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FINANCIAL HIGHLIGHTS (N THOUSANDS) FISCAL YEARS ENDED DECEMBER 31

2006 2007 2008 2009 - 2010

Income Statement Highlights®
Gross premiums written® $578,983 $549,074 $471,482 $553,922 $533,205
Premiums earned @ $627,166 $585,310 $503,579 $540,012 $548,955
Total revenues® $737,598 $706,068 $567,162 $672,683 $692,065
Net losses and loss adjustment expenses® $443,329 $350,997 $211,499 $231,068 $221,115
Income (loss) from continuing operations,

net of tax®@ © @ $126,984 $168,186 $177,725 $222,026 $231,598
Operating income®@® $129,459 $172,406 $206,980 $215,210 - $219,457
Net income®® $236,425 $168,186 $177,725 $222,026 $231,598
Balance Sheet Highlights
Total investments® $3,492,098 $3,639,395 $3,575,942 $3,838,222 $3,990,431
Total assets $4,342,853 $4,440,808 $4,280,938 $4,647.414 $4,875,056
Reserve for losses and loss

adjustment expenses® $2,607,148 $2,559,707 $2,379,468 $2,422,230 $2,414,100
Long-term debt® $179,177 $164,158 $34,930 $50,203 $51,104
Total liabilities $3,224,306 $3,185,738 $2,857,353 $2,942,819 $3,019,193

(1) Includes acquired entities since date of acquisition only (American Physicians Service Group was acquired on November 30, 2010; PICA Group was acquired on
April 1, 2009; PRA Wisconsin was acquired on August 1, 2006)

(2) Excludes discontinued operations

(3) Includes a loss on extinguishment of debt of $2.8 million for the year ended December 31, 2009 and a gain on extinguishment of debt of $4.6 million for the year
ended December 31, 2008

(4) See Page 144 for Reconciliation of Qperating Measures to GAAP

(5) Includes discontinued operations in 2006

$60.35

$4:875
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(1) See Page 144 for Reconciliation of Operating Measures to GAAP

(2) 2006 includes income from discontinued operations of $3.13 per diluted share
(3) Total capital per share of common stock outstanding

(4) Excludes discontinued operations




Every policy, every share of stock
represents a promise.

Our business is a series of promises. And since 1975,
ProAssurance has delivered on those promises by

ensuring that our company remains financially strong,

by managing our business for the long-term, and by

treating fairly everyone with whom we come in
contact. For 36 years, weve kept our promises. And
we are managing our business today to keep our

promises long into the future.

PROASSURANCE.

Treated Fairly




For our investors, the promise we
honor is one to manage ProAssurance
in a way that increases the value of
the investment we share.

2010
the year in review

Promises are made to be kept

TO MY FELLOW SHAREHOLDERS:

I believe promises are made to be kept.

All too often, “I promise” is a simple statement, said without thought or written without intent.
This is not so at ProAssurance. My colleagues and I believe in the true value of a promise made—
and we do not make any of our promises without duly considering what it takes to keep them.

For our investors, the promise we honor is one to manage ProAssurance in a way that increases
the value of the investment we share. In 2010, we delivered on that promise and achieved excep-
tional results by virtually every measurement.

We again grew Book Value per Share by a double-digit percentage. We began the year with a
Book Value per Share of $52.59, and ended 2010 at $60.35, an increase of 15%. As long-time
investors will know, we focus on Book Value per Share because
it is an easily computed and easily comparable result that allows
us to demonstrate to you the ultimate success of our efforts.

* We increased the value of the Company by 9% in 2010,
growing Shareholders’ Equity by $151 million to almost $1.9
billion. We also achieved a Return on Equity of 13% in 2010.

We enhanced these key measurements through the prudent repurchase of 1.9 million shares
of our common stock at a cost of $106 million. As part of our ongoing commitment to effectively
manage our capital, we have purchased six million shares at a cost of $315 million since 2005.

During that five year period, efficient capital management has allowed us to enhance the value

of ProAssurance for shareholders while growing the Company through six transactions that solidify




our present business and lay the foundation for future
success. At the same time, our demonstrated commitment
to capital adequacy has led rating agencies to upgrade our
insurance subsidiaries to levels that clearly highlight the
financial stability underlying our insurance products.

The financial success that has rewarded our investors
with a compound annual growth rate of 16% since going
public in 1991 has allowed us to build a balance sheet that
permits us to keep our promise of insurance in a manner
unlike any of our competitors. No company that I am aware
of provides a product quite like the promise of service and
security we deliver to our insureds. Certainly every company
with which we compete provides its insureds with a policy,
but the services provided through those policies and by the
company behind the policies are vastly different.

