of market inputs

Level investments include those traded on an active exchange such as the New York Stock Exchange

Level investments include U.S Treasury securities and obligations of U.S government agencies municipal

bonds foreign government bonds residential mortgage-backed securities and corporate debt securities

Derivatives Derivatives are recorded at fair value on recurring basis and include credit default swap

The fair value of the credit default swap is measured by the Company using third party pricing model

See note 21 for discussion of the valuation model for the credit default swap including the key inputs

arid assumptions to the model Due to the significance of unobservable inputs required in measuring the

fair value of the credit default swap the credit default swap has been classified as Level within the fair

value hierarchy
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Fi Vohi The following table presents the balances of assets and liabilities measured at fair value on recurring

basis as of December 31 2009 by level within the fair value hierarchy

lIltililId

dollars in thousands Level Level Level Total

Assets

Investments available-for-sale

Fixed maturities

U.S Treasury securities and

obligations of U.S government

agencies 376322 376322

Obligations of state municipalities

and political subdivisions 2125740 2125740

Foreign governments 423012 423012

Residential mortgage-backed

securities 430054 430054

Asset-backed securities 26295 26295

Public utilities 143619 143619

Convertible bonds 30750 30750

All other corporate bonds 1556344 1556344

Totalfixedmaturities 5112136 5112136

Equity securities

Insurance companies banks and trusts 578517 578517

Industrial consumer and all other 771312 771312

Total equity securities 1349829 1349829

Short-term investments 441012 51569 492581

Total investments available-for-sale 1790841 5163705 6954546

Liabilities

Derivative contracts 26968 26968

The following table summarizes changes in Level liabilities measured at fair value on recurring basis

dollars in thousands Derivatives

January 2009 29964

Total net gains included in

Net income 2996

Other comprehensive income

Net transfers into out of Level

December 31 2009 26968

Net unrealized gains included in net income for the period

relating to liabilities held at December 31 2009 2996

Included in net investment income in the consolidated statement of operations and comprehensive income loss

At December 31 2009 the Company did not hold material investments in auction rate securities loans

held for sale or mortgage-backed securities backed by subprime or Alt-A collateral which were financial

instruments whose valuations in many cases were significantly affected by the lack of market liquidity

during 2008 and 2009 The Company did not have any assets or liabffities measured at fair value on

non-recurring basis during the year ended December31 2009



14 F1lIFS The Company purchases reinsurance in order to reduce its retention on individual risks and enable it

to underwrite policies with sufficient limits to meet policyholder needs In reinsurance transaction

an insurance company transfers or cedes all or part of its exposure in return for portion of the

premium The ceding of insurance does not legally discharge the Company from its primary liability

for the full amount of the policies and the Company will be required to pay the loss and bear

collection risk if the reinsurer fails to meet its obligations under the reinsurance agreement

credit risk exists with reinsurance ceded to the extent that any reinsurer is unable to meet the

obligations assumed under the reinsurance agreements Allowances are established for amounts

deemed uncollectible The Company evaluates the financial condition of its reinsurers and monitors

concentration of credit risk arising from its exposure to individual reinsurers At December 31 2009

and 2008 balances recoverable from the Companys ten largest reinsurers by group represented

approximately 72% and 71% respectively of the reinsurance recoverable on paid and unpaid losses

At December 31 2009 the Companys largest reinsurance balance was due from the Munich Re

Group and represented 18% of the reinsurance recoverable on paid and unpaid losses

To further reduce credit exposure to reinsurance recoverable balances the Company has received

collateral including letters of credit and trust accounts from certain reinsurers Collateral related to

these reinsurance agreements is available without restriction when the Company pays losses

covered by the reinsurance agreements

The following table summarizes the Companys reinsurance allowance for doubtful accounts

Years Ended December 31

dollars in thousands 2009 2008 2007

REINSURANCE ALLowANcE BEGnmG OF YEAR 155882 167465 184995

Additions

Charged to expense 2634

Charged to other accounts 686 3672 92

ToTAL REINSURANCE ALLOWANCE ADDITIONS 686 6306 92

Deductions 5229 17889 17622

RInNSUEANCE ALLOWANCE Ern OF YEAR 151339 155882 167465

Management believes the Companys reinsurance allowance for doubtful accounts is adequate at

December 31 2009 however the deterioration in the credit quality of existing reinsurers or disputes

over reinsurance agreements could result in additional charges

The following table summarizes the effect of reinsurance on premiums written and earned

Years Ended December 31

dollars in thousands 2009 2008 2007

Written Earned Written Earned Written Earned

Direct 1683355 1808471 2002882 2088824 2164035 2248385

Assumed 222538 218309 209902 202031 194904 184037

Ceded 191484 210945 244288 268671 311177 315128

NET Piiviiuivis $1714409 $1815835 $1968496 $2022184 $2047762 $2117294
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14 IlOilSUFOElCO Incurred losses and loss adjustment expenses were net of reinsurance recoverables ceded incurred

llltlcd

losses and loss adjustment expenses of $51.0 million $226.7 miffion and $98.0 mfflion for the years

ended December 31 2009 2008 and 2007 respectively Ceded incurred losses and loss adjustment

expenses in 2008 included ceded losses on the 2008 Hurricanes of $58.6 million

The percentage of assumed earned premiums to net earned premiums was 12% 10% and 9% for the

years ended December31 2009 2008 and 2007 respectively

15 The Company leases substantially all of its facilities and certain furniture and equipment under

1111

noncancelable operating leases with remaining terms up to 11 years

The following table summarizes the Companys minimum annual rental commitments excluding

taxes insurance and other operating costs payable directly by the Company for noncancelable

operating leases at December 31 2009

Years Ending December 31 dollars in thousands

2010 16508

2011 13352

2012 10941

2013 10597

2014 10455

2015 and thereafter 26717

Tomi 88570

Rental expense was $19.8 million $20.7 millionand $19.1 million for the years ended December 31

2009 2008 and 2007 respectively

At December 31 2009 and 2008 the Company had $27.3 million and $25.1 million respectively of

commercial loan participations outstanding with First Market Bank which was an affiliate until its

merger with Union Bankshares Corporation in the first quarter of 2010 In addition to these amounts

outstanding the Company had unfunded commitments to extend credit for commercial loans of

$52.2 million and $63.8 million at December 31 2009 and 2008 respectively The funding of these

commitments is contingent upon certain performance criteria being met by the borrowers and as

result does not necessarily represent amounts that wifi be funded by the Company in the future The

Company attempts to maintain an outstanding loan balance of less than $30.0 million at any point in

time The outstanding loan participations are included in receivables on the consolidated balance sheets

On February 10 2009 Guaranty Bank an insured under program written by the Company

covering financial institutions against defaults on second mortgages and home equity loans filed

lawsuit against the Companys subsidiary Evanston Insurance Company Evanston and the managing

general agent for the program Universal Assurors Agency Inc in the United States District Court for

the Eastern District of Wisconsin The lawsuit alleges violations of the Wisconsin insurance code

relating to Guaranty Banks policy which has been in force since 2004 and seeks among other things

the return of all premiums paid under the policy and declaration requiring continued coverage of

losses notwithstanding the claim for return of premiums paid

Premiums paid from inception of Guaranty Banks policy through December 31 2009 have been

approximately $57 millionand covered losses have been approximately $43 million At December 31

2009 the policy insured portfolio of loans totaling approximately $546 million and the limit of the

Companys liability for additional losses with respect to the covered loans is estimated to be

approximately $114 million



On March 23 2009 Guaranty Bank filed motion for preliminary injunction with the court asking

iid
that it be relieved from paying premiums while the litigation is pending with the Company stifi being

required to pay losses On July 14 2009 the court issued an order denying the motion for preliminary

injunction

1DDtUl

hi October 2009 the Company was separately notified that the Office of the Commissioner of Insurance

of Wisconsin had undertaken an investigation and was alleging that the insurance policies written by

Evanston in Wisconsin including Guaranty Banks policy were mortgage guaranty insurance and could

not be written on surplus lines basis in that state In settlement of the allegations and without

admitting any violation Evanston agreed to pay fine of $100000 and to refrain from writing similar

policies in the future The Guaranty Bank policy accounts for over 95% of the premiums written under

this
program in Wisconsin

While the Company does not believe Guaranty Bank is entitled to the relief it has sought the final

outcome of the lawsuit cannot be predicted at this time

Other contingencies arise in the normal conduct of the Companys operations and are not expected to

have material impact on the Companys financial condition or results of operations However adverse

outcomes are possible and could negatively impact the Companys financial condition and results of

operations

11 l1eted
Forty

The Company engages
in certain related party transactions in the normal course of business These

TroosoctoIls
transactions are at arms length and except as disclosed in note 15b are immaterial to the Companys

consolidated financial statements

11
8tototory

The following table includes unaudited selected information for the Companys wholly-owned domestic

fjojj insurance subsidiaries as ified with state insurance regulatory authorities

of 110101100
Years Ended December 31

dollars in thousands 2009 2008 2007

Net income loss 129035 19073 287520

Statutory capital and surplus 1308437 985675 1283860

The laws of the domicile states of the Companys domestic insurance subsidiaries govern the amount

of dividends that maybe paid to the Company Generally statutes in the domicile states of the

Companys domestic insurance subsidiaries require prior approval for payment of extraordinary as

opposed to ordinary dividends At December31 2009 the Companys domestic insurance subsidiaries

could pay up to $154.5 millionduring the following 12 months under the ordinary dividend regulations

hi converting from statutory accounting principles to U.S GAAP typical adjustments include deferral of

policy acquisition costs differences in the calculation of deferred income taxes and the inclusion of net

unrealized gains or losses relating to fixed maturities in shareholders equity The Company does not use

any permitted statutory accounting practices that are different from prescribed statutory accounting

practices
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Stotutur MIICL files an annual audited return with the Financial Services Authority FSA in the United

Kingdom Assets and liabilities reported within the annual FSA return are prepared subject to specified

rules concerning valuation and admissibility

lolitillId The following table summarizes IvITCLs FSA Return net income loss and policyholders surplus

Years Ended December 31

dollars in thousands 2OO9 2008 2007

Net income loss 83136 40946 57188

Policyholders surplus 387447 264421 329736

Estimated and unaudited

IvIIICLs ability to pay dividends is limited by applicable FSA requirements which require MIICL to give

14 days advance notice to the FSA of its intention to declare and pay dividend In addition MICL

must comply with the United Kingdom Companies Act of 1985 which provides that dividends may

only be paid out of distributable profits

111
Segiiiiit

The Company operates in three segments of the specialty insurance marketplace the Excess and

iifl Surplus Lines the Specialty Admitted and the London markets The Company considers many factors

including the nature of its insurance products production sources distribution strategies and regulatory

IUSi13 environment in determining how to aggregate operating segments

All investing activities related to our insurance operations are included in the Investing segment For

purposes of segment reporting the Other Insurance Discontinued Lines segment includes lines of

business that have been discontinued in conjunction with an acquisition The Companys non-insurance

operations consist of controlling interests in various businesses principally manufacturing operations

For purposes of segment reporting the Companys non-insurance operations are not considered to be an

operating segment

For 2009 26% of the Companys gross written premiums related to foreign risks of which 28% were

from the United Kingdom For 2008 23% of the Companys gross written premiums related to foreign

risks of which 32% were from the United Kingdom For 2007 24% of the Companys gross written

premiums related to foreign risks of which 33% were from the United Kingdom In each of these
years

the United Kingdom was the only individual foreign country from which gross written premiums were

material Cross written premiums are attributed to individual countries based upon location of risk

Segment profit or loss for each of the Companys operating segments is measured by underwriting profit

or loss The property and casualty insurance industry commonly defines underwriting profit or loss as

earned premiums net of losses and loss adjustment expenses and underwriting acquisition and insurance

expenses Underwriting profit or loss does not replace operating income loss or net income loss

computed in accordance with U.S GAAP as measure of profitability Underwriting profit or loss

provides basis for management to evaluate the Companys underwriting performance Segment profit for

the Investing segment is measured by net investment income and net realized investment gains or losses



For management reporting purposes
the Company allocates assets to its underwriting investing and

non-insurance operations Underwriting assets are all assets not specifically allocated to the Investing

segment or to the Companys non-insurance operations Underwriting assets are not allocated to the

Excess and Surplus Lines Specialty Admitted London Insurance Market or Other Insurance

Discontinued Lines segments since the Company does not manage its assets by operating segment

Invested assets and net investment income related to our insurance operations are allocated to the

Investing segment since these assets are available for payment of losses and expenses for all operating

segments The Company does not allocate capital expenditures for long-lived assets to any of its

operating segments for management reporting purposes

The following tables summarize the Companys segment
disclosures

Year Ended December 31 2009

Market Lines Investing Consolidated

Gross premium volume 962702 301827 641226 138 1905893

Net written premiums 869695 279266 566046 598 1714409

Earned premiums 940098 303897 572438 598 1815835

Losses and loss adjustment

expenses 504631 186215 298741 3276 992863

Amortization of policy

acquisition costs 221518 72306 146992 440816

Other operating expenses 177707 43052 74243 842 295844

Underwriting profit loss 36242 2324 52462 4716 86312

Net investment income 259809 259809

Net realized investment losses 96100 96100
Other revenues insurance 4116 4116

Other expenses insurance 3248 3248

Segment profit loss 36242 2324 53330 4716 163709 250889

Other revenues non-insurance 85666

Other expenses non-insurance 77251
Amortization of intangible

assets 6698
Interest expense 53969

INcoME BEFOP.E INCOME TAXEs 198637

U.S GAAPcombinedratio 96% 99% 91% NM2 95%

11 The U.S GAAP combined ratio is measure of underwriting performance and represents the relationship of incurred

losses loss adjustment expenses and underwriting acquisition and insurance expenses to earned premiums

NM Ratio is not meaningful

grit
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dollars in

thousands

Excess and Specialty

Surplus Lines Admitted

Other

London Insurance

Insurance Discontinued
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FT1t Year Ended December 31 2008

Rjirtiig
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ltilled

London Insurance

dollars in Excess and Specialty Insurance Discontinued

thousands Surplus Lines Admitted Market Lines Investing Consolidated

Gross premium volume 1163992 355061 693138 593 2212784

Net written premiums 1028816 321109 617946 625 1968496

Earned premiums 1089967 315764 615828 625 2022184

Losses and loss adjustment

expenses 609790 209022 420438 29775 1269025

Amortization of policy

acquisition costs 263348 73211 169967 506526

Other operating expenses 128667 51766 52682 1095 232020

Underwriting profit loss 88162 18235 27259 28055 14613

Net investment income 282148 282148

Net realized investment losses 407594 407594

Segment profit loss 88162 18235 27259 28055 $125446 110833

Other revenues non-insurance 79845

Other expenses non-insurance 74889

Amortization of intangible

assets 5742
Interest expense 48210

Loss BEFoar IncorviE TAxEs 159829

U.S GAAPcombinedratio 92% 106% 104% NM2 99%

Year Ended December 31 2007

Other

London Insurance

dollars in Excess and Specialty Insurance Discontinued

thousands Surplus Lines Admitted Market Lines Investing Consolidated

Gross premium volume 1316691 346647 693197 2404 2358939

Netwrittenpremiums 1121373 322461 601976 1952 2047762

Earnedpremiums 1154773 320144 640425 1952 2117294

Losses and loss adjustment

expenses 539910 177970 354968 23355 1096203

Amortization of policy

acquisition costs 281466 77646 158691 517803

Other operating expenses 127980 37641 80396 7121 238896

Underwriting profit loss 205417 26887 46370 14282 264392

Net investment income 305247 305247

Net realized investment gains 59504 59504

Segment profit loss 205417 26887 46370 14282 364751 629143

Other revenues non-insurance 68534

Other expenses non-insurance 63993

Amortization of intangible

assets 3387
Interest expense 57236

INCOME BEFo INCOME TAxEs 573061

U.S GAAP combined ratio 82% 92% 93% NM2 88%

The U.S GAAP combined ratio is measure of underwriting performance and represents the relationship of incurred

losses loss adjustment expenses and underwriting acquisition and insurance expenses to earned premiums

NM Ratio is not meaningful

Other
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The Company does not manage products at this level of aggregation The Company offers over 100

product lines and manages these products in logical groupings within each operating segment

The following table summarizes deferred policy acquisition costs unearned premiums and unpaid

losses and loss adjustment expenses by segment

Deferred Policy Unearned Unpaid Losses and

dollars in thousands Acquisition Costs Premiums Loss Adjustment Expenses

December 31 2009

Excess and Surplus Lines 75835 369262 2620119

Specialty Admitted 31585 134979 383820

London Insurance Market 49377 213487 1855014

Other Insurance Discontinued Lines 568143

Tomi 156797 717728 5427096

December 31 2008

ExcessandSurplusLines 99497 453016 2694659

Specialty Admitted 33849 164669 351291

London Insurance Market 50409 210203 1849639

Other Insurance Discontinued Lines 596750

Toms 183755 827888 5492339

The following table summarizes segment earned premiums by major product grouping

Prof essionalj

dollars in thousands Property Casualty Products Liability Other Consolidated

Year Ended December 31 2009

Excess and Surplus Lines 174046 233955 322822 209275 940098

Specialty Admitted 131362 130566 41969 303897

London Insurance Market 200410 46327 190394 135307 572438

Other Insurance

Discontinued Lines 598 598

Eun.wu Panrviiurvis 505818 410848 513216 385953 1815835

Year Ended December 31 2008

Excess and Surplus Lines 182114 326260 354053 227540 1089967

Specialty Admitted 140650 131716 43398 315764

London Insurance Market 204722 48713 243050 119343 615828

Other Insurance

Discontinued Lines 625 625

EARNED PRcivuuMs 527486 506689 597103 390906 2022184

Year Ended December 31 2007

Excess and Surplus Lines 168461 372148 356822 257342 1154773

Specialty Admitted 134780 136972 48392 320144

London Insurance Market 205257 64330 257366 113472 640425

Other Insurance

Discontinued Lines 1952 1952

EAiNEDPREMIuMs $508498 $573450 $614188 $421158 $2117294
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The following table reconciles segment assets to the Companys consolidated balance sheets

December 31

dollars in thousands 2009 2008 2007

Segment Assets

Investing 7844052 6892005 7774424

Underwriting 2214991 2569234 2346213

TOTAL SEGrvin\J-r ASSETS 10059043 9461239 10120637

Non-insurance operations 182853 50815 43135

TOTAL ASSETS 10241896 9512054 10163772

The Company maintains defined contribution plan for employees of its United States insurance

operations the Markel Corporation Retirement Savings Plan in accordance with Section 401k of the

Internal Revenue Code Employees of the Companys non-insurance subsidiaries are provided

post-retirement benefits under separate plans The Company also provides another defined contribution

plan for Markel International employees This plan is in line with local market terms and conditions of

employment Expenses relating to the Companys defined contribution plans were $13.1 million $13.1

million and $11.9 million in 2009 2008 and 2007 respectively

The Terra Nova Pension Plan is defined benefit plan which covers Markel Intemational employees

who meet the eligibiity conditions set out in the plan The plan has been closed to new participants since

2001 The cost of providing pensions for employees is charged to earnings over the average working life of

employees according to actuarial recommendations Final benefits are based on the employees years of

credited service and the higher of pensionable compensation received in the calendar
year preceding

retirement or the best average pensionable compensation received in any
three consecutive years in the ten

years preceding retirement The Company uses December 31 as the measurement date for the Terra

Nova Pension Plan

Markel Syndicate Management also provided certain Markel Intemational employees with one of two

defined benefit plans Markel Syndicate Management Plans which up until the Companys withdrawal

in 2008 were run in connection with the multi-employer Lloyds Superannuation Scheme the Scheme

The Markel Syndicate Management Plans which are closed to new participants are similar in operation

to the Terra Nova Pension Plan although the benefit structure differs In 2008 the Company successfully

negotiated its withdrawal from the Scheme In accordance with the terms of withdrawal the Companys

obligations under the Markel Syndicate Management Plans and the associated plan assets were transferred

into the Terra Nova Pension Plan At the time of this transfer the Companys portion of the Schemes

assets approximated its estimated projected benefit obligation The Companys contributions to the

Scheme were $0.4 million in both 2008 and 2007
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Eioye The following table summarizes the funded status of the Terra Nova Pension Plan and the amounts

eofit
recognized on the accompanying consolidated balance sheets of the Company

FDS Years Ended December 31

ClltlUl dollars in thousands 2009 2008

Change in projected benefit obligation

Projected benefit obligation at beginning of period 93442 110568

Service cost 1374 1940

Interest cost 5881 5850

Participant contributions 148 140

Benefits paid 2719 2649

Actuarial loss gain 17210 8904

Effect of foreign currency rate changes 9716 30408

Transfer in of the Schemes projected benefit obligation 16905

PR0JEcmD Bnr OBUGAnoN AT Ern OF Yx 125052 93442

Change in plan assets

Fair value of plan assets at beginning of period 86064 102936

Actual gain loss on plan assets 20823 14844

Employer contributions 6829 13068

Participant contributions 148 140

Benefits paid 2719 2649

Effect of foreign currency rate changes 8947 29492

Transfer in of the Schemes assets 16905

FAix VALUE OF PLAN ASSETS AT Ern OF YMx 120092 86064

Funded status of the plan 4960 7378

Net actuarial pension loss 47882 46473

Tor 42922 39095

Net actuarial pension loss is recognized as component of accumulated other comprehensive income net

cf tax benefit of $13.4 millionand $16.3 millionin 2009 and 2008 respectively The liabffity for pension

benefits or the funded status of the plan is included in other liabilities on the consolidated balance sheets

The following table summarizes the components of net periodic benefit cost and the weighted average

assumptions for the Terra Nova Pension Plan

Years Ended December31

dollars in thousands
2009 2008 2007

Components of net periodic benefit cost

Service cost 1374 1940 2183

Interest cost 5881 5850 5554

Expected return on plan assets 6877 7208 7298

Amortization of net actuarial pension loss 1990 1602 1917

NET PamoDlc Bsrrr CosT 2368 2184 2356

Weighted average assumptions as of December 31

Discount rate 5.8% 6.0% 5.8%

Expected return on plan assets 7.2% 7.2% 7.5%

Rate of compensation increase 4.5% 4.5% 5.3%



Markel Corporation Subsidiaries

@TES TU HtJACIAL STATEMENTS

Eoyel The projected benefit obligation and the net periodic benefit cost are determined by independent actuaries

RDC1t
using assumptions provided by the Company In determining the discount rate the Company uses the

current yield on bigh-quality fixed-income investments that have maturities corresponding to the

OIl

anticipated timing of estlinated defined benefit payments The Companys discount rate approximates

frlrltilled bond yield from published index that includes AX rated corporate bonds with maturities of 15 years or

more The expected return on plan assets is estimated based upon the anticipated average yield on the

plan assets Asset returns reflect managements belief that 4.5% is reasonable rate of return to anticipate

for fixed maturities given current market conditions and future expectations In addition the expected

return on plan assets includes an assumption that equity securities will outperform fixed maturities by

approximately 3.5% over the long term The rate of compensation increase is based upon bistorical

experience and managements expectation of future compensation

Managements discount rate and rate of compensation increase assumptions at December 31 2009 were

used to calculate the Companys projected benefit obligation Managements discount rate expected

return on plan assets and rate of compensation increase assumptions at December 31 2008 were used to

calculate the net periodic benefit cost for 2009 The Company estimates that net periodic benefit cost in

2010 wifi include an expense of $2.0 million resulting from the amortization of the net actuarial pension

loss included as component of accumulated other comprehensive income at December 31 2009

The fair values of each of the plans assets are measured using quoted prices in active markets for identical

assets which represent Level inputs within the fair value hierarchy established in FASB ASC 820-10

The following table summarizes the fair value of plan assets as of December 31 2009

December 31

dollars in thousands 2009

Plan assets

Fixed maturity index funds 24535

Equity security index funds 95538

Cash and cash equivalents 19

ToTal 120092

The Companys target asset allocation for the plan is 73% to 77% equity securities and 23% to 27% fixed

maturities At December 31 2009 the actual aliocation of assets in the plan was 80% equity securities

and 20% fixed maturities At December 31 2008 the actual allocation of plan assets was 75% equity

securities and 25% fixed maturities

Investments are managed by third-party investment manager Equity securiries are invested in two

index funds that are allocated 65% to shares of United Kingdom companies and 35% to companies

in other markets The primary objective of investing in this fund is to earn rates of return that are

consistently in excess of inflation Investing in equity securities historically has provided rates of return

that are higher than investments in fixed maturities As the Companys obligations under this pension

plan are expected to be paid out over period in excess of thirty years the Company primarily invests in

equity securities Fixed maturity investments are allocated between four index funds two that include

United Kingdom government securities one that includes securities issued by other foreign govermnents

and one that includes United Kingdom corporate securities The assets in these funds are invested to meet

the Companys obligations for current pensioners and those individuals nearing retirement The plan does

not invest in the Companys common shares



At December 31 2009 and 2008 the fair value of plan assets exceeded the plans accumulated benefit

obligation of $105.8 million and $79.9 million respectively The Company expects to make plan

contributions of $6.9 million in 2010

The benefits expected to be paid in each year
from 2010 to 2014 are $2.4 nilllion $2.5 mfflion $2.6

million $2.7 millionand $2.8 million respectively The aggregate benefits expected to be paid in the

five years from 2015 to 2019 are $15.1 million The expected benefits to be paid are based on the same

assumptions used to measure the Companys projected benefit obligation at December 31 2009 and

include estimated future employee service

21 F1orkel
The following parent company only condensed financial information reflects the financial condition

results of operations and cash flows of Markel Corporation

CBWENSE BALAE SHEETS

dollars in thousands

Ass

Investments available-for-sale at estimated fair value

Fixed maturities amortized cost of $233932 in 2009

and$217994in2008 249640 212592

Equity securities cost of $218103 in 2009 and $224797 in 2008 304416 264429

Short-term investments estimated fair value approximates cost 179986 119995

Investments in affiliates 43633

Tomi INVESTMENTS 777675 597016

Cash and cash equivalents 243182 53578

Investments in consolidated subsidiaries 2677419 2173009

Notes receivable from subsidiaries 66517 27429

Income taxes receivable 21899 42977

Net deferred tax asset 18706

Other assets 65879 63036

Tomi ASSETS 3852571 2975751

LIABILITIEs AND SHAREHOLDERS EQUITY

Senior long-term debt 936242 688509

Net deferred tax liabifity 27644

Other liabilities 114325 106568

Tomt LI.n.mEs 1078211 795077

Tomi S1caxHoLDERs EQuiTY 2774360 2180674

Toni LcuuLmES tu SIIumoLDERS EQuny 3852571 2975751
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CONUESEO STATEMENTS OF OPERATEOS AHO COMPREMESEE INCOME LOSS

Years Ended December 31

2009 2008 2007

dollars in thousands

REVENUES

Net investment income 21899 5432 16605

Dividends on common stock of

consolidated subsidiaries 44048 246346 362388

Net realized investment gains losses

Other-than-temporary impairment losses 28185 63043 825
Net realized investment gains losses excluding

other-than-temporary impairment losses 4201 62281 35279

Net realized investment gains losses 23984 125324 34454

Other

ToTAl REvENUEs 41967 126456 413450

EXPENSES

Interest 52286 47357 56233
Other 4764 2336 3021

Toni ExPENsEs 57050 49693 59254

INcoME Loss BEF0an EQuity IN UNasmIBumD

Eklm1Trccs OF CoNsoLnAmD SUB5IDIARm5

AND INcOME TAxEs 15083 76763 354196

Eqinty in undistributed earnings of

consolidated subsidiaries 203822 218823 45951
income tax benefit 12899 83293 5522

NET INCOME LOSS TO SHAREHOLDERS 201638 58767 405669

OTHER COMPREHENSIVE INCOME LOSS TO SHAREHOLDERS

Change in net unrealized gains on investments net of taxes

Net holding gains losses arising during the period 27516 92656 14927

Consolidated subsidiaries net holding

gains losses arising during the period 299443 502111 48565
Consolidated subsidiaries unrealized

other-than-temporary impairment losses

on fixed maturities arising during the period 5405
Reclassification adjustments for net gains losses

included in net income loss to shareholders 6043 81403 24040
Consolidated subsidiaries reclassification

adjustments for net gains losses included

in net income loss to shareholders 46840 183495 16283

Change in net unrealized gains on

investments net of taxes 374437 329869 73961

Change in currency translation adjustments net of taxes 22532 19558 1973
Consolidated subsidiaries change in currency

translation adjustments net of taxes 41720 27451 5766

Change in net actuarial pension loss net of taxes 460 726 166
Consolidated subsidiaries change in net

actuarial pension loss net of taxes 4728 7466 1712

Toni OThER CorvIRrnENswE INcoME Loss

TO SaaxuoLnERs 389357 344502 68622

COMPREHENSIVE INCOME LOSS
TO SHAREHOLDERS 590995 $403269 337047

15
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CUESEU STATEMENTS CASH FLg\.NS

Years Ended December 31

2009 2008 2007

dollars in thousands

O1ERATING ACTIVITIES

Net income loss to shareholders 201638 58767 405669

Adjustments to reconcile net income loss

to shareholders to net cash provided

by operating activities 124388 239739 29783

NET CASH PRovIDED BY OPERATING Acrwrrns 77250 180972 375886

INVESTING ACTIVITIES

Proceeds from sales of fixed maturities

and equity securities 30233 314544 229065

Proceeds from maturities calls and

prepayments of fixed maturities 10597 19253 24749

Cost of fixed maturities and equity

securities purchased 59410 286766 556475

Net change in short-term investments 59736 119698 30675

Decrease increase in notes receivable due

from subsidiaries 39088 5700

Capital contributions to subsidiaries 127094 138406

Return of capital from subsidiaries 101715 109949

Acquisitions 8552

Additions to property and equipment 12360 9764 1777

Other 20766 22350 977

NET CASH USED BY IN\TESTING Ac-nvmvs 134377 127538 283292

FINANCING ACTIVITIES

Additions to senior long-term debt 497172 100000

Repayments and retirement of senior long-term debt 250000 93050 73032

Retirement of Junior Subordinated Deferrable

Interest Debentures 111012

Repurchases of common stock 60601 24210

Other 441

NET CAsH PRovIDED USED BY

FwucNG AcvrvmEs 246731 53651 208254

Increase decrease in cash and cash equivalents 189604 217 115660

Cash and cash equivalents at beginning of year 53578 53795 169455

CASH AI CAsH EQuIvALENTs AT ENt OF YEx 243182 53578 53795
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21 UeHvotves In 2007 the Company entered into credit default
swap agreement under which third party credit risk

was transferred from counterparty to the Company in exchange for $30.0 million The Company

entered into the credit default swap agreement for investment purposes The initial notional amount of

the credit default swap was $50.0 million which represented the Companys aggregate exposure to losses

if specified credit events involving third party reference entities occur These third party reference entities

are specified under the terms of the agreement and represent portfolio of names upon which the

Company has assumed credit risk from the counterparty The Companys exposure to loss from any one

reference entity is limited to $20.0 million The credit default swap has scheduled termination date of

December 2014

The credit default swap is accounted for as derivative instrument and is recorded at fair value with any changes

in fair value recorded in net investment income At December31 2009 and 2008 the credit default swap had

fair value of $27.0 million and $30.0 million respectively The fair value of the credit default swap is determined

by the Company using an extenmi valuation model that is dependent upon several inputs including changes in

interest rates credit spreads expected default rates changes in credit quality future expected recovery rates and

other market factors The fair value of the credit default
swap is included in other liabilities on the consolidated

balance sheets Net investment income in 2009 included favorable change in the fair value of the credit default

swap of $3.0 millionNet investment income in 2008 included an adverse change in the fair value of the credit

default swap of $13.7 million

Since entering into the credit default swap agreement the Company has paid $16.9 million to settle its

obligations related to credit events These payments reduced the Companys liability
related to its credit default

swap as result the notional amount for which the Company has
exposure

decreased to $33.1 million

See notes 2h and 13 for further discussion of the Companys credit default swap

The Company has foreign currency exchange rate risk associated with its assets and liabilities and manages

this risk primarily by matching assets and liabthties in each foreign currency as closely as possible To assist

with the matching of assets and liabilities in foreign currencies the Company periodically purchases foreign

currency forward contracts The Companys forward contracts are designated as hedges of net investments in

foreign operations and are recorded at fair value with the changes in fair value recorded in currency

translation adjustments as part of other comprehensive income loss Cenerally the Companys forward

contracts have maturities of three months At December 31 2009 the Company held two contracts

outstanding with an aggregate notional amount of $40.6 million and fair value of $1.4 million At December

31 2008 the Company held two contracts outstanding with an aggregate notional amount of $64.8 million

and fair value of $0.9 million Realized gains on forward contracts were $1.0 million and $1.4 million for

2009 and 2008 respectively and were recorded as currency translation adjustments

The Company had no other material derivative instruments at December 31 2009



22 Acusits Lnsurance Acquisition On October 2009 the Company acquired Effiott Special Risks Ll

Canadian managing general agent that provides insurance underwriting and administrative services to

insurers In connection with this acquisition the Company paid approximately $70 million and

recognized goodwifi of $42.9 millionand intangible assets of $26.8 million Results attributable to this

acquisition will be included in the London Insurance Market segment As result of this acquisition

Markel International expects to significantly increase its share of the premium writings produced by

Effiott Special Risks LP in 2010

Non-insurance Acquisitions On October 29 2009 the Company acquired Panel Specialists Inc

company based in Temple Texas that manufactures panels wall systems casework furniture and other

related products On November 30 2009 the Company acquired controlling interest of 80.1% in

Ellicott Dredge Enterprises LLC manufacturer of dredging equipment for both domestic and

international markets which is headquartered in Baltimore Maryland Also during 2009 ParkLand

Ventures Inc subsidiary that acquires and operates manufactured housing coniinunities throughout

the United States made several acquisitions Total consideration for these acquisitions was

approximately $95 million and the Company recognized goodwifi of $20.2 millionand intangible assets

of $52.1 million

The Companys strategy in acquinng controlling interests in businesses that operate outside of the

specialty insurance marketplace is simiar to the Companys strategy for purchasing equity securities

The Company seeks to invest in profitable companies with honest and talented management that

exbibit reinvestment opportunities and capital discipline at reasonable prices

The operating revenues and expenses for the acquisitions completed during 2009 are included in

other revenues and other expenses in the consolidated statements of operations and comprehensive

income loss
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The Board of Directors and Shareholders

Markel Corporation

We have audited the accompanying consolidated balance sheets of Markel Corporation and subsidiaries

the Company as of December 31 2009 and 2008 and the related consolidated statements of operations

and comprehensive income loss changes in equity and cash flows for each of the years in the

three-year period ended December 31 2009 These consolidated financial statements are the

responsibility of the Companys management Our responsibility is to express an opinion on these

consolidated financial statements based on our audits

We conducted our audits in accordance with the standards of the Public Company Accounting

Oversight Board United States Those standards require that we plan and perform the audit to obtain

reasonable assurance about whether the financial statements are free of material misstatement An

audit includes examining on test basis evidence supporting the amounts and disclosures in the

financial statements An audit also includes assessing the accounting principles used and significant

estimates made by management as well as evaluating the overall financial statement presentation We

believe that our audits provide reasonable basis for our opinion

In our opinion the consolidated financial statements referred to above present fairly in all material

respects the financial position of Markel Corporation and subsidiaries as of December 31 2009 and

2008 and the results of their operations and their cash flows for each of the
years in the three-year

period ended December 31 2009 in conformity with U.S generally accepted accounting principles

As discussed in note to the consolidated financial statements the Company adopted Financial

Accounting Standards Board FASB Accounting Standards Codffication ASC 320-10-65 related to the

recognition and presentation of other-than-temporary impairment of investments on April 2009 As

discussed in note to the consolidated financial statements the Company adopted the provisions of

FASB ASC 740-10 related to accounting for uncertainty in income taxes on January 2007

We also have audited in accordance with the standards of the Public Company Accounting Oversight

Board United States Markel Corporations internal control over financial reporting as of December 31

2009 based on criteria established in Internal ControlIntegrated Framework issued by the

Committee of Sponsoring Organizations of the Treadway Commission COSO and our report dated

March 2010 expressed an unqualified opinion on the effectiveness of the Companys internal control

over financial reporting

Pic LLP

Richmond Virginia

March 2010



REPORT OF NOEPENOENT REGISTEREO PUBLIC ACCOUNTING HRM

The Board of Directors and Shareholders

Markel Corporation

We have audited Markel Corporations the Company internal control over financial reporting as of

December 31 2009 based on criteria established in Internal ControlIntegrated Framework issued by

the Committee of Sponsoring Organizations of the Treadway Commission COSO The Companys

management is responsible for maintaining effective internal control over financial reporting and for its

assessment of the effectiveness of internal control over financial reporting included in the

accompanying Managements Report on Internal Control over Financial Reporting Our responsibility

is to express an opinion on the Companys internal control over financial reporting based on our audit

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight

Board United States Those standards require that we plan and perform the audit to obtain reasonable

assurance about whether effective internal control over financial reporting was maintained in all

material respects Our audit included obtaining an understanding of internal control over financial

reporting assessing the risk that material weakness exists and testing and evaluating the design and

operating effectiveness of internal control based on the assessed risk Our audit also included

performing such other procedures as we considered necessary in the circumstances We believe that our

audit provides reasonable basis for our opinion

companys internal control over financial reporting is process designed to provide reasonable

assurance regarding the reliability of financial reporting and the preparation of financial statements for

external purposes in accordance with generally accepted accounting principles companys internal

control over financial reporting includes those policies andprocedures that pertain to the

maintenance of records that in reasonable detail accurately and fairly reflect the transactions and

dispositions of the assets of the company provide reasonable assurance that transactions are

recorded as necessary to permit preparation of financial statements in accordance with generally

accepted accounting principles and that receipts and expenditures of the company are being made only

in accordance with authorizations of management and directors of the company and provide

reasonable assurance regarding prevention or timely detection of unauthorized acquisition use or

disposition of the companys assets that could have material effect on the financial statements

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

misstatements Alio projections of any evaluation of effectiveness to future periods are subject to the

risk that controls may become inadequate because of changes in conditions or that the deee of

compliance with the policies or procedures may deteriorate
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In our opinion Markel Corporation maintained in all material respects effective internal control

over financial reporting as of December 31 2009 based on criteria established in Internal

ControlIntegrated Framework issued by the Committee of Sponsoring Organizations of the

Treadway Commission

We also have audited in accordance with the standards of the Public Company Accounting Oversight

Board United States the consolidated balance sheets of Markel Corporation and subsidiaries as of

December 31 2009 and 2008 and the related consolidated statements of operations and comprehensive

income loss changes in equity and cash flows for each of the years in the three-year period ended