Every day, we leverage the strength of our balance sheet
to provide our insureds with a range of effective services
that I believe are unmatched in our industry. 'm confident
that ProAssurance’s embrace of cutting edge risk manage-

ment programs and content delivery methods is enhancing

W. STANCIL STARNES
CHIEF EXECUTIVE OFFICER




patient care and reducing the exposure of our insureds to frivolous litigation. I am equally certain
that our ability to apply rigorous underwriting standards to the risks we accept allows ProAssurance
to offer a superior product to the most qualified insureds.

But our ability to defend our insureds from a position of financial strength may be the most
defining characteristic of ProAssurance. Simply stated, we deliver every day on the promise to give
our insureds a defense of their claim that is unfettered by constraints unwisely imposed in the name
of short-term profit. This dedication to the needs of our insureds creates a virtuous circle that furthers
our continued ability to attract new customers who understand the true value and promise we pro-
vide, while retaining existing customers who understand the true value proposition of ProAssurance.
In 2010, we retained 90% of our premium base in one of the most competitive market environments
we've seen in the past decade. The fact that our superior product can rarely be sold at a price that
matches policies offering inferior security and service makes this achievement all the more remarkable.

The value that our insureds perceive in the ProAssurance product and our investors realize in the
increasing value of their stock is encapsulated in the brand promise of Treated Fairly. In each letter I've
written to you since 2008, I have underscored the value of Treated Fairly, the guiding principle that
governs every encounter with every constituent, internal and external, at ProAssurance. Treated Fairly
is the ultimate promise we can make as a company; and it’s one that I, and everyone at ProAssurance,
will do everything we can to keep.

Inherent in our commitment to both insureds and investors is the promise to adapt quickly and
effectively to deal with the new realities of medicine and the delivery of healthcare. Few environments
are evolving as rapidly—and as thoroughly—as the medical/legal environment in which the majority
of our policyholders practice and, here again, we are able to bring our financial strength, operational
expertise, and unmatched geographic reach to provide solutions to problems that our competitors
simply cannot solve.

The demographics of healthcare have undergone a seismic shift in the past generation, and
the consequences are becoming more evident every day. Fully 50% of the physicians practicing in

America today are employed or affiliated with hospitals or large,
Our ability to defend our insureds ~ multi-specialty groups. This migration to a more predictable

from a position of financial practice setting is driven by a host of factors: the prevalence of
strength may be the most defining physicians who seck more predictable working conditions, the
characteristic of ProAssurance. enhanced insurance/government reimbursement for procedures

performed by hospital-employed physicians, and the expense and
hassle of coping with federally mandated electronic documentation.
Yet despite common goals of these integrated physician/hospital systems, each approaches its
professional liability risk with a different set of demands and expectations. ProAssurance has insured
physicians for 35 years and hospitals for 25 years and is uniquely qualified to deliver the specialized

insurance programs that allow both types of insured—entities and individuals—to address their own




requirements. As changes in healthcare push institutions

to seek ways to use their scarce financial resources more

effectively, ProAssurance is ready with effective solutions.
There are, however, and will always be, entrepreneurial

physicians who crave the independence and challenge of solo

and small group practice, and for them we are enhancing our

traditional products to deal with emerging risks few could

. . . have imagined even five
This promise of responsive,

innovative, and secure insurance is
a promise we do not make lightly.

years ago. For example, we

are embarking on a new

specialty-specific program
targeting the unique liability demands in the practice of
obstetrics. We believe this will help us reach new insureds in
markets where we are already doing business and in attractive
new markets where our primary writings are currently con-
fined to our podiatric business.

This promise of responsive, innovative, and secure
insurance is a promise we do not make lightly. The manage-

~ ment team at ProAssurance is the most experienced in our
industry, and our past experience has prepared us to keep
these far-reaching promises. Our level of investment in the
Company ensures that we will take these promises—to
investors and insureds alike—seriously.

We have achieved impressive results by maintaining our
focus and discipline. The promise we make to you is that we
will continue to apply those principles in what is sure to be an
exciting future. We believe keeping that promise will allow us
to continue reporting future results that are as impressive as

those reported in 2010.
Sincerely,

W. Stancil Starnes
Chief Executive Officer
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STOCK PRICE PERFORMANCE

You may use the following information to compare the market value of our Common Stock with other public companies and public
companies in the insurance industry. The graph sets forth the cumulative total shareholder return of our stock during the five years ended
December 31, 2010, as well as the cumulative total shareholder return of an overall stock market index (the Russell 2000) and a peer group
index (the SNL Property & Casualty Insurance Index) for the five years ended December 31, 2010. All cumulative return data assumes the
reinvestment of dividends.
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PART1

ITEM 1. BUSINESS.
General / Corporate Overview

ProAssurance Corporation is a holding company for property and casualty insurance companies
focused on professional liability insurance. Throughout this report, references to ProAssurance, “we”,
“us” and “our” refer to ProAssurance Corporation and its consolidated subsidiaries. Our executive offices
are located at 100 Brookwood Place, Birmingham, Alabama 35209 and our telephone number is (205)
877-4400. Our stock trades on the New York Stock Exchange under the symbol “PRA.” Our website is
www.ProAssurance.com. Because the insurance business uses certain terms and phrases that carry special
and specific meanings, we encourage you to read the Glossary that is posted on the investor relations
section of our website.

The Investor Relations Page (www.proassurance.com/investorrelations/) on our website provides
many resources for investors seeking to learn more about us. Our annual report on Form 10K, our
quarterly reports on Form 10Q, and our current reports on Form 8K are available on our website as soon
as reasonably practical after filing with the Securities and Exchange Commission (the SEC) on its
EDGAR system. We show details about stock trading by corporate insiders by providing access to SEC
Forms 3, 4 and 5 when they are filed with the SEC. We maintain access to these reports for at least one
year after their filing.

In addition to federal filings on our website, we make available other documents that provide
important additional information about our financial condition and operations. Documents available on
our website include the financial statements we file with state regulators (compiled under Statutory
Accounting Principles as required by regulation), news releases that we issue, a listing of our investment
holdings, and certain investor presentations.

The Governance section of our website provides copies of the Charters for our Audit Committee,
Internal Audit department, Compensation Committee and Nominating/Corporate Governance Committee.
In addition you will find our Code of Ethics and Conduct, Corporate Governance Principles, Policy
Regarding Determination of Director Independence and Share Ownership Guidelines for Management
and Directors. We also provide the Pre-Approval Policy and Procedures for our Audit Committee and our
Policy Regarding Stockholder-Nominated Director Candidates. Printed copies of these documents may be
obtained from Frank O’Neil, Senior Vice President, ProAssurance Corporation, either by mail at P.O.
Box 590009, Birmingham, Alabama 35259-0009, or by telephone at (205) 877-4400 or (800) 282-6242.

Caution Regarding Forward-Looking Statements

Any statements in this Form 10K that are not historical facts are specifically identified as
forward-looking statements. These statements are based upon our estimates and anticipation of future
events and are subject to certain risks and uncertainties that could cause actual results to vary materially
from the expected results described in the forward-looking statements. Forward-looking statements are
identified by words such as, but not limited to, "anticipate", "believe", "estimate", "expect", "hope",
"hopeful", "intend", "may", "optimistic", "preliminary", "potential”, "project", "should", "will" and other
analogous expressions. There are numerous factors that could cause our actual results to differ materially
from those in the forward-looking statements. Thus, sentences and phrases that we use to convey our view
of future events and trends are expressly designated as forward-looking statements as are sections of this
Form 10K that are identified as giving our outlook on future business.

Forward-looking statements relating to our business include among other things: statements
concerning liquidity and capital requirements, investment valuation and performance, return on equity,
financial ratios, net income, premiums, losses and loss reserves, premium rates and retention of current
business, competition and market conditions, the expansion of product lines, the development or



acquisition of business in new geographical areas, the availability of acceptable reinsurance, actions by
regulators and rating agencies, court actions, legislative actions, payment or performance of obligations
under indebtedness, payment of dividends, and other matters.

These forward-looking statements are subject to significant risks, assumptions and uncertainties,
including, among other things, the following factors that could affect the actual outcome of future events:

— general economic conditions, either nationally or in our market areas, that are different
than anticipated,; '

— regulatory, legislative and judicial actions or decisions that could affect our business
plans or operations;

— the enactment or repeal of tort reforms;

— formation or dissolution of state-sponsored malpractice insurance entities that could
remove or add sizable groups of physicians from the private insurance market;

~ the impact of deflation or inflation;

— changes in the interest rate environment;

— the effect that changes in laws or government regulations affecting the U.S. economy or
financial institutions, including the Emergency Economic Stabilization Act of 2008 and
the American Recovery and Reinvestment Act of 2009 and the Dodd-Frank Wall Street
Reform and Consumer Protection Act of 2010, may have on the U.S. economy and our
business;

— performance of financial markets affecting the fair value of our investments or making it
difficult to determine the value of our investments;

— changes in accounting policies and practices that may be adopted by our regulatory
agencies and the Financial Accounting Standards Board, the Securities and Exchange
Commission, or the Public Company Accounting Oversight Board;

— changes in laws or government regulations affecting medical professional liability
insurance or the financial community;