December 31 2009 and our report dated March 2010 expressed an unqualified opinion on those

consolidated financial statements

LLP

Richmond Virginia

March 2010
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Management is responsible for establishing and maintaining adequate internal control over financial

reporting as defined in Rule 13a-15f under the Securities Exchange Act of 1934 Our internal control

over financial reporting is process designed to provide reasonable assurance regarding the reliability of

financial reporting and the preparation of financial statements for external purposes in accordance with

generally accepted accounting principles

Management does not expect that its internal control over financial reporting wifi prevent all error and all

fraud control system no matter how well conceived and operated can provide only reasonable not

absolute assurance that the objectives of the control system are met Internal control over financial

reporting is process that involves human diligence and compliance and is subject to lapses in judgment

and breakdowns resulting from human failures Because of the inherent limitations in all control systems

no evaluation of controls can provide absolute assurance that all control issues and instances of fraud if

any have been detected The design of any system of internal control over financial reporting also is based

in part upon certain assumptions about the likelihood of future events and there can be no assurance that

any design wifi succeed in achieving its stated goals under all potential future conditions

Under the supervision and with the participation of management including the Chief Executive Officer

an.d the Chief Financial Officer we evaluated the effectiveness of our internal control over financial

reporting as of December 31 2009 based on criteria established in Internal ControlIntegrated

Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission COSO
Based on our evaluation we have concluded that we maintained effective internal control over financial

reporting as of December 31 2009

KPMG LLP our independent registered public accounting firm has issued an attestation report on the

effectiveness of the companys internal control over financial reporting which is included herein

Alan Kirshner Richard Whitt ifi

Chief Executive Officer Chief Financial Officer

March 2010
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The following table presents the unaudited quarterly results of consolidated operations for 2009

2008 and 2007

Quarters Ended

dollars in thousands except per share amounts Mar 31 June30 Sept.30 Dec 31

2009

Operating revenues 495177 522432 500349 551368

Net income 16436 33030 59211 93742

Net income to shareholders 16358 32798 59126 93356

Comprehensive income loss

to shareholders 1996 171869 339859 81263

Net income per
share

Basic 1.67 3.34 6.02 9.51

Diluted 1.67 3.34 6.02 9.49

Common stock price ranges

High 317.75 316.00 363.00 347.50

Low 208.77 255.37 266.91 316.85

2008

Operating revenues 520222 645003 434204 377154

Net income loss 33976 82315 142115 32610

Net income loss to shareholders 33988 82242 142287 32710

Comprehensive loss to shareholders 19889 93698 158822 130860

Net income loss per
share

Basic 3.42 8.30 14.46 3.33

Diluted 3.41 8.29 14.46 3.33

Common stock price ranges

High 492.97 458.31 480.00 392.38

Low 394.99 367.00 315.90 234.23

2007

Operating revenues $637972 678981 633076 600550

Net income 98746 121334 92349 93448

Net income to shareholders 98674 121201 92353 93441

Comprehensive income to shareholders 76681 70192 111548 78626

Net income per share

Basic 9.89 12.17 9.28 9.38

Diluted 9.88 12.15 9.26 9.36

Common stock price ranges

High 505.89 496.01 521.99 554.95

Low 461.17 454.83 457.50 456.01
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The accompanying consolidated financial statements and related notes have been prepared in

accordance with U.S generally accepted accounting principles U.S GAAP and include the

accounts of Markel Corporation and all subsidiaries For discussion of our significant accounting

policies see note of the notes to consolidated financial statements

Critical accounting estimates are those estimates that both are important to the portrayal of our

financial condition and results of operations and require us to exercise significant judgment The

preparation of financial statements in accordance with U.S GAAP requires us to make estimates

and assumptions that affect the reported amounts of assets liabilities revenues and expenses and

the disclosure of material contingent assets and liabilities including litigation contingencies These

estimates by necessity are based on assumptions about numerous factors

We review our critical accounting estimates and assumptions quarterly These reviews include

evaluating the adequacy of reserves for unpaid losses and loss adjustment expenses the reinsurance

allowance for doubtful accounts and income tax liabilities as well as analyzing the recoverability of

deferred tax assets assessing goodwifi for impairment and evaluating the investment portfolio for

other-than-temporary declines in estimated fair value Actual results may differ materially from the

estimates and assumptions used in preparing the consolidated financial statements

Unpaid Losses and Loss Adjustment Expenses

Our consolidated balance sheet included estimated unpaid losses and loss adjustment expenses of

$5.4 billion and reinsurance recoverable on unpaid losses of $0.9 billion at December 31 2009

compared to $5.5 billion and $1.0 billion respectively at December 31 2008 We do not discount

our reserves for losses and loss adjustment expenses to reflect estimated present value

We accme liabilities for unpaid losses and loss adjustment expenses based upon estimates of the

ultimate amounts payable We maintain reserves for specific claims incurred and reported case

reserves and reserves for claims incurred but not reported JIBNR reserves

Reported claims are in various stages of the settlement process and the corresponding reserves for

reported claims are based primarily on case-by-case evaluations of the individual claims Case

reserves consider our estimate of the ultimate cost to settle the claims including investigation and

defense of lawsuits resulting from the claims and may be subject to adjustment for differences

between costs originally estimated and costs subsequently re-estimated or incurred Each claim is

settled individually based upon its merits and some claims may take years to settle especially if

legal action is involved

As of any balance sheet date all claims have not yet been reported and some claims may not be

reported for many years As result the liability for unpaid losses and loss adjustment expenses

includes significant estimates for incurred but not reported claims

U.S CAAP requires that IBNR reserves be based on the estimated ultimate cost of settling claims

including the effects of inflation and other social and econoimc factors using past experience

adjusted for current trends and any
other factors that would modify past experience IBNR reserves

are generally calculated by subtracting paid losses and case reserves from estimated ultimate losses

IBNR reserves were 60% of total unpaid losses and loss adjustment expenses at December 31 2009

compared to 61% at December31 2008
86
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Our liabilities for unpaid losses and loss adjustment expenses can generally be categorized into two

distinct groups short-tail business and long-tail business Short-tail business refers to lines of

business such as property accident and health motorcycle watercraft and marine hull
exposures

for which losses are usually known and paid shortly after the loss actually occurs Long-tail business

describes lines of business for which specific losses may not be known and reported for some period

and losses take much longer to emerge Given the time frame over which long-tail exposures are

ultimately settled there is greater uncertainty and volatility in these lines than in short-tail lines of

business Our long-tail coverages consist of most casualty lines including professional liability

directors and officers liability products liability general liability and excess and umbrella

exposures Some factors that contribute to the uncertainty and volatility of long-tail casualty

programs and thus require significant degree of judgment in the reserving process include the

inherent uncertainty as to the length of reporting and payment development patterns the possibility

of judicial interpretations or legislative changes that might impact future loss experience relative to

prior loss experience and the potential lack of comparability of the undeilying data used in

performing loss reserve analyses

Our ultimate liability may be greater or less than current reserves Changes in our estimated

ultimate liability for loss reserves generally occur as the result of the
emergence

of unanticipated

loss activity the completion of specific actuarial or claims studies or changes in intemal or extcmal

factors We closely monitor new information on reported claims and use statistical analyses

prepared by our actuaries to evaluate the adequacy of our recorded reserves We are required to

exercise considerable judgment when assessing the relative credibility of loss development trends

Our philosophy is to establish loss reserves that are more likely redundant than deficient This

means that we seek to establish loss reserves that wifi ultimately prove to be adequate As result

if new information or trends indicate an increase in frequency or severity of claims in excess of what

we initially anticipated we generally respond quickly and increase loss reserves If howevei

frequency or severity trends are more favorable than initially anticipated we often wait to evaluate

experience in additional periods to confirm the credibility of the trend before reducing our loss

reserves In addition for long-tail lines of business trends develop over longer periods of time and

as result we give credibifity to these trends more slowly than for short-tail or less volatile lines

of business

Each quarter our actuaries prepare estimates of the ultimate liability for unpaid losses and loss

adjustment expenses based on established actuarial methods Management reviews these estimates

supplements the actuarial analyses with information provided by claims underwriting and other

operational personnel and determines its best estimate of loss reserves which is recorded in our

financial statements Our procedures for determining the adequacy of loss reserves at the end of the

year are substantially similar to the procedures applied at the end of each interim period

Additionally once year generally during the third quarter we conduct detailed review of our

liability for unpaid losses and loss adjustment expenses for asbestos and environmental AE
claims If there is significant development on AE claims in advance of the annual review such

development is considered by our actuaries and by management as part of our quarterly review

process We consider detailed annual review appropriate because AE claims develop slowly are

typically reported and paid many years after the loss event occurs and historically have exhibited

high degree of variability

Any adjustments resulting from our interim or year-end reviews including changes in estimates are

recorded as component of losses and loss adjustment expenses in the period of the change Reserve

changes that increase previous estimates of ultimate claims cost are referred to as unfavorable or

adverse development deficiencies or reserve strengthening Reserve changes that decrease previous

estimates of ultimate claims cost are referred to as favorable development or redundancies



In establishing our liabilities for unpaid losses and loss adjustment expenses our actuaries estimate

an ultimate loss ratio by accident year for each of our over 100 product lines with input from our

underwriting and claims associates In estimating an ultimate loss ratio for particular line of

business our actuaries may use one or more actuarial reserving methods and select from these

single point estimate To varying degrees these methods include detailed statistical analysis of past

claim reporting settlement activity claim frequency and severity pohcyholder loss experience

industry loss experience and changes in market conditions policy forms and exposures
The

actuarial methods we use include

Paid Loss Development This method uses historical loss payment patterns to estimate future

loss payment patterns Our actuimes use the historical loss patterns to develop factors that are

applied to current paid loss amounts to calculate expected ultimate losses

Incurred Loss Development This method uses historical loss reporting patterns to estimate

future loss reporting patterns Our actuaries use the historical loss patterns to develop factors

that are applied to current reported losses to calculate expected ultimate losses

Bornhoetter-Fergnson Paid Loss Development This method divides the projection of ultimate

losses into the portion that has already been paid and the portion that has yet to be paid The

portion that has yet to be paid is estimated as the product of three amounts the premium earned

for the exposure period the expected loss ratio and the percentage of ultimate losses that are stifi

unpaid The expected loss ratio is selected by considering historical loss rarios adjusted for any

known changes in pricing loss trends adequacy of case reserves changes in admimstrative

pracrices and other relevant factors

Bornhuetter-Perguson Incurred Loss Development This method is identical to the

Bornhuetter-Ferguson paid loss development method except that it uses the percentage of ultimate

losses that are stifi unreported instead of the percentage of ultimate losses that are stifi unpaid

Preqnency/Severity Under this method expected ultimate losses are equal to the product of the

expected ultimate number of claims and the expected ultimate
average cost per

claim Our

actuimes use historical reporting pattems
and severity patterns to develop factors that are applied

to the current reported amounts to calculate expected ultimate losses

Each actuarial method has its own set of assumptions and its own strengths and limitations with

no one method being better than the others in all situations Our actuimes select the reserving

methods that they believe wifi produce the most reliable estimate for the class of business being

evaluated Greater judgment maybe required when we introduce new product lines or when there

have been changes in claims handling practices as the statistical data available may be insufficient

In these instances we may rely upon assumptions applied to similar lines of business rely more

heavily on industry experience take into account changes in underwriting guidelines and risk

selection or review the impact of changes in claims reserving practices with claims personnel For

example in 2009 as part of the formation of shared service claims function we reassigned certain

claims handling responsibiliries to different claims personnel based upon our new product line

groupings and regional office model and we standardized certain claims handling practices We

believe these changes in claims handling practices impacted the comparability of case reserves

between periods Our actuaries considered these changes and made adjustments to data where

appropriate when establishing their actuarial point estimate in 2009

key assumption in most actuarial analyses is that past development pattems will repeat
81

themselves in the future absent significant change in internal or external factors that influence

the ultimate cost of our unpaid losses and loss adjustment expenses Our estimates reflect implicit
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and explicit assumptions regarding the potential effects of external factors including economic and

social inflation judicial decisions law changes general economic conditions and recent trends in

these factors Our actuarial analyses are based on statistical analysis but also consist of reviewing

internal factors that are difficult to analyze statistically including underwriting and claims handling

changes In some of our markets and where we act as reinsurer the timing and amount of

information reported about underlying claims are in the control of third parties This can also affect

estimates and require re-estimation as new information becomes available

As indicated above we may use one or more actuarial reserving methods which incorporate

numerous underlying judgments and assumptions to establish our estimate of ultimate loss reserves

While we use our best judgment in establishing our estimate for loss reserves applying different

assumptions and variables could lead to significantly different loss reserve estimates

Loss frequency and loss severity are two key measures of loss activity that often result in adjustments

to actuarial assumptions relative to ultimate loss reserve estimates Loss frequency measures the

number of clalins per unit of insured exposure When the number of newly reported claims is higher

than anticipated generally speaking loss reserves are increased Conversely loss reserves are

generally decreased when fewer claims are reported than expected Loss severity measures the
average

size of claim When the average severity of reported claims is higher than originally estimated loss

reserves are typically increased When the average claim size is lower than anticipated loss reserves

are typically decreased For example in each of the past three years we have experienced

redundancies on prior years loss reserves in our professional and products liability lines as resuli of

decreases in loss severity while over the same period of time we have experienced deficiencies on

prior years loss reserves related to our AE exposures as result of increases in loss frequency

and severity

Changes in prior years loss reserves including the trends and factors that impacted loss reserve

development as well as the likelihood that such trends and factors could result in future loss reserve

development are discussed in further detail under Results of Operations

Loss reserves are established for each of our product lines at managements best estimate which is

generally higher than the corresponding actuarially calculated point estimate The actuarial point

estimate represents our actuaries estimate of the most likely amount that wifi ultimately be paid to

settle the loss reserves we have recorded at particular point in time howeveL there is inherent

uncertainty in the point estimate as it is the expected value in range
of possible reserve estimates In

some cases actuarial analyses which are based on statistical analysis cannot fully incorporate all of

the subjective factors that affect development of losses In other cases managements perspective of

these more subjective factors may differ from the actuarial perspective Subjective factors where

managements perspective may differ from that of the actuaries include the credibifity and timeliness

of claims information received from third parties economic and social inflation judicial decisions

law changes changes in underwriting or claims handling practices general economic conditions the

risk of moral hazard and other current and developing trends within the insurance market including

the effects of competition As result the actuarially calculated point estimates for each of our lines

of business represent starting points for managements quarterly review of loss reserves

Managements best estimate of net reserves for unpaid losses and loss adjustment expenses exceeded

the actuarially calculated point estimate by $371 million or 8.9% at December 31 2009 compared

to $381 million or 9.3% at December 31 2008 In managements opinion the actuarially calculated

point estimate generally underestimates both the ultimate favorable impact of hard insurance

market and the ultimate adverse impact of soft insurance market Therefore the percentage by

which managements best estimate exceeds the actuarial point estimate wifi generally be higher

during soft market than during hard market



The difference between managements best estimate and the actuarially calculated point estimate in

both 2009 and 2008 is primarily associated with our long-tail business in the Excess and Surplus Lines

and London Insurance Market segments In both 2009 and 2008 managements best estimate exceeded

the actuarial point estimate as result of attributing less credibility than our actuaries to favorable

trends experienced on our long-tail lines of business in recent years During 2009 the actuarial point

estimate of loss reserves most notably on the 2003 to 2007 accident
years was reduced as result of

favorable loss reserve experience on these accident years as actual incurred losses on reported claims

have been less than we expected in our actuarial analyses In particular given the long-tail and volatile

nature of the business in the London Insurance Market segment as well as past unfavorable

development in this segment management did not incorporate this favorable trend into its best estimate

to the same extent as the actuaries Management also believes that the actuaries point estimates for the

2009 and 2008 accident years do not fully reflect the impact of soft insurance market conditions or the

current economic environment During recessionary environment the frequency of insurance claims

may increase Similarly the risk that an insured will intentionally cause or be indifferent to loss may

increase during an economic downturn and the attention to loss prevention measures may decrease

These subjective factors affect the development of losses and represent instances where managements

perspectives may differ from those of our actuaries

Management also considers the
range or variability of reasonably possible losses determined by our

actuaries when establishing its best estimate for loss reserves The actuarial ranges represent our

actuaries estimate of likely lowest amount and highest amount that will ultimately be paid to settle

the loss reserves we have recorded at particular point in time The range determinations are based on

estimates and actuarial judgments and are intended to encompass reasonably likely changes in one or

more of the factors that were used to determine the point estimates Using statistical models our

actuaries establish high and low ends of range of reasonable reserve estimates for each of our operating

segments

The following table summarizes our reserves for net unpaid losses and loss adjustment expenses
and the

actuarially established high and low ends of range of reasonable reserve estimates by segment at

December 31 2009

Low End of High End of

Net Loss Actuarial Actuarial

dollars in millions Reserves Held Range Range

Excess and Surplus Lines 2243.4 1843.0 2448.1

Specialty Admitted 330.1 266.9 337.3

London Insurance Market 1512.1 1084.6 1551.7

Other Insurance Discontinued Lines 455.1 262.8 973.8

Due to the actuarial methods used to determine the separate ranges for each segment of our business it is not

appropnate to aggregate the high or low ends of the separate ranges to determine the high and low ends of the

actuarial range on consolidated basis

Undue reliance should not be placed on these ranges of estimates as they are only one of many points of

reference used by management to determine its best estimate of ultimate losses Further actuarial

ranges may not be true reflection of the potential variability between loss reserves estimated at the

balance sheet date and the ultimate cost of settling claims Actuarial ranges are developed based on

known events as of the valuation date while ultimate losses are subject to events and circumstances

that are unknown as of the valuation date For example the Claims and Reserves table on page 111

which provides summary of historical development between originally estimated loss reserves and

ultimate claims costs ifiustrates this potential variability reflecting cumulative deficiency in net 99
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reserves of 38% for the 2000 and prior accident years significant portion of the cumulative deficiency

that occurred during those periods included adverse loss reserve development at Markel International

which we acquired in March 2000 Historically we have experienced greater volatility on acquired books

of business than on existing books of business The increases in pre-acquisition loss reserves at Markel

International were primarily associated with books of business that were not subject to our underwriting

discipline and that subsequently experienced unfavorable loss development that exceeded our initial

expectations We believe that as result of applying greater underwriting discipline including improved

risk selection and pricing on the business written since acquisition total recorded loss reserves at

Markel International are unlikely to vary to the same degree as we have experienced on the 2000 and

prior accident years

We place less reliance on the
range

established for our Other Insurance Discontinued Lines segment

than on the
ranges

established for our remaining segments The range established for our Other

Insurance Discontinued Lines segment includes exposures related to acquired lines of business many

of which are no longer being written that were not subject to our underwriting discipline and controls

Additionally AE exposures which are subject to an uncertain and unfavorable legal environment

account for approximately 50% of the loss reserves considered in the range established for our Other

Insurance Discontinued Lines segment

Our exposure to AE claims results from policies written by acquired insurance operations before their

acqinsitions The
exposure to AE claims originated from umbrella excess and commercial general

liability CGL insurance policies and assumed reinsurance contracts that were written on an occurrence

basis from the 1970s to mid-1980s Exposure also originated from claims-made policies that were

designed to cover environmental risks provided that all other terms and conditions of the policy were

met AE claims include
property damage and clean-up costs related to poliution as weli as personal

injury allegedly arising from exposure to hazardous materials After 1986 we began underwriting CCL

coverage
with pollution exclusions and in some lines of business we began using claims-made form

These changes significantly reduced our exposure to future AE claims on post-1986 business

There is significant judgment required in estimating the amount of our potential exposure from AE
claims due to the limited and variable historical data on AE losses as compared to other types of

claims the potential significant reporting delays of claims from insureds to insurance compimes and the

continuing evolution of laws and judicial interpretations of those laws relative to AE exposures Due to

these unique aspects of AE exposures the ultimate value of loss reserves for AE claims cannot be

estimated using traditional methods and is subject to greater uncertainty than other types of claims

Other factors contributing to the significant uncertainty in estimating AE reserves include

uncertainty as to the number and identity of insureds with potential exposure uncertainty as to the

number of claims filed by exposed but not ill individuals uncertainty as to the settlement values to be

paid difficulty in properly allocating responsibility and liability for the loss especially if the claim

involves multiple insurance providers or multiple policy periods growth in the number and significance

of bankruptcies of asbestos defendants uncertainty as to the financial status of companies that insured

or reinsured all or part of AE claims and inconsistent court decisions and interpretations with respect

to underlying policy intent and coverage

Due to these uncertainties it is not possible to esrimate our ultimate liability for AE exposures with

the same degree of reliability as with other types of exposures Future development will be affected by

the factors mentioned above and could have material effect on our results of operations cash flows and

financial position As of December 31 2009 our consolidated balance sheet included estimated net

reserves for AE losses and loss adjustment expenses of $229.0 mfflion We seek to establish appropriate

reserve levels for AE exposures however these reserves could increase in the future These reserves are

not discounted to present value and are forecasted to pay out over the next 50 years



Re.insurance Allowance for Doubtful Accounts

We evaluate and adjust reserves for uncollectible reinsurance based upon our collection experience the

financial condition of our reinsurers collateral held and the development of our gross loss reserves Our

consolidated balance sheets at December 31 2009 and 2008 included reinsurance allowance for doubtful

accounts of $151.3 million and $155.9 million respectively

Reinsurance recoverables recorded on insurance losses ceded under reinsurance contracts are subject to

judgments and uncertainties similar to those involved in estimating gross loss reserves In addition to

these uncertainties our reinsurance recoverables may prove
uncollectible if the reinsurers are unable or

unwilling to perform under the reinsurance contracts In establishing our reinsurance allowance for

amounts deemed uncollectible we evaluate the financial condition of our reinsurers and mointor

concentration of credit risk arising from our exposure to individual reinsurers To determine if an

allowance is necessary we consider among other factors published financial information reports from

rating agencies payment history collateral held and our legal right to offset balances recoverable against

balances we may owe Our reinsurance allowance for doubtful accounts is subject to uncertainty and

volatility due to the time lag involved in collecting amounts recoverable from reinsurers Over the period

of time that losses occur reinsurers are billed and amounts are ultimately collected economic conditions

as well as the operational and financial performance of particular reinsurers may change and these

changes may affect the reinsurers willingness and ability to meet their contractual obligation to us It is

also difficult to fully evaluate the impact of major catastrophic events on the financial stability of

reinsurers as well as the access to capital that reinsurers may have when such events occur The ceding of

insurance does not legally discharge us from our primary liability for the full amount of the policies and

we will be required to pay the loss and bear collection risk if the reinsurers fail to meet their obligations

under the reinsurance contracts

Income Taxes and Uncertain Tax Positions

TliLe preparation of our consolidated income tax provision including the evaluation of tax positions we

have taken or expect to take on our income tax returns requires significant judgment In evaluating our

tax positions we recognize the tax benefit from an uncertain tax position only if based on the teclmical

merits of the position it is more likely than not that the tax position will be sustained upon examination

by the taxing authorities Tax positions that meet the more likely than not threshold are then measured

using probability weighted approach whereby the largest amount of tax benefit that is greater than 50%

likely of being realized upon ultimate settlement is recognized The tax positions that we have taken or

expect to take are based upon the application of tax laws and regulations winch are subject to

interpretation judgment and uncertainty As result our actual liability for income taxes may differ

significantly from our estimates

We record deferred income taxes as assets or liabilities on our consolidated balance sheets to reflect the

net tax effect of the temporary differences between the carrying amounts of assets and liabilities for

financial reporting purposes and their respective tax bases Deferred tax assets are reduced by valuation

allowance when management believes it is more likely than not that some or all of the defened tax

assets will not be realized At December31 2009 and 2008 our net deferred tax asset was $161.2 million

and $369.0 million respectively The net deferred tax asset at December 31 2008 included valuation

allowance of $1.7 million We did not have valuation allowance on deferred tax assets at December 31

2009 The decrease in the net deferred tax asset in 2009 was primarily due to an increase in the deferred

tax liability related to accumulated other comprehensive income items resulting from an increase in net

unrealized gains on investments during 2009 In evaluating our ability to realize the net defened tax asset

and assessing the need for valuation allowance at December 31 2009 we have made estimates regarding

the future taxable income of our foreign subsidiaries and judgments about our ability to pursue pmdent
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and feasible tax plamæng strategies change in any of these estimates and judgments could result in the

need to record valuation allowance tbrough charge to earnings See note of the notes to consolidated

financial statements for further discussion of our consolidated income tax provision uncertain tax

positions net operating losses and valuation allowance

Goodwill

Our consolidated balance sheet as of December 31 2009 included goodwifi from acquired businesses of

$402.5 million Goodwifi is tested for impairment at least annually We completed our annual test for

impairment during the fourth quarter of 2009 based upon results of operations through September 30

2009 There were no indications of goodwill impairment during 2009

significant amount of judgment is required in performing goodwill impairment tests Such tests include

estimating the fair value of our reporting units We compare the estimated fair value of our reporting units

to their respective carrying amounts including goodwill The methods we use for estimating reporting

unit fair values may include market quotations asset and liability fair values and other valuation

techniques such as discounted cash flows and multiples of earnings or revenues With the exception of

market quotations all of these methods involve significant estimates and assumptions

Investments

We complete detailed analysis each quarter to assess whether the decline in the fair value of any

investment below its cost basis is deemed other-than-temporary All securities with unrealized losses are

reviewed For equity securities decline in fair value that is considered to be other-than-temporary is

recognized in net income loss based on the fair value of the security at the time of assessment resulting

in new cost basis for the security For fixed maturities where we intend to seli the security or it is more

likely than not that we wifi be required to sell the security before recovery of its amortized cost decline

in fair value that is considered to be other-than-temporary is recognized in net income loss based on the

fair value of the security at the time of assessment resulting in new cost basis for the security lithe

decline in fair value of fixed matimty below its amortized cost is considered to be other-than-temporary

based upon other considerations we compare the estimated present value of the cash flows expected to be

collected to the amortized cost of the security The extent to which the estimated present value of the

cash flows expected to be collected is less than the amortized cost of the security represents the

credit-related portion of the other-than-temporary impairment which is recognized in net income loss

resulting in new cost basis for the security Any remaining decline in fair value represents the non-credit

portion of the other-than-temporary impairment which is recognized in other comprehensive income

loss The discount rate used to calculate the estimated present value of the cash flows expected to be

collected is the effective interest rate imphcit for the security at the date of purchase

We consider many factors in completing our quarterly review of secimties with unrealized losses for

other-than-temporary impairment including the length of time and the extent to which fair value has

been below cost and the financial condition and near-term prospects of the issuer For equity secimties

the ability and intent to hold the secimty for period of time sufficient to allow for any anticipated

recovery is considered For fixed matimties we consider whether we intend to sell the secimty or if it

is more likely than not that we wifi be required to sell the security before recovery the implied

yield-to-matimty the credit quality of the issuer and the ability to recover all amounts outstanding

when contractually due When assessing whether we intend to sell fixed matimty or if it is likely that

we will be required to sell fixed matimty before recovery of its amortized cost we evaluate facts and

circumstances including but not limited to decisions to reposition the investment portfolio potential

92

sales of investments to meet cash flow needs and potential sales of investments to capitalize on

favorable pricing



Risks and uncertainties are inherent in our other-than-temporary decline in fair value assessment

methodology The risks and uncertainties include but are not limited to incorrect or overly optimistic

assumptions about the financial condition liquidity or near-term prospects of an issuer inadequacy of any

underlying collateral unfavorable changes in economic or social conditions and unfavorable changes in

interest rates or credit ratings Changes in any of these assumptions could result in charges to earnings in

future periods

Losses from write downs for other-than-temporary declines in the estimated fair value of investments

while potentially significant to net income loss do not have an impact on our financial position Since

our investment securities are considered available-for-sale and are recorded at estimated fair value

unrealized losses on investments are already included in accumulated other comprehensive income See

note 2b of the notes to consolidated financial statements for further discussion of our assessment

methodology for other-than-temporary declines in the estimated fair value of investments

ii usiiss

The following discussion and analysis should be read in conjunction with Selected Financial Data the

consolidated financial statements and related notes and the discussion under Risk Factors Critical

Accounting Estimates and Safe Harbor and Cautionary Statement

market and underwrite specialty insurance products and programs to variety of niche markets and

believe that our specialty product focus and niche market strategy enable us to develop expertise and

specialized market knowledge We seek to differentiate ourselves from competitors by our expertise

service continuity and other value-based considerations We compete in three segments of the specialty

insurance marketplace the Excess and Surplus Lines the Specialty Admitted and the London markets

Our financial goals are to earn consistent underwriting profits and superior investment returns to build

shareholder value

Our Excess and Surplus Lines segment writes property and casualty insurance outside of the standard

market for hard-to-place risks including catastrophe-exposed property professional liabffity products

liabffity general liability commercial umbrella and other coverages tailored for unique exposures
In 2007

our Excess and Surplus Lines segment was comprised of five underwriting units each with product-focused

specialists servicing brokers agents and insureds across the United States from their respective

underwriting unit locations In early 2008 we decided to close the Markel Re unit Markel Res excess and

umbrella program casualty facuhative placements and public entity business remained within the Excess

and Surplus Lines segment while the alternative risk transfer programs were combined with the Markel

Specialty unit in the Specialty Admitted segment In March 2009 we transitioned the four underwriting

units included in our Excess and Surplus Lines segment to customer-focused regional office model as part

of our previously announced One Markel initiative Under this new model each regional office is

responsible for serving the wholesale producers located in its region The underwriters at our regional

offices have access to and expertise in all of our product offerings and are located closer to our producers

Our Specialty Admitted segment writes risks that although unique and hard-to-place in the standard

market must remain with an admitted insurance company for marketing and regulatory reasons Our

underwriting units in this segment write specialty program insurance for well-defined niche markets and

personal and commercial property and liability coverages In 2009 our Specialty Admitted segment was

comprised of two underwriting units the Markel Specialty and Markel American Specialty Personal and

Commercial Lines units Our Specialty Admitted segment included third underwriting unit Markel

Global Marine and Energy until late 2008 when we decided to close that unit and place its programs

into run-off
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Our London Insurance Market segment writes specialty property casualty professional liability equine

and marine insurance and reinsurance on worldwide basis We participate in the London market

through Markel International which includes Markel Capital Limited and Markel International

Insurance Company Limited MIICL wholly-owned subsidiaries Markel Capital Limited is the

corporate capital provider for Markel Syndicate 3000 at Lloyds which is managed by Markel Syndicate

Management Limited wholly-owned subsidiary

Forpurposes of segment reporting the Other Insurance Discontinued Lines segment includes lines of

business that have been discontinued in conjunction with an acquisition This segment also includes

development on asbestos and environmental loss reserves

favorable insurance market is commonly referred to as hard market within the insurance industry

and is characterized by stricter coverage terms higher prices and lower underwriting capacity Periods of

intense competition which typically include broader coverage terms lower prices and excess

underwriting capacity are referred to as soft market The insurance industry experienced favorable

conditions beginning in late 2000 which continued through 2003 for most product lines During 2004

we continued to receive rate increases however the rate of increase slowed and in certain lines rates

declined In 2005 the industry showed continued signs of softening as competition became more intense

With the exception of rate increases on catastrophe-exposed business we continued to experience

increased competition and deterioration in pricing throughout 2006 and 2007 Competition in the

property and casualty insurance industry remained strong throughout 2008 We experienced further price

deterioration in virtually all of our product areas as result of this intense competition winch included

the increased presence of standard insurance companies in our markets However given the rapid

deterioration in underwriting capacity as result of the disruptions in the financial markets and losses

from catastrophes during 2008 the rate of decline in prices began to slow

In late 2008 we reviewed the pricing for all of our major product lines and began pursuing price increases

in many product areas however as result of continued sofr insurance market conditions our targeted

price increases were met with resistance in the marketplace particularly within the Excess and Surplus

Lines segment During 2009 the effects of the economic environment also contributed to the decline in

gross premium volume Premiums for many of our product lines are based upon our insureds revenues

gross receipts or payroll which have been negatively impacted by the depressed levels of business activity

that began in 2008 In 2009 we have seen the rate of decline in prices slow and have begun to experience

moderate price increases in several product lines most notably those offered by Markel International

When we belleve the prevailing market price will not support our underwriting profit targets the

business is not written As result of our underwriting discipline gross premium volume has declined

and if the competitive environment does not improve could decline further in the future

Through our wholly-owned subsidiary Markel Ventures Inc we own controlling interests in various

businesses that operate outside of the specialty insurance marketplace These businesses are viewed by

management as separate and distinct from our insurance operations Local management teams oversee

the thy-to-day operations of these companies while strategic decisions are made in conjunction with

members of our executive management team principally our Chief Investment Officer The financial

results of these companies have been consolidated in our financial statements

Our strategy in acquiring controlling interests in these private equity investments is similar to our

strategy for purchasing equity securities We seek to invest in profitable companies with honest and

talented management that exhibit reinvestment opportunities and capital discipline at reasonable

prices We intend to own the businesses acquired for long period of time



Our non-insurance operations also referred to as Markel Ventures are comprised of diverse portfolio of

companies from various industries including manufacturer of dredging equipment manufacturer of

Inh-speed bakery equipment an owner and operator of manufactured housing communities and

manufacturer of laminated furniture products

For further discussion of our lines of business principal products offered distribution channels

competition and underwriting philosophy see the discussion under Business Overview beginning

on page 12

Key PeFfoIffluoce lodicoto

We measure financial success by our ability to compound growth in book value per share at high rate of

return over long period of time We recognize that it is difficult to grow book value consistently each

year so we measure ourselves over five-year period We believe that growth in book value per
share is

the most comprehensive measure of our success because it includes all underwriting and investing

results We measure underwriting results by our underwriting profit or loss and combined ratio We

measure investing results by our total investment return These measures are discussed in greater detail

under Results of Operations

Results of Upe
The following table presents

the components of net income loss to shareholders

Years Ended December 31

dollars in thousands 2009 2008 2007

Underwriting profit 86312 14613 264392

Net investment income 259809 282148 305247

Net realized investment gains losses 96100 407594 59504

Other revenues 89782 79845 68534

Amortization of intangible assets 6698 5742 3387

Other expenses 80499 74889 63993

Interest expense 53969 48210 57236

Income tax benefit expense 3782 101395 167184

Noncontrolling interests 781 333 208

NET INCOME LOSS TO SHAREHOLDERS 201638 58767 405669

The results for 2009 improved $260.4 millioncompared to 2008 primarily due to lower net realized

investment losses as well as better underwriting performance as result of benign hurricane season

and increased underwriting profits from our international operations which were offset in part by lower

income tax benefit as compared to 2008 Net income to shareholders for 2009 included $90.0 million of

write downs for other-than-temporary declines in the estimated fair value of investments compared to

$339.2 mfflion in 2008 The results for 2008 declined $464.4 miffion compared to 2007 due to less

favorable underwriting and investment results which were offset in part by an income tax benefit in

2008 The decline in underwriting results for 2008 was primarily attributable to higher current accident

year
loss ratio in 2008 compared to 2007 due in part to $94.8 mfflion of underwriting loss related to

Hurricanes Gustav and Ike 2008 Hurricanes The components
of net income loss to shareholders are

discussed in further detail under Underwriting Results Investing Results Non-Insurance

Operations and Interest Expense and Income Taxes
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Underwriting profits are key component of our strategy to grow book value per share We believe that

the ability to achieve consistent underwriting profits demonstrates knowledge and expertise1

commitment to superior customer service and the abffity to manage insurance risk The property and

casualty insurance industry commonly defines underwriting profit or loss as earned premiums net of

losses and loss adjustment expenses and underwriting acquisition and insurance expenses We use

underwriting profit or loss as basis for evaluating our underwriting performance

The following table presents selected data from our underwriting operations

Years Ended December 31

dollars in thousands 2009 2008 2007

Gross premium volume 1905893 2212784 2358939

Net written premiums 1714409 1968496 2047762

Net retention 90% 89% 87%

Eamedpremiums 1815835 2022184 2117294

Losses and loss adjustment expenses 992863 1269025 1096203

Underwriting acquisition and insurance expenses 736660 738546 756699

Underwriting profit 86312 14613 264392

U.S GAAP COMBINED RATIOS

Excess and Surplus Lines 96% 92% 82%

Specialty Admitted 99% 106% 92%

London Insurance Market 91% 104% 93%

Other Insurance Discontinued Lines NM2 NM2 NM2
Markel Corporation Consolidated 95% 99% 88%

The U.S GAAP combined ratio is measure of underwriting performance and represents the relationship of

incurred losses loss adjustment expenses and underwriting acquisition and insurance expenses to earned

premiums combined ratio less than 100% indicates an underwriting profit while combined ratio greater than

100% reflects an underwriting loss

NMRatio is not meaningful Further discussion of Other Insurance Discontinued Lines underwriting loss

follows

The 2009 combined ratio decreased from 2008 due to more favorable development of prior years loss

reserves and lower current accident year loss ratio which were partially offset by higher expense

ratio The lower current accident year loss ratio in 2009 was due to benign hurricane season in

2009 The higher expense ratio in 2009 was primarily due to decline in earned premiums and to costs

associated with the implementation of our One Markel initiative The 2009 expense ratio included

approximately $33 million of costs associated with the implementation of our One Markel initiative

which represented points on the 2009 combined ratio The 2008 expense ratio included approximately

$20 million of costs associated with the implementation of our One Markel initiative which

represented point on the 2008 combined ratio The 2008 combined ratio included $94.8 million or

points of underwriting loss related to the 2008 Hurricanes This underwriting loss was comprised of

$91.1 millionof estimated net losses and loss adjustment expenses and $3.7 million of additional

reinsurance costs Aside from the impact of hurricane losses the 2008 combined ratio increased from

2007 due to higher current accident year loss ratios across all of our segments



We frequently review the modeling tools and the underwriting guidelines and procedures used to

underwrite catastrophe-exposed business including earthquake and wind risks Our corporate

philosophy regarding the management of property catastrophe exposure is based upon three guiding

principles for our catastrophe-exposed product lines First each product needs to produce sufficient

underwriting profit so that it can absorb catastrophe losses and meet our return goals over five-year

period Second we want to limit our overall catastrophe exposure so that in an active catastrophe year

such as 2008 we would be able to absorb the catastrophe losses and stifi produce consolidated

underwriting profit Third given an extreme catastrophic event we want to protect the financial

strength of the company

The hurricane losses we experienced during 2008 were within the limits of our risk appetite which

reflects our efforts to restructure our catastrophe-exposed classes of business following Hurricanes

Katrina Rita and Wilma 2005 Hurricanes in 2005 We instituted stricter underwriting guidelines in

2009 including significantly increasing prices on catastrophe-exposed business When we could not

achieve pricing levels that supported our underwriting targets we reduced our aggregate catastrophe

exposure

The 2009 combined ratio included $235.3 million of favorable development on prior years loss reserves

compared to $163.8 millionin 2008 and $197.3 million in 2007 The favorable development on prior

years loss reserves during the past three years was primarily due to loss reserve redundancies at Markel

International and on our professional and products liability programs within the Excess and Surplus