— the effects of changes in the health care delivery system, including but not limited to the
Patient Protection and Affordable Care Act;

— uncertainties inherent in the estimate of loss and loss adjustment expense reserves and
reinsurance, and changes in the availability, cost, quality, or collectability of
insurance/reinsurance;

— the results of litigation, including pre- or post-trial motions, trials and/or appeals we
undertake;

— allegation of bad faith which may arise from our handling of any particular claim,
including failure to settle;

— loss of independent agents;

— changes in our organization, compensation and benefit plans;

— our ability to retain and recruit senior management;

— our ability to purchase reinsurance and collect recoveries from our reinsurers;

— assessments from guaranty funds;

— our ability to achieve continued growth through expansion into other states or through
acquisitions or business combinations;

— changes to the ratings assigned by rating agencies to our insurance subsidiaries,
individually or as a group;

— insurance market conditions may alter the effectiveness of our current business strategy
and impact our revenues;

— the expected benefits from completed and proposed acquisitions may not be achieved or
may be delayed longer than expected due to business disruption, loss of customers and



employees, increased operating costs or inability to achieve cost savings, and assumption
of greater than expected liabilities, among other reasons.

Our results may differ materially from those we expect and discuss in any forward-looking
statements. The principal risk factors that may cause these differences are described in "Item 1A, Risk
Factors" in this report and other documents we file with the Securities and Exchange Commission, such
as our current reports on Form 8-K, and our regular reports on Forms 10-Q and 10-K.

We caution readers not to place undue reliance on any such forward-looking statements, which
speak only as of the date made, and advise readers that these factors could affect our financial
performance and could cause actual results for future periods to differ materially from any opinions or
statements expressed with respect to future periods in any current statements. Except as required by law
or regulations, we do not undertake and specifically decline any obligation to publicly release the result of
any revisions that may be made to any forward-looking statements to reflect events or circumstances after
the date of such statements or to reflect the occurrence of anticipated or unanticipated events.



Business Overview

We are an insurance holding company that wholly owns eight operating insurance companies
which are primarily focused on providing professional liability insurance and operate as a single business
segment within the United States. The composition of our gross written premiums by coverage type and
by state for the past three years is as follows:

Gross Premiums Written—Years Ended December 31

(3 in thousands)
2010 2009 2008

Physicians $ 418,173 78% $ 442,002 80% $ 389,492 83%
Healthcare facilities 43,093 8% 37,215 7% 15,582 3%
Other healthcare

professionals 28,524 5% 31,350 6% 31,229 7%
Legal professionals 13,250 2% 12,379 2% 7,801 2%
All other (1) 30,165 7% 30,976 5% 27,378 5%
Total $ 533,205 100% $ 553,922 100% $ 471,482 100%

(1) Includes tail premiums of $23.2 million in 2010, $20.4 million in 2009 and $23.5 million in 2008.

Gross Premiums Written—Years Ended December 31

(8 in thousands)
2010 2009 2008
Alabama (1) $ 74,967 14% $ 96,307 17% $ 91,116 19%
Ohio 63,143 12% 69,300 13% 75,859 16%
Florida (2) 39,909 8% 35,428 6% 31,914 7%
Indiana 30,772 6% 33,304 6% 33,822 7%
Michigan 30,767 6% 32,842 6% 31,946 7%
All other states 293,647 54% 286,741 52% 206,825 44%
Total $ 533,205 100% $ 553,922 100% $ 471,482 100%

(1) Includes premium related to policies with a two year term of $10.9 million in 2010 and $23.0 million in 2009.
(2)Not a top five state in 2008

American Physicians Service Group, Inc. (APS), which we acquired on November 30, 2010 (see
“Corporate Organization and History-Recent Developments™) reported total gross written premiums for
the year ended December 31, 2010 of $61.5 million. The table above includes $5.1 million of APS
premium that was written after the acquisition date, primarily physician premium written in Texas.



Corporate Organization and History

We were incorporated in Delaware as the successor to Medical Assurance, Inc. in connection
with its merger with Professionals Group, Inc. (Professionals Group) in June 2001.

Much of our growth has come through mergers and acquisitions; we are the successor to eighteen
insurance organizations and have further grown our business with four significant renewal rights
transactions. Key personnel have been retained in our acquisitions, allowing us to maintain market
knowledge and preserve important institutional knowledge in underwriting, claims, risk management and
marketing. Our ability to utilize this knowledge has allowed us to grow effectively through acquisitions.