Lines segment Loss reserve redundancies at Markel International were $108.1 million $58.3 million

arid $49.4 millionin 2009 2008 and 2007 respectively Loss reserve redundancies on our professional

and products liability programs
within the Excess and Surplus Lines segment were $97.5 million $91.3

million and $117.2 millionin 2009 2008 and 2007 respectively

Over the past three
years we have experienced significant redundancies in prior years loss reserves on

the 2003 to 2007 accident years The product lines that have produced these redundancies are primarily

long-tail books of business that take many years to fully develop The positive trend in these prior years

loss reserves was partially the result of the more favorable rates and terms associated with the hard

insurance market that we experienced from 2000 through 2004 Although the favorable rates and terms

obtained during the hard insurance market created expectations of improved underwriting results the

full impact from this favorable environment could not be quantified when we initially established loss

reserves for these years Additionally actual claims reporting patterns have been more favorable than

we initially anticipated in our actuarial analyses

In connection with our quarterly reviews of loss
reserves the actuarial methods we used have exhibited

favorable trend for the 2003 to 2007 accident
years This trend was observed using statistical analysis

of actual loss experience for those
years particularly with regard to our long-tail books of business

wfthin the Excess and Surplus Lines and London Insurance Market segments which developed more

favorably than we had expected based upon our historical experience As actual losses experienced on

these accident years have continued to be lower than anticipated it has become more likely that the

underwriting results wifi prove to be better than originally estimated Additionally as most actuarial

methods rely upon historical reporting patterns the favorable trends experienced on earlier accident

years have resulted in re-estimation of our ultimate incurred losses on more recent accident years

When we experience loss frequency or loss severity trends that are more favorable than we initially

anticipated we often evaluate the loss experience over period of several years in order to assess the

relative credibility of loss development trends In each of the past three years based upon our

evaluations of claims development patterns in our long-tail and often volatile lines of business we

gave greater credibility to the favorable trend As result our actuaries reduced their estimates of

ultimate losses and management reduced prior years loss reserves accordingly
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While we believe it is possible that there wifi be additional redundancies on prior years loss reserves

in 2010 we caution readers not to place undue reliance on this favorable trend In 2004 we began to

see softening of the insurance market and experienced slow down in the rate of increase in prices

as result of increased competition Competition remained strong in 2005 and increased further

from 2006 through 2009 resulting in deterioration in pricing over this period of time Additionally

earned premiums have declined each of the past three years since 2006 Similar to the impact of the

hardening of the insurance market that began in 2000 the impact of the softening insurance market

on our underwriting results cannot be fully quantified in advance

The following discussion provides more detail by segment of the underwriting results described

above This segment-based discussion is supplemented by summary of prior years loss reserve

development beginning on page 102

Excess and Surplus Lines Segment

The Excess and Surplus Lines segments combined ratio for 2009 was 96% compared to 92%

including points of losses on the 2008 Hurricanes in 2008 and 82% in 2007 The combined ratio

increased in 2009 due to higher expense ratio and higher current accident year loss ratio on

non-catastrophe-exposed lines of business which were partially offset by more favorable

development of prior years loss reserves compared to 2008 The higher expense ratio in 2009 was

primarily due to decline in earned premiums and to costs associated with the implementation of

our One Markel initiative The higher current accident year
loss ratio in 2009 was due in part to

higher than expected incurred losses during 2009 in certain professional liability programs most

notably our architects and engineers book of business as result of recent economic conditions The

combined ratio increased in 2008 due to higher current accident year loss ratio and lower favorable

development of prior years loss reserves than in 2007 In addition to the effects of the 2008

Hurricanes the higher current accident year loss rario in 2008 was primarily attributable to soft

insurance market conditions which have resulted in price deterioration across most of our product

lines and increased claims costs

in 2009 the Excess and Surplus Lines segments results included $130.8 million of favorable

development on prior years loss reserves compared to $118.8 million in 2008 and $154.0 million in

2007 The redundancies on prior years loss reserves experienced within the Excess and Surplus Lines

segment during 2009 2008 and 2007 were primarily on our professional and products liability

programs
due to lower loss severity than originally anticipated As the average claim severity

estimates on these long-tailed books of business have decreased our actuarial estimates of the

ultimate liability for unpaid losses and loss adjustment expenses were reduced and management

reduced prior years loss reserves accordingly in 2009 the increase in favorable development on prior

years loss reserves compared to 2008 was primarily due to less adverse loss reserve development at

the Markel Re unit in 2008 the decrease in favorable development on prior years loss reserves

compared to 2007 was primarily due to lower redundancies on our professional and products liability

programs
and greater adverse loss reserve development at the Markel Re unit

The favorable development of prior years loss reserves during 2009 included $97.5 million of

redundancies on our professional and products liabthty programs of which $91.0 million was on the

2004 to 2008 accident years The favorable development of prior years loss reserves during 2008

included $91.3 million of redundancies on our professional and products liability programs of which

$84.9 million was on the 2004 to 2007 accident years The favorable development of prior years loss

reserves during 2007 included $117.2 million of redundancies on our professional and products

liability programs of which $107.6 million was on the 2002 to 2006 accident years
in 2009 and 2008

these prior year loss reserve redundancies have decreased compared to 2007 due to soft insurance



market conditions which resulted in deterioration in pricing on these programs in recent years The

favorable development experienced in 2009 2008 and 2007 on these predominantly long-tail books of

business was primarily the result of lower loss severity than was originally anticipated In each of the

periods presented the product lines that produced the majority of the redundancy were the specified

medical medical malpractice and products liability programs In 2009 the average claim severity

estimate on the 2004 to 2008 accident years for these product lines declined by 13% compared to 2008

In 2008 the
average claim severity estimate on the 2004 to 2007 accident years for these product lines

declined by 17% compared to 2007 As result of these decreases in severity our actuarial estimates of

the ultimate liability for unpaid losses and loss adjustment expenses were reduced and management

reduced prior years loss reserves accordingly

The favorable development of prior years loss reserves during 2008 included $25.6 miilion of

redundancies at the Markel Essex Excess and Surplus Lines unit of which $21.6 million was on the

2005 to 2007 accident years The favorable development of prior years loss reserves during 2007

mcluded $33.7 million of redundancies at the Markel Essex Excess and Surplus Lines unit of which

$32.3 miffion was on the 2003 to 2006 accident years In 2008 and 2007 the favorable development on

prior years loss reserves at the Markel Essex Excess and Surplus Lines unit was primarily within the

casualty programs
and resulted from better than expected case loss activity

Tlie adverse loss experience at the Markel Re unit during 2008 and 2007 primarily resulted from

higher than expected average claim frequency and severity on two general liability programs that were

cancelled in the first quarter of 2007 In 2008 the Markel Re unit experienced $30.9 million of adverse

development on prior years loss
reserves of which $27.9 millionrelated to these two programs This

adverse development was primarily on the 2005 to 2007 accident years In 2007 the Markel Re unit

experienced $16.9 miffion of adverse development on prior years loss reserves which primarily

related to these two general liability programs

Specialty Admitted Segment

The Specialty Admitted segments combined ratio for 2009 was 99% compared to 106% including

points of losses on the 2008 Hurricanes in 2008 and 92% in 2007 Aside from the impact of the

storms the combined ratio decreased in 2009 due to lower current accident year loss ratio and

lower expense ratio compared to 2008 Due to corrective actions taken during late 2008 and early

2009 we have not seen the same pattern of adverse loss development on the 2009 accident year for

our specialty program business as we experienced in 2008 The decrease in the expense ratio for 2009

was primarily due to our decision in the fourth quarter of 2008 to close the Markel Global Marine and

Energy unit The combined ratio increased in 2008 due to higher current accident
year

loss ratio and

higher expense ratio than in 2007 In addition to the effects of the 2008 Hurricanes the higher

current accident year loss ratio in 2008 was primarily attributable to greater than expected incidence

of high severity property losses at the Markel Specialty unit and to several large losses at the Markel

Global Marine and Energy unit The increase in the
expense ratio for 2008 was primarily the result of

lower earned premiums and higher policy acquisition costs compared to 2007

The Specialty Admitted segments results included $0.3 million of adverse development on prior

years loss reserves in 2009 compared to favorable development of $16.5 million and $17.3 mfflion in

2008 and 2007 respectively In 2009 favorable development on prior years loss reserves at the Markel

American Specialty Personal and Commercial Lines unit primarily on the 2008 accident year was

more than offset by adverse development on prior years loss reserves at the Markel Global Marine

and Energy and Markel Specialty units In 2008 $12.6 millionof the favorable development on prior

years loss reserves was on the 2006 and 2007 accident years lii 2007 $16.3 mfflion of the favorable
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development on prior years loss reserves was on the 2006 accident year
The favorable development

in 2007 and 2008 was primarily due to better than expected case loss activity at the Markel

Specialty unit

London Insurance Market Segment

The London Insurance Market segments combined ratio for 2009 was 91% compared to 104%

including points of losses on the 2008 Hurricanes in 2008 and 93% including point of losses on

the 2005 Hurricanes in 2007 Aside from the impact of the storms the combined ratio decreased in

2009 due to greater favorable development of prior years loss reserves as compared to 2008 The

combined ratio increased in 2008 primarily as result of higher current accident year loss ratio than

in 2007 In addition to the effects of the 2008 Hurricanes the higher current accident year loss ratio in

2008 was primarily due to soft insurance market conditions which resulted in price deterioration

across all of the divisions at this imit and adverse loss experience on certain classes of business This

adverse loss experience was most notable within the Professional and Financial Risks division on the

medical malpractice and construction professionals classes

The London Insurance Market segments 2009 combined ratio included $108.1 millionof favorable

development on prior years loss reserves of which $84.5 million related to the 2003 to 2007 accident

years This favorable development on prior years loss reserves occurred in variety of programs across

each of our divisions most notably the professional liability programs in the Retail and Professional

and Financial Risks divisions During 2009 actual incurred losses and loss adjustment expenses on

reported claims for the 2003 to 2007 accident years were $39.9 miffion less than we expected in our

actuarial analyses As result of this favorable experience our actuarial estimates of the ultimate

liability for unpaid losses and loss adjustment expenses were reduced and management reduced prior

years loss reserves accordingly

The London Insurance Market segments 2008 combined ratio included $58.3 million of favorable

development on prior years loss reserves of which $36.5 millionrelated to the professional liabffity

programs at the Professional and Financial Risks and Retail divisions on the 2002 to 2005 accident

years This favorable development on prior years loss reserves was primarily due to the favorable rates

and terms associated with the London market in those years During 2008 actual incurred losses and

loss adjustment expenses on reported claims for the 2002 to 2005 accident years at the Professional

and Financial Risks and Retail divisions were $26.4 million less than we expected in our actuarial

analyses As result of this favorable experience our actuarial estimates of the ultimate liability for

unpaid losses and loss adjustment expenses were reduced and management reduced prior years loss

reserves accordingly

In 2008 the London Insurance Market segments results included $28.9 millionof adverse

development on prior years loss reserves within the Professional and Financial Risks division on the

2006 and 2007 accident years
related to our medical malpractice class In late 2005 we began to write

medical malpractice coverage for Italian hospitals During 2008 losses on reported claims for this

book of business were higher than expected In addition to increased severity on reported claims we

experienced higher than expected incidence of newly reported claims As result of the increase in

loss frequency and severity experienced during 2008 for this class our actuaries increased their

estimates of ultimate losses and management increased prior years loss reserves accordingly In late

2008 we ceased writing medical malpractice coverage at Markel International This adverse

experience on the 2006 and 2007 accident years was offset by favorable development on prior years

loss reserves in other classes on the same accident years



The London Insurance Market segments 2007 combined ratio included $62.5 millionof favorable

development on prior years loss reserves on the 2002 to 2006 accident years of which $44.5 million

related to the professional liability programs at the Professional and Financial Risks and Retail divisions

These redundancies were offset in part by $13.1 million of adverse development on prior years loss

reserves most notably related to the 2005 Hurricanes and to claims handling costs associated with the

2001 and prior accident years During 2007 actual incurred losses and loss adjustment expenses on

reported claims for the 2002 to 2006 accident years at the Professional and Financial Risks and Retail

divisions were $39.5 million less than we expected in our actuarial analyses As result of this favorable

experience our actuarial estimates of the ultimate liability for unpaid losses and loss adjustment

expenses were reduced and management reduced prior years loss reserves accordingly

The underwriting performance for this segment may vary to greater degree than our other segments

due to Markel Internationals current mix of business which includes high percentage of

catastrophe-exposed business higher average policy limits and lower use of reinsurance

In October 2009 Markel International acquired Effiott Special Risks Canadian managing general

agent that provides insurance underwriting and administrative services to insurers Effiott Special

Risks specializes in niche commercial liability and property coverages Operating revenues and

expenses for Effiott Special Risks are included in other revenues and other expenses in the consolidated

statement of operations and comprehensive income loss Since our acquisition operating revenues for

Effiott Special Risks were $4.1 million which primarily related to commission income

In 2009 Elliott Special Risks produced approximately $90 millionof gross premium volume including

approximately $9 million of premiums for Markel International Markel Internarional expects to

significantly increase its share of the premium writings produced by Effiott Special Risks in 2010

Other Insurance Discontinued Lines Segment

The majority of the losses and loss adjustment expenses and the underwriting acquisition and

insurance expenses for the Other Insurance Discontinued Lines segment are associated with asbestos

and environmental exposures or discontinued Markel International
programs most of which were

discontinued upon acquisition or shortly thereafter Given the insignificant amount of premium

earned in the Other Insurance Discontinued Lines segment we evaluate this segments undenvriting

performance in terms of dollars of underwriting loss instead of its combined rario

The Other Insurance Discontinued Lines segment produced an underwriting loss of $4.7 millionin

2009 compared to an underwriting loss of $28.1 million in 2008 and $14.3 million in 2007 Following

the complerion of our annual review of asbestos and environmental exposures we increased loss

reserves by $10.0 mfflion $24.9 million and $34.0 millionin 2009 2008 and 2007 respectively In

2009 and 2007 the increase in loss reserves for asbestos and environmental exposures was partially

offset by favorable development of loss reserves in other discontinued lines of business

During the tbird quarter of each of the past three
years we completed an in-depth actuarial review of

our asbestos and environmental exposures During our 2009 review we increased our esrimate of the

number of claims that wifi ultimately be closed with an indemnity payment During our 2008 and

2007 reviews we noted that claims had been closed with total indemnity payments that were higher

than had been anricipated and as result of this higher than expected average severity on closed

claims our actuaries updated their average severity assumptions for both
open

claims and claims

incurred but not yet reported In each of the past three
years our actuarial estimates of the ultimate

liability for asbestos and environmental loss reserves were increased and management increased prior

years loss reserves for asbestos and environmental exposures accordingly Ui
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The need to increase asbestos and environmental loss reserves in each of the past three years

demonstrates that these reserves are subject to significant uncertainty due to potential loss severity

and frequency resulting from an uncertain and unfavorable legal climate Our asbestos and

environmental reserves are not discounted to present value and are forecasted to pay out over the next

50 years We seek to establish appropriate reserve levels for asbestos and environmental exposures

however these reserves could be subject to increases in the future See note of the notes to

consolidated financial statements for further discussion of our exposures to asbestos and

environmental claims

The following tables summarize the increases decreases in prior years loss reserves by segment as

discussed above

Year Ended December 31 2009

Other

Excess London Insurance

Surplus Specialty Insurance Discontinued

dollars in millions Lines Admitted Market Lines Total

Professional/Products Liability 97.5 97.5

Markel Re 7.4 7.4

Markel International 108.1 108.1

Asbestos exposures 10.0 10.0

Net other prior years redundancy 40.7 0.3 6.7 47.1

INCREASE DEcREAsE 130.8 0.3 108.1 3.3 235.3

Year Ended December 31 2008

Other

Excess London Insurance

Surplus Specialty Insurance Discontinued

dollars in millions Lines Admitted Market Lines Total

Professional/Products Liability 91.3 91.3

Essex Excess and Surplus Lines 25.6 25.6

Markel Re 30.9 30.9

Markel Specialty 8.1 8.1

Markel International 58.3 58.3

Asbestos exposures1 24.9 24.9

Net other prior years redundancy

deficiency 32.8 8.4 4.9 36.3

INCREASE DECREASE 118.8 $16.5 58.3 $29.8 $163.8

Asbestos exposures include related allowances for reinsurance bad debt



Year Ended December 31 2007

Other

Excess London Insurance

Surplus Specialty Insurance Discontinued

dollars in millions Lines Admitted Market Lines Total

2005 Hurricanes 5.4 0.1 4.8 10.3

Professional/Products Liability 117.2 117.2

Essex Excess and Surplus Lines 37.5 37.5

MarkeiRe 16.9 16.9

Markel Specialty 10.7 10.7

Markel International 54.2 54.2

Asbestos exposures 34.0 34.0

Net other prior years redundancy 21.6 6.7 10.6 38.9

INCREASE DECREASE 154.0 17.3 49.4 23.4 197.3

Over the past three years we have experienced favorable development on prior years loss reserves

ranging from 4% to 5% of beginning of year net loss reserves In 2009 we experienced favorable

development of $235.3 million or 5% of beginning of year net loss reserves compared to $163.8

miffion or 4% of beginning of year net loss reserves in 2008 and $197.3 million or 5% of beginning

of year net loss reserves in 2007

In each of the past three years we have experienced significant redundancies on our professional and

products liability programs within the Excess and Surplus Lines segment as result of lower than

anticipated average claims severity Also contributing to the favorable trend in prior years loss reserve

movements are the improved underwriting results at Markel International as result of the favorable

rates and terms experienced in the London market from 2002 through 2005

While we believe that it is possible that there wifi be additional reductions to prior years loss reserves

in 2010 on our professional and products liability programs
within the Excess and Surplus Lines

segment it is unlikely that redundancies would exceed 2009 levels due to the softening of the

insurance market since 2004 which has resulted in deterioration in pricing and reduction in our

premium volume on these programs It is also reasonably likely that there could be additional

reductions to prior years loss reserves at Markel International where we believe that business written

since 2002 is more likely to prove redundant than deficient

It is difficult for management to predict the duration and magnitude of an existing trend and on

relative basis it is even more difficult to predict the emergence of factors or trends that are unknown

today but may have material impact on loss reserve development In assessing the likelthood of

whether the above favorable trends wifi continue and whether other trends may develop we believe

that reasonably likely movement in prior years loss reserves during 2010 would range from

deficiency of approximately 1% or $50 million to redundancy of approximately 5% or $235

million of December 31 2009 net loss reserves

tiI
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The following table summarizes gross premium volume by segment

GROSS PREMIUM VOLUME Years Ended December 31

dollars in thousands 2009 2008 2007

Excess and Surplus Lines 962702 1163992 1316691

Specialty Admitted 301827 355061 346647

London Insurance Market 641226 693138 693197

Other Insurance Discontinued Lines 138 593 2404

TOTAL 1905893 2212784 2358939

Excess and Surplus Lines segment gross premium volume decreased 17% in 2009 compared to 2008

and decreased 12% in 2008 compared to 2007 The decrease in both periods was primarily the result

of continued competition across many of our product lines and the effects of the current economic

environment Premiums for many of our product lines are based upon our insureds revenues gross

receipts or payroll which have been negatively impacted by the depressed levels of business activity

that began in 2008 The decline in gross written premium in the Excess and Surplus Lines segment

also was impacted by the transition to our regional underwriting model during the first half of 2009

Specialty Admitted segment gross premium volume decreased 15% in 2009 compared to 2008 In

late 2008 we decided to close the Markel Global Marine and Energy unit and place its programs into

mn-off which accounted for $28.1 millionof the decline in gross premium volume in 2009 The

decline in gross premium volume in 2009 was also partially the result of competition across many of

our product lines and the effects of the current economic environment Specialty Admitted segment

gross premium volume increased 2% in 2008 compared to 2007 This increase was primarily due to

business written at the Markel Global Marine and Energy unit which completed its first full
year

of

operations in 2007 offset in part by lower volume at the Markel Specialty unit

London Insurance Market segment gross premium volume decreased 7% in 2009 compared to 2008

Had currency exchange rates remained constant in 2009 gross written premiums would have

decreased less than 1% compared to 2008 Gross premium volume in the London Insurance Market

segment in 2008 was relatively unchanged compared to 2007 In 2008 increased writings within our

Professional and Financial Risks and Marine and Energy divisions were offset by the effects of foreign

currency exchange rate movements Had currency exchange rates remained constant in 2008 gross

written premiums would have increased 3% compared to 2007

The following table summarizes net written premiums by segment

NET WRITTEN PREMIUMS Years Ended December 31

dollars in thousands 2009 2008 2007

Excess and Surplus Lines 869695 1028816 1121373

Specialty Admitted 279266 321109 322461

London Insurance Market 566046 617946 601976

Other Insurance Discontinued Lines 598 625 1952

TOTAL 1714409 1968496 2047762

Net retention of gross premium volume was 90% in 2009 compared to 89% in 2008 and 87% in

2007 As part of our underwriting philosophy we seek to offer products with limits that do not

require significant amounts of reinsurance We purchase reinsurance in order to reduce our retention

on individual risks and enable us to write policies with sufficient limits to meet policyholder needs



Net retention of gross premium volume has increased consistent with our strategy to retain more of

cur profitable business

The following table summarizes earned premiums by segment

EARNED PREMIUMS Years Ended December31

dollars in thousands 2009 2008 2007

Excess and Surplus Lines 940098 1089967 1154773

Specialty Admitted 303897 315764 320144

London Insurance Market 572438 615828 640425

Other Insurance Discontinued Lines 598 625 1952

TOTAL 1815835 2022184 2117294

Excess and Surplus Lines earned premiums decreased 14% in 2009 compared to 2008 and decreased

6% in 2008 compared to 2007 The decrease in both periods was result of lower gross premium

volume across most of the product lines included in this segment

Specialty Admitted earned premiums decreased 4% in 2009 which was primarily due to lower

earned premiums at the Markel Global Marine and Energy unit as result of our decision in late

2008 to close this unit and place its programs into run-off Specialty Admitted earned premiums

decreased 1% in 2008 which was primarily due to lower earned premiums at the Markel Specialty

unit as result of lower gross premium volume

London Insurance Market earned premiums decreased 7% in 2009 due to the effects of foreign

currency exchange rate movements Had currency exchange rates remained constant in 2009

earned premiums would have decreased 1% compared to 2008 London Insurance Market earned

premiums decreased 4% in 2008 due to the effects of foreign currency exchange rate movements

Had currency exchange rates remained constant in 2008 earned premiums would have increased

1% compared to 2007

Ilvstilg RsuIts

Our business strategy recognizes the importance of both consistent underwriting profits and superior

investment retums to build shareholder value We rely on sound underwriting practices to produce

investable funds while minimizing underwriting risk We believe it is important to evaluate

investment performance by measuring total investment return Total investment retum includes

items that impact net income loss such as net investment income and realized investment gains or

losses as well as changes in unrealized gains or losses which do not impact net income loss We

focus on long-term total investment retum understanding that the level of realized and unrealized

investment gains or losses may vary from one period to the next Taxable equivalent total

investment return provides measure of investment performance that considers the yield of both

taxable and tax-exempt investments on an equivalent basis

Our investment results over the past two years were impacted by the considerable dislocation of global

financial markets that began in 2008 and included the worst declines in the U.S equity markets since

the Great Depression which were followed by significant recoveries during the latter half of 2009

2009 and 2008 we increased our holdings of short-term investments and cash and cash

equivalents and also shifted the allocation of our fixed maturity portfolio from corporate bonds to

government and municipal bonds In addition as bonds matured we reinvested portion of the
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proceeds in short-term investments At December 31 2009 equity securities represented 17% of our

invested assets compared to 16% at December 31 2008 Short-term investments and cash and cash

equivalents represented 17% of our invested assets at December 31 2009 and December 31 2008

The following table summarizes our investment performance

Years Ended December 31

dollars in thousands 2009 2008 2007

Net investment income 259809 282148 305247

Net realized investment gains losses 96100 407594 59504

Change in net unrealized gains

on investments 566670 507545 114239

Investment yieldU 3.8% 3.8% 4.0%

Taxable equivalent total investment return

before foreign currency
effect 11.7% 6.9% 4.1%

Taxable equivalent total investment return2 13.2% 9.6% 4.8%

Invested assets end of year 7848673 6892806 7774803

Investment yield reflects net investment income as percentage of average invested assets

Taxable equivalent total investment return includes net investment income realized investment gains or losses

the change in fair value of the investment portfolio
and the effect of foreign currency exchange rate movements

during the period as percentage of average invested assets Tax-exempt interest and dividend payments are grossed

up using the U.S corporate tax rate to reflect an equivalent taxable yield

Investments and cash and cash equivalents invested assets increased 14% in 2009 The increase

in the investment portfolio in 2009 was primarily due to an increase in net unrealized gains on

investments of $566.7 millionand cash flows from operations of $282.5 million Invested assets

decreased 11% in 2008 The decrease in the investment portfolio in 2008 was primarily due to

decrease in net unrealized gains on investments of $507.5 million and net realized investment losses

of $407.6 miffion partially offset by cash flows from operations of $397.0 million

Net investment income decreased 8% in both 2009 and 2008 The decrease in both periods was

primarily due to having lower yields and average invested assets Our investment yields declined in

both 2009 and 2008 as we increased our allocation to short-term investments and cash and cash

equivalents and short-term interest rates declined Also dividend income in 2009 was lower than

dividend income in 2008 Net investment income may continue to be impacted if short-term

interest rates remain at current levels or decline further and we maintain our allocations to these

liquid short-duration holdings

Net investment income in 2009 included favorable change in the fair value of our credit default

swap of $3.0 million Net investment income in 2008 and 2007 included adverse changes in the fair

value of our credit default swap
of $13.7 millionand $3.1 miffion respectively At December 31

2009 the credit default swap had fair value of $27.0 million

lii September 2008 we received notice of two credit events as defined under the terms of the credit

default swap agreement with respect to the bankruptcies of Lehman Brothers Holdings Inc Lehman

Brothers and Washington Mutual Inc Washington Mutual During the fourth quarter of 2008 we

paid the credit default counterparty $8.3 million and $8.6 million respectively to settle our

obligations As result of these payments the notional amount of the credit default swap
decreased

to $33.1 miffion which represents our aggregate exposure to losses if specified credit events

involving additional third parties occur See note 21 of the notes to consolidated financial statements

for further discussion of our credit default swap



Net realized investment losses were $96.1 millionin 2009 compared to net realized investment

losses of $407.6 millionin 2008 and net realized investment gains of $59.5 millionin 2007 Net

realized investment gains losses include both gains losses from sales of securities and losses from

write downs for other-than-temporary declines in the estimated fair value of investments In 2009

net realized investment losses included $90.0 million of write downs for other-than-temporary

declines in the estimated fair value of investments compared to $339.2 millionand $19.8 millionin

2008 and 2007 respectively In 2007 net realized investment gains were primarily related to equity

secunties that were sold because of merger and acquisition activity by the underlying company or

our decision to reallocate capital to other equity securities with greater potential for long-term

investment returns

Net realized investment losses included $25.3 million and $142.8 million of realized losses from

sales of fixed maturities and equity securities for 2009 and 2008 respectively Net realized

mvestment gains included $7.6 million of realized losses from sales of fixed maturities and equity

securities for 2007 Proceeds received on securities sold at loss were $124.2 millionin 2009 $329.1

mLilhon in 2008 and $371.9 million in 2007

Approximately 69% of the
gross realized losses in 2009 related to securities that had been in

continuous unrealized loss position for less than one year Cross realized losses in 2009 included

$90.0 million of write downs for other-than-temporary declines in the estimated fair value of

investments These write downs were made with respect to 29 equity securities 15 fixed maturities

arid two investments in affffiates

Write downs for other-than-temporary declines in the estimated fair value of investments for 2009

included write downs related to our equity holdings in General Electric Company and Uuited Parcel

Service Inc of $21.0 million and $9.5 million respectively Given the extent to winch the fair value of

these equity securities was below cost and managements behef that these securities were unlikely to

recover in the near term the decline in fair value for these securities was deemed other-than-temporary

arid was recognized in net income Write downs for other-than-temporary declines in the estimated fair

value of investments for 2009 also included $20.5 million write down related to our investment in First

Market Bank due to an anticipated merger with Union Bankshares Corporation that was expected to

reduce the value of our investment In the first quarter of 2010 tins merger was completed and did not

result in material adjustment to net income

Approximately 70% of the
gross realized losses in 2008 related to securities that had been in

continuous unrealized loss position for less than one year Gross realized losses in 2008 included

$29.2 million loss on the sale of our equity holdings in LandAmerica Financial Group Inc and losses

on the sales of our investments in fixed maturities issued by Lehman Brothers and Wasbington

Mutual of $40.9 million and $32.1 million respectively All tbree of these companies filed for

bankruptcy during 2008 These losses were partially offset by $34.6 million gain in 2008 on the

sale of our holdings in Anheuser-Busch Companies Inc winch we sold as result of tins company

being acquired

Gross realized losses in 2008 also included $339.2 million of write downs for other-than-temporary

declines in the estimated fair value of investments These write downs were made with respect to

52 equity securities two nonredeemable preferred stocks and 15 fixed maturities Approximately

23% of the write downs in 2008 were due to the determination that we no longer had the intent to

hold these securities until they fully recovered in value as we began selling portion of the securities

in order to allocate capital to other securities with greater potential for long-term investment

returns The remainder of the write downs related to securities that had other indications of

other-than-temporary impairment
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The most significant write downs of equity securities during 2008 related to our investments in

General Electric Company Citigroup Inc Bank of America Corporation and International Game

Technology for which we had write downs of $64.9 million $37.6 million $23.4 million and $21.7

million respectively The General Electric Company Bank of America Corporation and

International Game Technology securities had significant declines in fair value that we believed

were unlikely to recover in the near term As result the decline in fair value for these securities

was deemed other-than-temporary and was charged to earnings During 2008 we sold portion of

our holdings in Citigroup Inc and as result we determined that we no longer had the intent to

hold this investment until it fully recovered its value The two nonredeemable preferred stock write

downs related to our holdings in Fannie Mae and Freddie Mac and totaled $9.0 million The most

significant write downs of fixed maturities related to our investments in Morgan Stanley and

Kaupthing Bank an Icelandic financial institution for which we had write downs of $18.4 million

and $12.1 million respectively During 2008 we sold portion of our holdings in Morgan Stanley

and as result we determined that we no longer had the intent to hold this investment until it fully

recovered its value The write down on Kaupthing Bank was made because we believed we would

not receive all interest and principal payments when due The eight investments discussed above

represent 55% of the total write down for other-than-temporary declines in the estimated fair value

of investments during 2008

In 2007 gross
realized losses were recognized on equity securities that were sold to reallocate capital

to other investments with greater potential for long-term investment returns Additionally our

efforts to manage against interest rate volatility maintain the duration of our portfolio and maintain

high-credit quality investments resulted in the recognition of gross
realized losses on fixed

maturities

Approximately 82% of the gross realized losses in 2007 related to securities that had been in

continuous unrealized loss position for less than one year Gross realized losses in 2007 included

$19.8 million of write downs for other-than-temporary declines in the estimated fair value of two

equity securities neither of which had been in continuous unrealized loss position for greater than

one year
The most significant write down was for financial guarantor where the fair value had

declined as result of concerns over its potential exposure to credit defaults

In 2009 net unrealized gains on investments increased $566.7 million due to an increase in the

estimated fair value of both our fixed maturity and equity portfolios as result of improved financial

market conditions during the latter half of 2009 In 2008 net unrealized gains on investments

decreased $507.5 million due to decline in the estimated fair value of both our fixed maturity and

equity portfolios as result of disruptions in the financial markets In 2007 net unrealized gains on

investments decreased $114.2 million due to decline in the estimated fair value of our equity

portfolio This decline was due in part to the reclassffication of unrealized gains to realized gains as

result of sales of equity securities The decline in 2007 also was due to reductions in market

valuations of companies with exposure to the disruption in the structured finance markets such as

banks consumer lenders and financial guarantors

We complete detailed analysis each quarter to assess whether the decline in the fair value of
any

investment below its cost basis is deemed other-than-temporary At December 31 2009 we held

securities with gross
unrealized losses of $54.3 million or less than 1% of our total invested assets

All securities with unrealized losses were reviewed and we believe that there were no other

securities with indications of declines in estimated fair value that were other-than-temporary at

December 31 2009 However given the volatility in the debt and equity markets we caution



readers that further declines in fair value could be significant and may result in additional

other-than-temporary impairment charges in future periods See note 2b of the notes to

consolidated financial statements for further discussion of unrealized losses

ol-IlsuFHce UpFRtiols MB1kI VeMtures

In October 2009 we acquired Panel Specialists Inc company based in Temple Texas that

manufactures panels wail systems casework furniture and other related products In November

2009 we acquired majority interest in Ellicott Dredge Enterprises LLC manufacturer of dredging

equipment for both domestic and international markets which is headquartered in Baltimore

Maryland These two operations along with AIVIF Bakery Systems and ParkLand Ventures Inc

comprise our non-insurance operations Operating revenues and expenses associated with our

non-insurance operations are included in other revenues and other expenses in the consolidated

statements of operations and comprehensive income loss Revenues for our non-insurance

operations were $85.7 miffion $79.8 million and $68.5 million in 2009 2008 and 2007 respectively

We anticipate that revenues for our non-insurance operations wifi exceed $150 millionin 2010

Mte ExeMse ld kcoffl Tuxes

Interest expense was $54.0 mfflion in 2009 compared to $48.2 millionin 2008 and $57.2 millionin

2007 The increase in 2009 compared to 2008 was primarily due to the issuance of our 7.125%

unsecured senior notes in September 2009 The decrease in 2008 compared to 2007 was due to

decrease in average debt outstanding primarily as result of the maturity of our 7.00% and 7.20%

unsecured senior notes in May 2008 and August 2007 respectively

The income tax benefit in 2009 was 2% of our income before income taxes which included tax

benefits associated with our foreign operations Before considering the tax benefit related to foreign

operations the effective tax rate in 2009 was 19% which differs from the statutory rate of 35%

primarily as result of tax-exempt investment income Of the 21% income tax benefit included in

the 2009 effective tax rate related to foreign operations 17% was the result of one-time tax benefit

related to change in United Kingdom tax law that became effective in the third
quarter

of 2009

The income tax benefit in 2008 was 63% of our loss before income taxes The rate of tax benefit was

higher than that obtained by applying the statutory rate of 35% to loss before income taxes due to

the additional tax benefits associated with favorable permanent differences principally tax-exempt

mvestment income and tax credits recognized during 2008 The effective tax rate was 29% in 2007

The effective tax rate in 2007 differs from the statutory tax rate of 35% primarily as result of

tax-exempt investment income As result of the tax attributes related to our foreign operations

our effective tax rate may vary in the future

With few exceptions we are no longer subject to income tax examination by tax authorities for

years ended before January 2006 See note of the notes to consolidated financial statements for

discussion of factors affecting the realization of our gross
deferred tax assets and unrecognized

tax benefits resulting from uncertain tax positions taken or expected to be taken in our income

tax returns
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Comprehensive income to shareholders was $591.0 million in 2009 compared to comprehensive

loss to shareholders of $403.3 millionin 2008 and comprehensive income to shareholders of

$337.0 millionin 2007 Comprehensive income to shareholders for 2009 included an increase in net

unrealized gains on investments net of taxes of $374.4 mfflion and net income to shareholders of

$201.6 million Comprehensive loss to shareholders for 2008 included decrease in net unrealized

gains on investments net of taxes of $329.9 million and net loss to shareholders of $58.8 miffion

Comprehensive income to shareholders for 2007 included net income to shareholders of $405.7

mfflion partially offset by decrease in net unrealized gains on investments net of taxes of

$74.0 million

Ims AId lSIFIS

We maintain reserves for specific claims incurred and reported reserves for claims incurred but not

reported and reserves for uncollectible reinsurance Our ultimate liability may be greater or less than

current reserves In the insurance industry there is always the risk that reserves may prove

inadequate We continually monitor reserves using new information on reported claims and

variety of statistical techniques Anticipated inflation is reflected implicitly in the reserving process

through analysis of cost trends and the review of historical development We do not discount our

reserves for losses and loss adjustment expenses to reflect estimated present value

The first line of the following table shows our net reserves for losses and loss adjustment expenses

adjusted for commutations acquisitions dispositions and other items including the impact of

changes in foreign currency rates This adjustment is accomplished by revising the reserves for

losses and loss adjustment expenses as originally estimated at the end of each year and all prior

years
for reserves either reassumed from reinsurers or ceded back to cedents through reinsurance

commutation agreements Adjustments are also made for insurance company acquisitions or

dispositions and for the effects of changes in foreign currency rates since the reserves for losses and

loss adjustment expenses were originally estimated

The upper portion of the table shows the cumulative amount paid with respect to the previously

recorded reserves as of the end of each succeeding year The lower portion of the table shows the

re-estimated amount of the previously recorded reserves based on experience as of the end of each

succeeding year including cumulative payments made since the end of the respective year For

example the liabffity for losses and loss adjustment expenses at the end of 2004 for 2004 and

all prior years adjusted for commutations acquisitions dispositions and other items was originally

estimated to be $3816.9 million Five years later as of December 31 2009 this amount was

re-estimated to be $3452.8 million of which $2114.0 million had been paid leaving reserve of

$1338.8 millionfor losses and loss adjustment expenses
for 2004 and prior years remaining unpaid

as of December 31 2009



The following table represents the development of reserves for loss and loss adjustment expenses for the period 1999 through 2009

dollars in millions 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009

Net reserves
end of

year adjusted for

commutations acquisitions

dispositions and other 2012.9 2145.3 2478.0 2944.0 3404.5 3816.9 4176.3 4277.9 4330.0 4551.8 4540.7

Paid cumulative

as of

Oneyearlater 550.3 607.7 647.7 702.1 679.6 717.2 799.5 783.8 727.6 759.5

Two years later 908.3 1030.3 1169.7 1214.1 1194.1 1256.5 1375.4 1312.1 1270.8

Three years later 1179.8 1410.8 1536.2 1615.7 1597.8 1667.4 1752.4 1689.6

Four years later 1421.2 1646.3 1840.2 1932.5 1914.7 1932.9 2018.2

Fiveyearslater 1559.0 1867.7 2065.6 2171.6 2105.6 2114.0

Six years later 1711.7 2027.2 2252.0 2317.7 2235.8

Seven years later 1818.9 2164.3 2359.3 2418.7

Eight years later 1893.6 2238.7 2432.4

Nine years later 1942.8 2293.0

Ten years later 1978.5

Reserves

re-estimated as of

One year later 2025.3 2282.8 2609.5 3072.6 3438.4 3766.3 4044.0 4080.6 4166.2 4316.5

Two years later 2119.3 2396.8 2790.7 3256.9 3458.9 3611.6 3893.6 3941.6 3930.8

Three years later 2202.5 2574.1 3034.1 3332.1 3394.4 3527.1 3789.8 3754.3

Four years later 2333.9 2773.2 3152.7 3319.4 3390.8 3499.1 3680.2

Five years later 2387.9 2862.1 3160.4 3352.1 3411.0 3452.8

Six years later 2460.0 2872.1 3195.8 3393.3 3386.8

Seven years later 2467.7 2903.7 3244.0 3395.5

Eight years later 2486.5 2948.1 3251.4

Nine years later 2520.0 2955.2

Ten years later 2522.8

Net cumulative redundancy deficiency 509.9 809.9 773.4 451.5 17.7 364.1 496.1 523.6 399.2 235.3