Recent Developments

On November 30, 2010 we acquired 100% of the outstanding shares of American Physicians
Service Group, Inc. (APS), whose primary operating entity is American Physicians Insurance Company
(API), in a transaction valued at $237 million including cash paid of $233 million and deferred
compensation commitments of $4 million. APS provides medical professional liability insurance
primarily in Texas. See Note 2 to the Consolidated Financial Statements included herein for additional
information regarding the acquisition of APS.

In November 2010 the Board of Directors of ProAssurance authorized $200 million to be used for
the repurchase of our common stock or debt securities, which was in addition to previous authorizations
of $100 million in September 2009, $100 million in August 2008 and $150 million in April 2007. As of
February 15,2011 approximately $194.0 million of the total amount authorized by the Board remains
available for use.

On April 1, 2009 we acquired 100% of Podiatry Insurance Company of America and subsidiaries
(PICA), and its wholly-owned subsidiary, PACO Assurance Company, Inc. (PACO), through a cash
sponsored demutualization valued at $134 million, including future premium credits to qualified insureds
of $15 million. PICA and PACO together provide professional liability insurance primarily to podiatric
physicians, chiropractors and other healthcare providers throughout the United States. See Note 2 to the
Consolidated Financial Statements included herein for additional information regarding the acquisition of
PICA.

In December 2008 we repurchased $23.0 million of our outstanding trust preferred securities for
approximately $18.4 million. We recognized a gain of approximately $4.6 million on the extinguishment
of debt which is discussed in more detail in Note 10 to the Consolidated Financial Statements included
herein. The repurchased securities had been issued in April and May, 2004 as a part of a larger transaction
wherein we issued $45.0 million of trust preferred securities, having a 30-year maturity and callable at par
beginning in May 2009. The proceeds from the sale of the trust preferred securities were used for general
corporate purposes, including contributions to the capital of our insurance subsidiaries to support growth
in our insurance operations.

In July 2008 we converted all our outstanding Convertible Debentures (aggregate principal of
$107.6 million), issued in 2003, into approximately 2,572,000 shares of ProAssurance common stock. No
gain or loss was recorded related to the conversion, which is discussed in more detail in Notes 10 and 11
to the Consolidated Financial Statements, included herein.

In December 2007 we redeemed, at face value, for cash, outstanding subordinated debentures of
$15.5 million that became our obligation in 2005 when we acquired NCRIC Corporation (NCRIC), now
ProAssurance Professional Liability Group.

Effective August 1, 2006 we acquired 100% of the outstanding shares of Physicians Insurance
Company of Wisconsin, Inc., now ProAssurance Wisconsin Insurance Company (PRA Wisconsin), in an
all stock merger valued at $104 million. PRA Wisconsin provides professional liability insurance
primarily to healthcare professionals and facilities in Midwestern and Western states.

Effective January 1, 2006 we sold the operating subsidiaries that comprised our personal lines
operations, MEEMIC Insurance Company and MEEMIC Insurance Services (collectively, the MEEMIC
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companies), for $400 million before taxes and transaction expenses. We recognized a gain on the sale in
the first quarter of 2006 of $109.4 million after consideration of sales expenses and estimated taxes. We
used the sale proceeds to support the capital requirements of our professional liability insurance
subsidiaries and other general corporate purposes.

Products, Services and Marketing

Our insurance subsidiaries are primarily focused on providing professional liability insurance to
the healthcare and legal marketplaces. We target the full spectrum of the healthcare professional liability
market, with physicians as our core customer group. For our legal professional liability product, we target
smaller law practices. While most of our business is written in the standard market, we also offer
professional liability insurance on an excess and surplus lines basis. We are licensed to do business in
every state.

We utilize independent agents as well as an internal sales force to write our business. For the year
ended December 31, 2010, we estimate that approximately 64% of our gross premiums written were
produced through independent insurance agencies. We do not anticipate that inclusion of APS will have a
meaningful impact on our sales distribution. These local agencies usually have producers who specialize
in professional liability insurance and should be able to convey the factors that differentiate our
professional liability insurance products. No single agent or agency accounts for more than 10% of our
total direct premiums written.

Our marketing approach is closely tied to our promise of “Treated Fairly” which is our public
pledge that all of our actions will deliver fair treatment, informed by the core values that guide our
organization: integrity, respect, doctor involvement in our healthcare insurance activities, collaboration,
communication, and enthusiasm. We emphasize that we offer:

— financial strength,

— excellent claims and underwriting services,

— opportunities to participate in accredited risk management education seminars,

— risk management consultation, loss prevention seminars and other educational programs,

— regular newsletters discussing matters of interest to healthcare providers, including updates on
legislative developments,

— support of legislation that will have a positive effect on healthcare liability issues, and

— involvement in and support for local medical societies and related organizations.