Cumulative% 25% 38% 31% 15% 1% 10% 12% 12% 9% 5%

Gross reserves end of year adjusted for

commutations acquisitions

dispositions and other 2614.2 3006.4 3734.1 4368.3 4814.3 5241.7 6007.8 5442.8 5334.5 5582.8 5427.1

Reinsurance recoverable adjusted for

commutations acquisitions

dispositions and other 601.3 861.1 1256.1 1424.3 1409.8 1424.8 1831.5 1164.9 1004.5 1031.0 886.4

Net reserves end of year adjusted for

commutations acquisitions

dispositions and other 2012.9 2145.3 2478.0 2944.0 3404.5 3816.9 4176.3 4277.9 4330.0 4551.8 4540.7

Gross re-estimated reserves 3734.0 4489.8 4966.3 4916.9 4748.3 4724.6 5347.0 4812.3 4858.1 5296.6

Re-estimatedrecoverable 1211.2 1534.6 1714.9 1521.4 1361.5 1271.8 1666.8 1058.0 927.3 980.1

Net re-estimated reserves 2522.8 2955.2 3251.4 3395.5 3386.8 3452.8 3680.2 3754.3 3930.8 4316.5

Gross cumulative redundancy deficiency $1119.8 1483.4 1232.2 548.6 66.0 517.1 660.8 630.5 476.4 286.2
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Net cumulative redundancy deficiency represents the change in the estimate from the original

balance sheet date to the date of the current estimate For example the liability for losses and loss

adjustment expenses developed $364.1 millionredundancy from December 31 2004 to December

31 2009 Conditions and trends that have affected the development of loss reserves in the past may

not necessarily occur in the future Accordingly it may not be appropriate to extrapolate future

redundancies or deficiencies based on the table Gross cumulative redundancy deficiency is

presented before deductions for reinsurance Gross deficiencies and redundancies may be significantly

more or less than net deficiencies and redundancies due to the nature and extent of applicable

reinsurance The net and gross cumulative redundancies as of December 31 2009 for 2008 and prior

years were primarily due to redundancies that developed during 2009 at Markel International and on

our professional and products liability programs within the Excess and Surplus Lines segment on the

2003 to 2007 accident years See Underwriting Results for further discussion of changes in prior

years loss reserves

See note of the notes to consolidated financial statements and the discussion under Critical

Accounting Estimates for discussion of estimates and assumptions related to the reserves for losses

and loss adjustment expenses

Ad BpitI RsUurlls

We seek to maintain prudent levels of liquidity and financial leverage for the protection of our

policyholders creditors and shareholders Our target capital structure includes approximately 30%

debt Our debt to total capital ratio was 26% at December 31 2009 and 24% at December 31 2008

The increase in our 2009 debt to total capital ratio from 2008 is primarily due to the issuance of our

7.125% unsecured senior notes in September 2009 From time to time our debt to total capital ratio

may increase due to business opportunities that may be financed in the short term with debt

Alternatively our debt to total capital ratio may fall below our target capital structure which

provides us with additional bonowing capacity to respond quickly when future opportunities arise

At December 31 2009 our holding company Markel Corporation held $1.0 billion of invested

assets which approximated 19 times annual interest expense compared to $650.6 million of invested

assets at December 31 2008 In order to maintain prudent levels of liquidity we seek to maintain

invested assets at Markel Corporation of at least two times annual interest expense The excess

liquidity at Markel Corporation is available to increase capital at our insurance subsidiaries complete

acquisitions repurchase shares of our common stock or retire debt

In August 2005 our Board of Directors approved the repurchase of up to $200 million of common stock

under share repurchase program the Program Under the Program we may repurchase outstanding

shares of common stock from time to time primarily through open-market transactions In 2009 we

did not repurchase any shares of common stock under the Program As of December 31 2009 we had

repurchased 360800 shares of our common stock at cost of $136.6 million under the Program In

2010 we began to repurchase additional shares of our common stock under the Program

Our insurance operations collect premiums and pay claims reinsurance costs and operating expenses

Premiums collected and positive cash flows from the insurance operations are invested primarily in

short-term investments and long-term fixed maturities Short-term investments held by our

insurance subsidiaries provide liquidity for projected claims reinsurance costs and operating

expenses As holding company Markel Corporation receives cash from its subsidiaries as

reimbursement for operating and other administrative expenses it incurs The reimbursements are

made within the guidelines of various management agreements between the holding company and

its subsidiaries



The holding company has historically relied upon dividends from its subsidiaries to meet debt service

obligations Under the insurance laws of the various states in which our domestic insurance subsidiaries

are incorporated an insurer is restricted in the amount of dividends it may pay without prior approval of

regulatory authorities At December 31 2009 our domestic insurance subsidiaries could pay dividends of

$154.5 miffion during the following twelve months under these laws There are also regulatory

restrictions on the amount of dividends that our foreign insurance subsidiaries may pay We must provide

14 days advance notice to the Financial Services Authority before receiving dividends from MIICL In

addition our foreign insurance subsidiaries must comply with the United Kingdom Companies Act of

1985 which provides that dividends may only be paid out of distributable profits

Net cash provided by operating activities decreased to $282.5 millionin 2009 from $397.0 millionin 2008

and $496.5 niillion in 2007 The decrease in 2009 compared to 2008 was due to lower cash flows from

underwriting activities in the Excess and Surplus Lines segment which was partially offset by the receipt

of our 2008 federal income tax refund and lower income tax payments in 2009 compared to 2008 The

decrease in 2008 compared to 2007 was primarily due to lower premium volume in the Excess and

Surplus Lines segment offset in part by lower income tax payments compared to 2007

Invested assets increased to $7.8 billion at December 31 2009 from $6.9 biffion at December 31 2008

Net unrealized gains on investments net of taxes were $417.8 miffion at December 31 2009 compared to

$58.7 million at December 31 2008 The increase in net unrealized gains on investments net of taxes in

2009 was primarily due to an increase in the estimated fair value of both our fixed maturity and equity

portfolios following the disruptions in the financial markets during 2008 In 2009 invested assets were

reduced by $154.9 miffion as result of the completion of several acquisitions See note 22 of the notes to

consolidated financial statements for discussion of acquisitions Equity securities and investments in

affiliates were $1.4 billion or 18% of invested assets at December 31 2009 compared to $1.2 billion or

17% of invested assets at December 31 2008 See note 2h of the notes to consolidated financial

statements for discussion of restricted assets

Net cash provided by financing activities was $251.6 millionfor the year ended December 31 2009

compared to net cash used by financing activities of $58.3 million and $205.5 million for the years ended

December 31 2008 and 2007 respectively On September 22 2009 we issued $350 million of 7.125%

unsecured senior notes due September 30 2019 Net proceeds were $347.2 mfflion which are being used

for general corporate purposes including acquisitions On September 14 2009 we repaid $150 millionof

borrowings that were outstanding under our $375 million revolving credit facility During 2008 we

borrowed $100 million under our revOlving credit facility and repaid $93.1 millionon our 7.00%

unsecured senior notes which matured May 15 2008 During 2007 we redeemed the outstanding Junior

Subordinated Debentures for $111.0 million and we repaid $73.0 millionon our 7.20% unsecured senior

notes which matured August 15 2007 Cash of $60.6 miffion and $24.2 million was used to repurchase

shares of our common stock during 2008 and 2007 respectively

Reinsurance recoverable on paid and unpaid losses was $1.0 billion at December 31 2009 compared to

$1 billion at December 31 2008 The decrease in 2009 was due in part to collections from recoverables

on the 2008 Hurricanes and reflects the impact of higher net retentions over the past several years

Reinsurance recoverable on paid and unpaid losses at December 31 2008 included $58.6 millionof

estimated reinsurance recoverables on the 2008 Hurricanes

In recent years we have completed numerous reinsurance commutations which involve the termination

of ceded or assumed reinsurance contracts Our commutation strategy related to ceded reinsurance

contracts is to reduce credit exposure and eliminate administrative expenses associated with the run-off of

reinsurance placed with certain reinsurers Our commutation strategy related to assumed reinsurance
113

contracts is to reduce our loss exposure to long-tailed liabilities assumed under reinsurance agreements

entered into prior to our acquisition of Markel International We wifi continue to pursue commutations

when we believe they meet our objectives
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We have credit risk to the extent any
of our reinsurers are unwilling or unable to meet their obligations

under our reinsurance agreements We attempt to minimize credit exposure to reinsurers through

adherence to internal reinsurance guidelines We monitor changes in the financial conditions of our

reinsurers and we assess our concentration of credit risk on regular basis At December 31 2009 our

reinsurance recoverable balance for the ten largest reinsurers was $689.5 million representing 72% of our

consolidated balance Of the amounts due from the ten largest reinsurers 94% was due from reinsurers

rated or better by A.M Best We are the beneficiary of letters of credit trust accounts and funds

withheld in the aggregate amount of $276.4 millionat December 31 2009 collateralizing reinsurance

recoverable balances due from our ten largest reinsurers See note 14 of the notes to consolidated

financial statements for further discussion of reinsurance recoverables and exposures
While we believe

that reinsurance recoverable balances are collectible deterioration in reinsurers ability to pay or

collection disputes could adversely affect our operating cash flows financial position and results of

operation

The following table reconciles case reserves and IBNR reserves by segment to unpaid losses and loss

adjustment expenses reported on our consolidated balance sheets

Other

Insurance

Discontinued

Lines Consolidated

The following table summarizes our contractual cash payment obligations at December 31 2009

Payments Due by Period1

Less than 1-3 4-5 More than

Total year years years years

dollars in thousands

Excess

Surplus

Lines

London

Specialty Insurance

Admitted Market

December 31 2009

Case reserves 744965 116862 948756 337295 2147878

IBNR reserves 1875154 266958 906258 230848 3279218

Tom.i 2620119 383820 1855014 568143 5427096

December31 2008

Case reserves 759843 118711 911048 366502 2156104

IBNR reserves 1934816 232580 938591 230248 3336235

ToTAl $2694659 351291 1849639 596750 5492339

Unpaid losses and loss adjustment expenses at December 31 2009 decreased 1% compared to 2008

which was due in part to settling losses on the 2008 Hurricanes during 2009 See note of the notes to

consolidated financial statements and Critical Accounting Estimates for discussion of estimates and

assumptions related to unpaid losses and loss adjustment expenses

dollars in thousands

Senior long-term debt and other debt 974071 733 2950 255687 714701

Operating leases 88570 16508 24293 21052 26717

Unpaid losses and loss adjustment

expenses estimated 5427096 1278132 1701988 983851 1463125

ToTAl 6489737 1295373 1729231 1260590 2204543

See notes and 15 of the notes to consolidated financial statements for further discussion of these obligations



Senior long-term debt and other debt excluding unamortized discount was $974.1 millionand $702.6

millionat December 31 2009 and 2008 respectively On September 22 2009 we issued $350 million of

7.125% unsecured senior notes due September 30 2019 As of December 31 2009 there were no

amounts outstanding under our $375 millionrevolving credit facility

were in compliance with all covenants contained in our revolving credit facility at December 31

2009 To the extent that we are not in compliance with our covenants our access to the credit facility

could be restricted While we believe this to be unlikely the inability to access the credit facility could

adversely affect our liquidity We intend to seek replacement facility for the existing revolving credit

agreement prior to its expiration on December 31 2010 See note of the notes to consolidated financial

statements for further discussion of our revolving credit facility

Reserves for unpaid losses and loss adjustment expenses represent future contractual obligations

associated with insurance and reinsurance contracts issued to our policyholders Information presented in

the table of contractual cash payment obligations is an estimate of our future payment of claims as of

December 31 2009 Payment patterns for losses and loss adjustment expenses were based upon paid

development factors over the past 10
years

for each of our insurance subsidiaries Each claim is settled

individually based upon its merits and certain claims may take years to settle especially if legal action is

involved The actual cash payments for settled claims wifi vary possibly significantly from the estimates

shown in the above table

We participate in commercial loans with First Market Bank which was an affiliate until its merger with

Union Bankshares Corporation in the first
quarter of 2010 In coimection with these loan participations

we had unfunded commitments to extend credit for commercial loans of $52.2 millionand $63.8 million

at ZDecember 31 2009 and 2008 respectively The funding of these commitments is contingent upon

certain performance criteria being met by the borrowers and as result does not necessarily represent

amounts that we wifi fund in the future See note 15b of the notes to consolidated financial statements

for further discussion of our commercial loan participations and related commitments

At December 31 2009 we had unrecognized tax benefits of $24.9 million related to uncertain tax

positions Due to the high degree of uncertainty regarding the timing of potential future cash flows

associated with our unrecognized tax benefits we are unable to make reasonably reliable estimate of

the amount and period in which any liabilities might be paid See note of the notes to consolidated

financial statements for further discussion of our expectations regarding changes in unrecognized tax

benefits during 2010

At December 31 2009 we had $1.5 billion of invested assets held in trust or on deposit for the benefit of

policyholders reinsurers or banks in the event of default on our obligations These invested assets and

the related liabilities are included on our consolidated balance sheet See note 2h of the notes to

consolidated financial statements for further discussion of restrictions over our invested assets

Our insurance operations require capital to support premium writings and we remain committed to

maintaining adequate capital and surplus at each of our insurance subsidiaries The National Association

of Insurance Commissioners NAIC developed model law and risk-based capital formula designed to

help regulators identify domestic property and casualty insurers that maybe inadequately capitalized

Under the NAICs requirements domestic insurer must maintain total capital and surplus above

calculated threshold or face varying levels of regulatory action At December 31 2009 the capital and

surplus of each of our domestic insurance subsidiaries was above the minimum regulatory thresholds
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Capital adequacy of our international insurance subsidiaries is regulated by the Financial Services

Authority and the Council of Lloyds At December 31 2009 the capital and surplus of each of our

international insurance subsidiaries was above the minimum regulatory thresholds

We have entered into various agreements and commitments related to the One Markel initiative

discussed in further detail under Our Business The systems implementation portion of this

initiative is currently scheduled to be substantially completed by the end of 2012 We currently

anticipate that the total cost we wifi pay to third party vendors associated with this initiative wifi be

approximately $140 miffion the majority of which we estimate will be capitalized and amortized over

period of five to seven years
As result of further analysis of our requirements we now believe that

the systems portion of our One Markel initiative will take longer and likely cost more than we

anticipated and reported last year As of December 31 2009 we have spent approximately one-third of

the total estimated cost for this initiative The remaining costs related to the One Markel initiative are

expected to be paid over the course of the next three years

We have access to various capital sources including dividends from certain of our insurance

subsidiaries holding company invested assets undrawn capacity under our revolving credit facility

and access to the debt and equity capital markets We beheve we have sufficient liquidity to meet our

capital needs

Mrkt Risk UisG

Market risk is the risk of economic losses due to adverse changes in the estimated fair value of

financial instrument as the result of changes in equity prices interest rates foreign currency exchange

rates and commodity prices Our consolidated balance sheets include assets and liabffities with

estimated fair values that are subject to market risk Historically our primary market risks have been

equity price risk associated with investments in equity securities interest rate risk associated with

investments in fixed maturities and foreign currency exchange rate risk associated with our

international operations We have no material commodity risk

Beginning in 2008 and continuing through the first half of 2009 there were significant disruptions in

the financial markets These market disruptions resulted in lack of liquidity within the credit

markets which increased credit risk in the financial markets and resulted in the widening of credit

spreads Credit risk is the potential loss resulting from adverse changes in an issuers ability to repay

its debt obligations Net unrealized investment gains on fixed maturities were $150.4 million at

December 31 2009 compared to net unrealized investment losses on fixed maturities of $129.8

million at December 31 2008 The favorable change in the esrimated fair value of our fixed maturity

portfolio was due in part to decreased credit risk as the financial markets improved and credit spreads

narrowed during the latter half of 2009

We monitor our portfolio to ensure that credit risk does not exceed prudent levels We have

consistently invested in high credit quality investment grade securities Our fixed maturity portfolio

has an average rating of AA with approximately 90% rated or better by at least one nationally

recognized rating organization Our policy is to invest in investment grade securities and to minimize

investments in fixed maturities that are unrated or rated below investment grade At December 31

2009 approximately 2% of our fixed maturity portfolio was unrated or rated below investment grade

Our fixed maturity portfolio includes securities issued with financial guaranty insurance We purchase

fixed maturities based on our assessment of the credit quality of the underlying assets without regard

to insurance
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The estimated fair value of our investment portfolio at December 31 2009 was $7.8 billion 82% of

which was invested in fixed maturities short-term investments and cash and cash equivalents and

18% of which was invested in equity securities and investments in affiliates At December 31 2008

the estimated fair value of our investment portfolio was $6.9 billion 83% of which was invested in

fiaed maturities short-term investments and cash and cash equivalents and 17% of which was

invested in equity securities and investments in affiliates

Our fixed maturities equity securities and short-term investments are recorded at fair value which

is measured based upon quoted prices in active markets if available We determine fair value for

these investments after considering various sources of information including information provided

by third party pricing service The pricing service provides prices for substantially all of our fixed

maturities and equity securities In determining fair value we generally do not adjust the prices

obtained from the pricing service We obtain an understanding of the pricing services valuation

methodologies and related inputs which include but are not limited to reported trades benchmark

yields issuer spreads bids offers durarion credit ratings estimated cash flows and prepayment

speeds We validate prices provided by the pricing service by reviewing prices from other pricing

sources and analyzing pricing data in certain instances At December 31 2009 we did not hold

material investments in auction rate securities loans held for sale or mortgage-backed securities

backed by subprime or Alt-A collateral which were financial instmments whose valuations in

many cases were significantly affected by the lack of market liquidity during 2008 and 2009

Equity Risk

We invest portion of shareholder funds in equity securiries which have historically produced

higher long-term returns relative to fixed maturities We seek to invest in profitable companies

with honest and talented management that exhibit reinvestment opportunities and capital

discipline at reasonable prices We intend to hold these investments over the long term and focus

on long-term total investment return understanding that the level of unrealized gains or losses on

investments may vary from one period to the next The changes in the estimated fair value of the

equity portfolio are presented as component of shareholders equity in accumulated other

comprehensive income net of taxes See note 2a of the notes to consolidated financial statements

for disclosure of gross unrealized gains and losses by investment category

At December 31 2009 our equity portfolio was concentrated in terms of the number of issuers and

industnes Such concentrations can lead to higher levels of price volatility At December 31 2009

our ten largest equity holdings represented $772.4 million or 57% of the equity portfolio

investments in the property and casualty insurance industry represented $363.6 million or 27% of

our equity portfolio at December 31 2009 Our investments in the property and casualty insurance

industry included $183.9 millioninvestment in the common stock of Berkshire Hathaway Inc

company whose subsidiaries engage in number of diverse business activities in addition to

insurance We have investment guidelines that set limits on the amount of equity securities our

insurance subsidiaries can hold
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The following table summarizes our equity price risk and shows the effect of hypothetical 35%

increase or decrease in market prices as of December 31 2009 and 2008 The selected hypothetical

changes do not indicate what could be the potential best or worst case scenarios

Estimated

Estimated Hypothetical

Fair Value after Percentage Increase

Estimated Hypothetical Hypothetical Decrease in

dollars In millions Fair Value Price Change Change in Prices Shareholders Equity

As of December 31 2009

Equity Securities 1350 35% increase 1822 10.5%

35% decrease 877 11.01

As of December 31 2008

Equity Securities 1074 35% increase 1450 11.2%

35% decrease 698 15.0

UI If the fair value of our equity portfolio at December31 2009 were to decline 35% we may have unrealized losses

for which we are unable to record deferred tax asset

itist Rate Risk

Our fixed maturity investments and borrowings are subject to interest rate risk Increases and

decreases in interest rates typically result in decreases and increases respectively in the fair value of

these financial instruments

Approximately two-thirds of our investable assets come from premiums paid by policyholders These

funds are invested predominately in high quality corporate government and municipal bonds with

relatively short durations The fixed maturity portfolio including short-term investments and cash

and cash equivalents has an average duration of 3.3 years and an average rating of AA See note

2c of the notes to consolidated financial statements for disclosure of contractual maturity dates of

our fixed maturity portfolio The changes in the estimated fair value of the fixed maturity portfolio

are presented as component of shareholders equiry in accumulated other comprehensive income

net of taxes

We work to manage the impact of interest rate fluctuations on our fixed maturity portfolio The

effective duration of the fixed maturity portfoho is managed with consideration given to the

estimated duration of our liabilities We have investment guidelines that limit the maximum

duration and maturity of the fixed maturity portfolio

We use commercially available model to estimate the effect of interest rate risk on the fair values of

our fixed maturity portfolio and borrowings The model estimates the impact of interest rate changes

on wide range of factors including duration prepayment put options and call options Fair values

are estimated based on the net present value of cash flows using representative set of possible

future interest rate scenarios The model requires that numerous assumptions be made about the

future To the extent that
any

of the assumptions are invalid incorrect estimates could resuli The

usefulness of single point-in-time model is limited as it is unable to accurately incorporate the fuli

complexity of market interactions



The following table summarizes our interest rate risk and shows the effect of hypothetical changes in interest rates as of

December 31 2009 and 2008 The selected hypothetical changes do not indicate what could be the potential best or worst

case scenarios

Hypothetical Percentage
Hypothetical Estimated

increase Decrease in

Change in Fair Value after

Estimated Interest Rates Hypothetical Change Fair Value of Shareholders

dollars in millions Fair Value bpbasis points in interest Rates Fixed Maturities Equity

FIXED MATURITY
INVESTMENTS

As of December 31 2009

Total Fixed Maturity

InvestmentslI 6455 200bp decrease 6982 8.2% 11.3%

loobpdecrease 6728 4.2 5.9

lOObp increase 6172 4.4 6.1

200 bp increase 5898 8.6 12.1

As of December 31 2008

Total Fixed Maturity

Investments 5742 200 bp decrease 6237 8.6% 14.8%

100 bp decrease 5993 4.4 7.5

100 bp increase 5482 4.5 7.7

200bpincrease 5234 8.8 15.1

LIABILITIES

As of December 31 2009

Borrowings 1011 200bp decrease 1148

100 bp decrease 1078

100 bp increase 946

200 bp increase 886

As of December 31 2008

Borrowings 626 200 bp decrease 701

100 bp decrease 664

100 bp increase 593

200 bp increase 564

Includes short-term investments and cash and cash equivalents

Changes in estimated fair value have no impact on shareholders equity
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F1igl Exshg Rt Risk

We have foreign currency exchange rate risk associated with our assets and liabilities We manage this

risk primarily by matching assets and liabilities in each foreign currency as closely as possible To

assist with the matching of assets and liabffities in foreign currencies we periodically purchase foreign

currency forward contracts and we purchase or sell foreign currencies in the open market Our forward

contracts are designated as specific hedges for financial reporting purposes As such realized and

unrealized gains and losses on these hedges are recorded as currency translation adjustments and are

part of other comprehensive income loss Our contracts generally have maturities of three months

At December 31 2009 we held two outstanding contracts with an aggregate notional amount of $40.6

millionand fair value of $1.4 million Realized gains on forward contracts of $1.0 millionwere

recorded as currency
translation adjustments in 2009

At December 31 2009 and 2008 approximately 87% and 88% respectively of our invested assets were

denominated in United States Dollars At those dates the largest foreign currency exposure was United

Kingdom Sterling If Sterling assets and liabilities had been mismatched by 10% and the United States

Dollar/United Kingdom Sterling exchange rate increased by 25% shareholders equity at December 31

2009 and 2008 would have changed by approximately $4.8 million and $6.1 miJilon respectively If

Sterling assets and liabilities had been mismatched by 10% and the United States Dollar/United

Kingdom Sterling exchange rate decreased by 25% shareholders equity at December 31 2009 and

2008 would have changed by approximately $8.0 million and $10.1 nrillion respectively The selected

hypothetical changes do not indicate what could be the potential best or worst case scenarios

Iulplt IlfiBtill

Property and casualty insurance premiums are established before the amount of losses and loss

adjustment expenses or the extent to which inflation may affect such expenses is known

Consequently in establishing premiums we attempt to anticipate the potential impact of inflation

We also consider inflation in the determination and review of reserves for losses and loss adjustment

expenses since portions of these reserves are expected to be paid over extended periods of time The

importance of continually reviewing reserves is even more pronounced in periods of extreme inflation
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As of December 31 2009 we carried out an evaluation of the effectiveness of the design and

operation of our disclosure controls and procedures pursuant to Securities Exchange Act Rule l3a-l5

Disclosure Controls This evaluation was conducted under the supervision and with the

participation of our management including the Chief Executive Officer CEO and the Chief

Financial Officer CFO

Our management including the CEO and CFO does not expect that our Disclosure Controls wifi

prevent all error and all fraud control system no matter how well conceived and operated can

provide only reasonable not absolute assurance that the objectives of the control system are met

Further the design of control system must reflect the fact that there are resource constraints and

the benefits of controls must be considered relative to their costs Because of the inherent hmitations

in all control systems no evaluation of controls can provide absolute assurance that all control issues

and instances of fraud if any have been detected These inherent limitations include the realities that

judgments in decision making can be faulty and that breakdowns can occur because of simple error

or mistake The design of any system of controls also is based in part upon certain assumptions about

the likelihood of future events and there can be no assurance that any design wifi succeed in

acbieving its stated goals under all potential future conditions

Based upon our controls evaluation the CEO and CFO have concluded that our Disclosure Controls

provide reasonable assurance that the information we are required to disclose in our periodic reports

is accumulated and communicated to management including the CEO and CFO as appropriate to

allow timely decisions regarding disclosure and is recorded processed summarized and reported

within the time periods specified in the Securities and Exchange Commissions mles and forms

Pursuant to Section 404 of the Sarbanes-Oxley Act of 2002 we carried out an evaluation under the

supervision and with the participation of our management including the CEO and the CFO of the

effectiveness of our internal control over financial reporting as of December 31 2009 See

Managements Report on Intemal Control over Financial Reporting and our independent registered

public accounting firms attestation report on the effectiveness of our internal control over financial

reporting beginning on page 81

There were no changes in our intemal control over financial reporting during the fourth quarter of

2009 that materially affected or are reasonably likely to materially affect our intemal control over

financial reporting
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SI Rhr iid CBltiori1y SttlfflMt

This report contains statements concerning or incorporating our expectations assumptions plans

objectives future financial or operating performance and other statements that are not historical

facts These statements are forward-looking statements within the meaning of the Private

Securities Litigation Reform Act of 1995

There are risks and uncertainties that may cause actual results to differ materially from predicted

results in forward-looking statements Factors that may cause actual results to differ are often

presented with the forward-looking statements themselves Additional factors that could cause actual

results to differ from those predicted are set forth under Risk Factors or are included in the items

listed below

our anticipated premium volume is based on current knowledge and assumes no significant

man-made or natural catastrophes no significant changes in products or personnel and no

adverse changes in market conditions

we are legally required in certain instances to offer terrorism insurance and have attempted to

manage our exposure however if there is covered terrorist attack we could sustain material

losses

the impact of the events of September 11 2001 wifi depend on the resolution of on-going insurance

coverage litigation and arbitrations

the frequency and severity of catastrophic events is unpredictable and may be exacerbated if as

many forecast conditions in the oceans and atmosphere result in increased hurricane or other

adverse weather-related activity

changing legal and social trends and inherent uncertainties including but not limited to those

uncertainties associated with our asbestos and enviromnental reserves in the loss estimation

process can adversely impact the adequacy of loss reserves and the allowance for reinsurance

recoverables

adverse developments in insurance coverage litigation could result in material increases in our

estimates of loss reserves

the loss estimation process may become more uncertain if we experience period of rising

inflation

the costs and availability of reinsurance may impact our ability to write certain lines of business

industry and economic conditions can affect the ability and/or willingness of reinsurers to pay

balances due

after the commutation of ceded reinsurance contracts any subsequent adverse development in the

re-assumed loss reserves will result in charge to earnings

regulatory actions can impede our ability to charge adequate rates and efficiently allocate capital

economic conditions volatility in interest and foreign currency exchange rates and changes in

market value of concentrated investments can have significant impact on the fair value of fixed

maturities and equity securities as well as the carrying value of other assets and liabilities and this

impact is heightened by the recent levels of market volatility



we cannot predict the extent and duration of the current economic recession the effects of

government intervention into the markets to address the recent financial crisis including among

other things financial stability and recovery initiatives the governments ownership interest in

American International Group Inc and the restructuring of that company potential regulatory

changes affecting the insurance and financial services industries and the securities and derivatives

markets and changes in tax policy and their combined impact on our industry business and

investment portfolio

because of adverse conditions in the financial services industry access to capital has generally

become more difficult and/or more expensive which may adversely affect our ability to take

advantage of business opportunities as they may arise

our One Markel initiative may take longer to implement and cost more than we anticipate and

may not achieve some or all of its objectives

we completed number of acquisitions in late 2009 and may engage in additional acquisition

activity in the future which may increase operational and control risks for period of time

if we experience pandemic or localized catastrophic event in an area where we have offices our

business operations could be adversely affected

loss of services of any executive officers could impact our operations and

adverse changes in our assigned financial strength or debt ratings could impact our ability to attract

and retain business or obtain capital

our premium volume underwriting and investment results and results from our non-insurance

operations have been and will continue to be potentially materially affected by these factors By

making forward-looking statements we do not intend to become obligated to publicly update or

revise any such statements whether as result of new information future events or other changes

Readers are cautioned not to place undue reliance on any forward-looking statements which speak

only as at their dates
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Prf
The following graph compares

the cumulative total return based on share price on our common

stock with the cumulative total return of companies included in the SP 500 Index and the Dow

Jones Property Casualty Insurance Companies Index This information is not necessarily

indicative of future results

$160

$140

$120

$100

$80

$60

$40

$20

$0

0-Markel Corporation

-----S.P500

Dow Jones Property Casualty Insurance

Years Ended December 31
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Markel Corporation

sP 500

Dow Jones Property Casualty Insurance

100 87 132 135 82 93

100 105 121 128 81 102

100 115 131 119 90 98

$100 invested on December 31 2004 in our common stock or the listed index Includes reinvestment

of dividends
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Our common stock trades on the New York Stock Exchange under the symbol MKL The number

of shareholders of record as of February 18 2010 was approximately 500 The total number of

shareholders including those holding shares in street name or in brokerage accounts is estimated to

be in excess of 50000 Our current strategy is to retain earnings and consequently we have not paid

and do not expect to pay cash dividend on our common stock

High and low common stock prices as reported on the New York Stock Exchange composite tape for

2009 were $363.00 and $208.77 respectively See Quarterly Financial Information on page 84 for

additional common stock price information

viIHl Ilfo1ffltill iid Shrlhdl lItiols

This document represents Markel Corporations Annual Report and Form 10-K which is ified with

the Securities and Exchange Commission

Information about Markel Corporation including exhibits filed as part of this Form 10-K may

be obtained by writing Mr Bruce Kay Vice President of Investor Relations at the address of the

corporate offices listed on the following page or by calling 800 446-6671

We make available free of charge on or through our website our annual reports on Form 10-K

quarterly reports on Form 10-Q current reports on Form 8-K and all amendments to those reports as

soon as reasonably practicable after such material is electronically filed with or furnished to the

Securities and Exchange Commission Our website address is www.markelcorp.com
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TrBlsfr Agt

American Stock Transfer Trust Co LLC

59 Maiden Lane

Plaza Level

New York New York 10038-4502

800 937-5449

718921-8124

ld Cduct

We have adopted code of business conduct and ethics Code of Conduct which is applicable to all

directors and associates including executive officers We have posted the Code of Conduct on our

website at www.markelcorp.com We intend to satisfy applicable disclosure requirements regarding

amendments to or waivers from provisions of our Code of Conduct by posting such information on

our website Shareholders may obtain printed copies of the Code of Conduct by writing Mr Bruce

Kay Vice President of Investor Relations at the address of the corporate offices listed below or by

calling 800 446-6671

ShMlti

Shareholders of Markel Corporation are invited to attend the Annual Meeting to be held at The

Jefferson Hotel 101 West Franklin Street Richmond Virginia at 430 p.m May 10 2010

iU gffilcs

Markel Corporation

4521 Highwoods Parkway

Glen Allen Virginia 23060-6148

804 747-0136

800 446-6671
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Alan Kirshner Anthony Markel

Chairman of the Board and Vice Chairman

Chief Executive Officer
Steven Markel

Alfred Broaddus Jr Vice Chairman

Private Invest or
Darrell Martm

Douglas Eby Retired Executive Vice President

Private Invest or and Chief Financial Officer

Markel Corporation
Stewart Kasen

Retired President and Jay Weinberg

Chief Executive Officer Chairman Emeritus

Famous Brands Inc Hirschler Fleischer professional corporation

Lernuel Lewis Debora Wilson

Retired Executive Vice President Retired President and

and Chief Financial Officer Chief Executive Officer

Landmark Communications Inc The Weather Channel
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Alan Kirshner

Chairman of the Board and Chief Executive Officer since 1986 Director since 1978 Age 74

Anthony Markel

Vice Chairman since May 2008 President and Chief Operating Officer from March 1992 to

May 2008 Director since 1978 Age 68

Steven Markel

Vice Chairman since March 1992 Director since 1978 Age 61

Thomas Gayner

Chief Investment Officer since January 2001 President Markel-Gayner Asset Management

Corporation subsidiary since December 1990 Director from 1998 to 2004 Age 48

Richard Whitt ifi

Senior Vice President and Chief Financial Officer since May 2005 Senior Vice PresidentFinance

from August 2003 to May 2005 Executive Vice President and Chief Administrative Officer Markel

International Limited subsidiary from August 2003 to May 2005 Age 46

Gerard Albanese Jr

Chief Underwriting Officer since January 2009 President and Chief Operating Officer Markel

International Limited subsidiary from September 2003 to August 2008 Age 57

Michael Crowley

President Markel Specialty since February 2009 President of Willis HRH North America from

October 2008 to January 2009 President of Hilb Rogal Hobbs Company from September 2005 to

October 2008 Executive Vice President from 2004 to 2005 Age 58

Britton Glisson

Chief Administrative Officer since February 2009 President Markel Insurance Company

subsidiary from October 1996 to March 2009 Age 53

John Latham

Managing Director Wholesale Regional Operations since January 2010 President Markel Southeast

since November 2008 Senior Vice President Business Development from January 2007 to May

2009 Chief Information Officer from February 2004 to January 2007 Age 63
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by reference of certain reports into the

Registrants Registration Statements on

Forms S-8 and S-3

31.1 Certification of Principal Executive

Officer Pursuant to Rule 13a-l4a/

l5dl4a

31.2 Certification of Principal Financial

Officer Pursuant to Rule 13a-l4a/

15dl4a

32.1 Certification of Principal Executive

Officer furnished Pursuant to 18 U.S.C

Section 1350

32.2 Certification of Principal Financial

Officer furnished Pursuant to 18 U.S.C

Section 1350

filed with this report
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Markel Corporation Subsidiaries

Incorporated by reference from the

Exhibit shown in parentheses filed with

the Commission in the Registrants

report on Form 10-Q for the quarter

ended March 31 2000

Incorporated by reference from the

Exhibit shown in parentheses filed with

the Commission in the Registrants

report on Form 8-K filed on August 20

2007

Incorporated by reference from the

Exhibit shown in parentheses filed with

the Commission in the Registrants

report on Form 10-Q for the quarter

ended September 30 2005

Incorporated by reference from the

Exhibit shown in parentheses filed with

the Commission in the Registrants

report on Form 10-Q for the quarter

ended March 31 2006

Incorporated by reference from the

Exhibit shown in parentheses filed with

the Commission in the Registrants

report on Form 10-K for the year ended

December 31 2008

Incorporated by reference from the

Exhibit shown in parentheses filed with

the Commission in the Registrants

report on Form 8-K filed on May 27
2005

Incorporated by reference from the

Exhibit shown in parentheses filed with

the Commission in the Registrants

report on Form 10-Q for the quarter

ended June 30 2009

Incorporated by reference from the

Appendix shown in parentheses filed

with the Commission in the

Registrants Proxy Statement and

Definitive 14A filed April 2003

Incorporated by reference from the

Exhibit shown in parentheses filed with the

Commission in the Registrants report on

Form l0-Q for the quarter ended September

30 2008

Incorporated by reference from the

Exhibit shown in parentheses filed with

the Commission in the Registrants

report on Form 8-K filed on March

2008

Incorporated by reference from the

Exhibit shown in parentheses filed with

the Commission in the Registrants

report on Form 8-K filed on

July 24 2006

Incorporated by reference from the

Exhibit shown in parentheses filed with

the Commission in the Registrants

report on Form 10-Q for the quarter

ended March 31 2009

Incorporated by reference from the

Exhibit shown in parentheses ified with

the Commission in the Registrants

report on Form 8-K filed on December

23 2009

SIGNATURES

Pursuant to the requirements of Section

13 or 15d of the Securities Exchange

Act of 1934 the registrant has duly

caused this report to be signed on its

behalf by the undersigned thereunto

duly authorized

MAIRKEL CORPORATION

By Steven Markel

Vice Chairman

March 2010

Pursuant to the requirements of the

Securities Exchange Act of 1934 this

report has been signed below by the

following persons on behalf of the

registrant and in the capacities and on

the dates indicated

Title

Chief Executive

Officer and

Chairman of

the Board

of Directors

Anthony Markel Director

Steven Markel7 Director

President and

Chief Financial

Officer

Principal

Financial Officer

and Principal

Accounting

Officer

Darrell Martin

Jay Weinberg

Debora Wilson

Director

Director

Director

Signatures

Alan Kirshner

Richard Whitt ffl Senior Vice

Alfred Broaddus Jr Director

Dou1as Eby Director

Stewart Kasen Director

Lemuel Lewis7 Director

Signed as of March 2010



ARKEL PftATl

Ess SIus Lis Sgt
Northeast Region

Red Bank New Jersey

Southeast Region

Glen Allen Virginia

Midwest Region

Deer/i eld Illinois

Mid South Region

Piano Texas

West Region

Woodland Hills California

Scottsdale Arizona

SpilIty Aitt St
Markel Specialty

Glen Allen Virginia

Markel American Specialty Personal and Commercial Lines

Pewaukee Wisconsin

Ld sur Mrkt Sllt

Markel International Insurance Company Limited

United Kingdom

Markel Syndicate 3000 at Lloyds

United Kingdom

Markel Syndicate Management Limited

United Kingdom

Elliott Special Risks LP

Toronto Canada

MIlkIl tilS

AMF Bakery Systems

Richmond Virginia

Ellicott Dredge Enterprises LLC

Baltimore Maryland

Panel Specialists Inc

Temple Texas

ParkLand Ventures Inc

Glen Allen Virginia



ill MARKEL
CoRpo1xrIoN

432i Iligh woods Pkwy Glen Alien Virginia 23060

800 446-6671

wvw.markeicorp.com