These communications and services demonstrate our understanding of the professional liability
insurance needs of the healthcare industry, promote a commonality of interest among us and our insureds,
and provide opportunities for targeted interactions with potential insureds.

Underwriting

Our underwriting process is driven by individual risk selection. Our underwriting decisions are
focused on achieving pricing adequacy. We assess the quality and pricing of the risk, emphasizing loss
history, areas of practice and location in making our underwriting decision. In performing their
assessment, our underwriters may also consult with internal actuaries regarding loss trends and pricing
and utilize loss-rating models to assess the projected underwriting results of certain insured risks.

Our underwriting concentrates on knowledge of local market conditions and legal environments
through market-focused underwriting offices located in Alabama, Georgia, Indiana, Michigan, Missouri,
Tennessee, Texas, Wisconsin, and the District of Columbia. Our underwriters work closely with our
claims departments, consulting with staff about claims histories and patterns of practice in a particular
locale as well as monitoring claims activity.

For our medical professional liability business underwriters are assisted by our medical advisory
committees that operate in our key markets. These committees are comprised of physicians, other



healthcare providers and representatives of hospitals and healthcare entities and help us maintain close
ties to the medical communities in these markets, provide information on the practice of medicine in each
market and provide guidance on critical underwriting issues.

Claims Management

We have local claims offices located in Alabama, Delaware, Florida, Georgia, Illinois, Indiana,
Kentucky, Michigan, Missouri, Ohio, Tennessee, Texas, Virginia, Wisconsin, and the District of
Columbia so that we can provide specialized and timely attention to claims. We offer our insureds a
strong defense of claims that we believe are non-meritorious or those we believe cannot be settled by
reasonable, good faith negotiations. Many of these claims are resolved by jury verdict, and we engage
experienced, independent trial attorneys in each venue to handle the litigation in defense of our
policyholders.

Our claims department promptly and thoroughly investigates the circumstances surrounding a
reported claim against an insured. As this investigation progresses, our claims department develops an
estimate of the case reserves for each claim. Thereafter, we monitor development of new information
about the claim and adjust the case reserve as loss cost estimates are revised.

Through our investigation, and in consultation with the insured and appropriate experts, we
evaluate the merit of the claim and either seek reasonable good faith settlement or aggressively defend the
claim. Our claims department carefully manages the case, including selecting independent defense
attorneys who specialize in professional liability defense and obtaining medical, legal and/or other expert
professionals to assist in the analysis and defense of the claim. As part of the evaluation and preparation
process for medical professional liability claims, we meet regularly with medical advisory committees in
our key markets to examine claims, attempt to identify potentially troubling practice patterns and make
recommendations to our staff.

We believe that our claims philosophy contributes to lower overall loss costs and results in
customer loyalty. Our success in claims management is greatly enhanced by our local presence in many
of the markets we serve. Our claims offices in those markets are staffed with experienced claims
professionals who possess specialized knowledge of the local medical and legal environments. We have
access to attorneys with significant experience in the defense of professional liability claims in those local
jurisdictions and who are able to defend claims in an aggressive, cost-efficient manner.

Investments

The majority of our assets are held in our individual operating insurance companies and we apply
a consistent management strategy to the entire portfolio.

Our overall investment strategy is to focus on maximizing current income from our investment
portfolio while maintaining safety, liquidity, duration targets and portfolio diversification. The portfolio is
generally managed by professional third party asset managers whose results we monitor and evaluate. The
asset managers typically have the authority to make investment decisions within the asset class they are
responsible for managing, subject to our investment policy and oversight, including a requirement that
securities in a loss position cannot be sold without specific authorization from us. See Note 4 to the
Consolidated Financial Statements for more information on our investments.

Rating Agencies

Our claims-paying ability and financial strength are regularly evaluated and rated by three major
rating agencies, A. M. Best, Fitch and Moody’s. In developing their claims-paying ratings, these agencies
make an independent evaluation of an insurer’s ability to meet its obligations to policybolders. While
these ratings may be of interest to investors, these are not ratings of our securities nor a recommendation
to buy, hold or sell any of our securities.



The following table presents the claims paying ratings of our group and our core subsidiaries as
of February 15, 2011:

Rating Agency
A.M. Best Fitch Moody’s
(www.ambest.com) (www.fitchratings.com) (www.moodys.com)

ProAssurance Group A (Excellent) A (Strong) A3
ProAssurance Indemnity Company, Inc. A (Excellent) A (Strong) A3
ProAssurance Casualty Co. A (Excellent) A (Strong) A3
ProAssurance Specialty Insurance Company, Inc. A (Excellent) A (Strong) NR
American Physicians Insurance Company A (Excellent) A (Strong) NR
Podiatry Insurance Company of America A (Excellent) A (Strong) A3
ProAssurance Wisconsin Insurance Co. A- (Excellent) A (Strong) A3
PACO Assurance Company, Inc. A- (Excellent) A (Strong) NR
ProAssurance National Capital Insurance Co. A- (Excellent) A (Strong) NR

The rating process is dynamic and ratings can change. If you are seeking updated information
about our ratings, please visit the rating agency websites listed in the table.

Competition

We compete in a fragmented market with many insurance companies and alternative insurance
mechanisms such as risk retention groups or self-insuring entities. Competition depends on a number of
factors including pricing, size, name recognition, service quality, market commitment, market conditions,
breadth and flexibility of coverage, method of sale, financial stability, ratings assigned by rating agencies
and regulatory conditions.

Our financial stability, local market presence and knowledge, leading position in a number of
markets, service quality, size, and geographic scope provide competitive advantages. We are widely
recognized in our markets for our heritage as a policyholder-founded company with a long-term focus on
the professional liability insurance industry as well as our demonstrated commitment to the defense of
non-meritorious claims and the prompt, reasonable settlement of those claims that involve a breach of the
applicable standard of professional care by our insured, causing damages covered by our insurance policy.

Our operating model of maintaining regional claims and underwriting offices staffed with
experienced underwriting and claims professionals also provides competitive advantages. We utilize our
local market knowledge to rigorously underwrite each application for coverage to ensure that we
understand the risks we accept, and develop an adequate price for that risk. Our local market knowledge
also allows us to effectively evaluate claims because we have a detailed understanding of local medical
and legal climates. We maintain active relationships with our customers and emphasize high
responsiveness to customer needs.

Additionally, we differentiate ProAssurance from our competitors through our “Treated Fairly”
brand. “Treated Fairly” is our public pledge that all of our actions will deliver fair treatment, informed by
the core values that guide our organization: integrity, respect, doctor involvement in our healthcare
insurance activities, collaboration, communication, and enthusiasm. Qur competitors include smaller
insurance entities that concentrate on a single state and also have an extensive knowledge of the local
markets. We also compete with several large national insurers whose financial strength and resources may
be greater than ours. We consider our largest nationwide competitors to be The Medical Protective
Company (Berkshire Hathaway) and The Doctors Company.
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Improvements in loss cost trends have allowed us to reduce rates in many markets and offer
targeted new business and renewal retention programs in selected markets. These steps improve
policyholder retention but decrease our average premiums. While we reflect loss cost trends in our
pricing, we do not aggressively compete on price alone, and we have not compromised our commitment
to strict underwriting.

We have lost some insureds due to aggressive, price-based competition which we face in virtually
all of our markets. This competition comes mostly from established insurers that are willing to write
coverage at rates that we believe do not meet our long-term profitability goals. We believe many
competitors are also employing less-stringent underwriting standards than they have in the past and they
appear to be offering more liberal coverage options.

We have also seen a trend towards hospitals purchasing physician practices in recent years. We
have also lost insureds as some physicians and hospitals have entered into alternative risk transfer
mechanisms such as self insurance and risk sharing pools. Historically, these alternatives have been less
attractive when prices soften in the traditional insurance markets although many of these alternative
arrangements have remained in place through previous soft markets.

If competitors continue to be less disciplined in their pricing, or become more permissive in their
coverage terms, we could lose business because our ongoing commitment to adequate rates and strong
underwriting standards affects our willingness to write new business and to renew existing business in the
face of this price-based competition.

Insurance Regulatory Matters

We are subject to regulation under the insurance and insurance holding company statutes of
various jurisdictions including the domiciliary states of our insurance subsidiaries and other states in
which our insurance subsidiaries do business. Our insurance subsidiaries are domiciled in Alabama,
Illinois, Michigan, Texas, Wisconsin, and the District of Columbia.

Insurance companies are also affected by state and federal legislative and regulatory measures
and judicial decisions. These could include new or updated definitions of risk exposure and limitations on
business practices. In addition, individual state insurance departments may prevent premium rates for
some classes of insureds from adequately reflecting the level of risk assumed by the insurer for those
classes.

Our operating subsidiaries are required to file detailed annual reports with the state insurance
regulators in each of the states in which they do business. The laws of the various states establish agencies
with broad authority to regulate, among other things, licenses to transact business, premium rates for
certain types of coverage, trade practices, agent licensing, policy forms, underwriting and claims
practices, reserve adequacy, transactions with affiliates, and insurer solvency. Many states also regulate
investment activities on the basis of quality, distribution and other quantitative criteria. States have also
enacted legislation regulating insurance holding company systems, including acquisitions, the payment of
dividends, the terms of affiliate transactions, and other related matters.

Applicable state insurance laws, rather than federal bankruptcy laws, apply to the liquidation or
reorganization of insurance companies.
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Insurance Regulation Concerning Change or Acquisition of Control

The insurance regulatory codes in our operating subsidiaries’ respective domiciliary states each
contain provisions (subject to certain variations) to the effect that the acquisition of “control” of a
domestic insurer or of any person that directly or indirectly controls a domestic insurer cannot be
consummated without the prior approval of the domiciliary insurance regulator. In general, a presumption
of “control” arises from the direct or indirect ownership, control or possession with the power to vote or
possession of proxies with respect to 10% (5% in Alabama) or more of the voting securities of a domestic
insurer or of a person that controls a domestic insurer. Because of these regulatory requirements, any
party seeking to acquire control of ProAssurance or any other domestic insurance company, whether
directly or indirectly, would usually be required to file an application for approval of the proposed change
of control with the relevant insurance regulatory authority.

In addition, certain state insurance laws contain provisions that require pre-acquisition
notification to state agencies of a change in control of a non-domestic insurance company admitted in that
state. While such pre-acquisition notification statutes do not authorize the state agency to disapprove the
change of control, such statutes do authorize certain remedies, including the issuance of a cease and desist
order with respect to the non-domestic admitted insurers doing business in the state if certain conditions
exist, such as undue market concentration.

Statutory Accounting and Reporting

Insurance companies are required to file detailed quarterly and annual reports with the state
insurance regulators in each of the states in which they do business, and their business and accounts are
subject to examination by such regulators at any time. The financial information in these reports is
prepared in accordance with Statutory Accounting Principles (SAP). Insurance regulators periodically
examine each insurer’s financial condition, adherence to SAP, and compliance with insurance department
rules and regulations.

In late 2010, the National Association of Insurance Commissioners (the NAIC) adopted the
Model Insurance and Holding Company System Regulatory Act and Regulation (“Model Law”). The
Model Law, as compared to currently existing NAIC guidance, increases regulatory oversight of and
reporting by insurance holding companies, including reporting related to non-insurance entities, and
requires reporting of risks affecting the holding company group. The Model Law will be binding only if
adopted by state legislatures and/or state insurance regulatory authorities and actual regulations adopted
by any state may differ from the Model Law.

Regulation of Dividends and Other Payments from Our Operating Subsidiaries

Our operating subsidiaries are subject to various state statutory and regulatory restrictions which
limit the amount of dividends or distributions an insurance company may pay to its shareholders without
prior regulatory approval. Generally, dividends may be paid only out of earned surplus. In every case,
surplus subsequent to the payment of any dividends must be reasonable in relation to an insurance
company’s outstanding liabilities and must be adequate to meet its financial needs.

State insurance holding company regulations generally require domestic insurers to obtain prior
approval of extraordinary dividends. Insurance holding company regulations that govern our principal
operating subsidiaries except as described below, deem a dividend as extraordinary if the combined
dividends and distributions to the parent holding company in any 12 month period are more than the
greater of either the insurer’s net income for the prior fiscal year or 10% of its surplus at the end of the
prior fiscal year.

Our ProAssurance National Capital Insurance Company subsidiary is governed by District of
Columbia insurance regulations, under which a dividend is deemed to be extraordinary if the combined
dividends and distributions made in any 12 month period exceeds the lesser of net income less capital
gains or 10% of surplus at the prior calendar year end.
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Our ProAssurance Wisconsin Insurance Company subsidiary is governed by Wisconsin insurance
regulations, under which a dividend is deemed to be extraordinary if the amount exceeds the lesser of
10% of a company’s capital and surplus as of December 31 of the preceding year or the greater of
statutory net income for the preceding calendar year minus realized capital gains for that calendar year, or
the aggregate of statutory net income for the three previous calendar years minus realized capital gains for
those calendar years, minus dividends paid or credited and distributions made within the first two of the
preceding three calendar years.

Additionally, we have made a written representation to the Texas Department of Insurance that
we would not pay any dividend from our APT subsidiary before June 1, 2011. If insurance regulators
determine that payment of a dividend or any other payments to an affiliate (such as payments under a tax-
sharing agreement or payments for employee or other services) would, because of the financial condition
of the paying insurance company or otherwise, be a detriment to such insurance company’s policyholders,
the regulators may prohibit such payments that would otherwise be permitted.

Risk-Based Capital

In order to enhance the regulation of insurer solvency, the National Association of Insurance
Commissioners specifies risk-based capital requirements for property and casualty insurance companies.
At December 31, 2010, all of ProAssurance’s insurance subsidiaries exceeded their minimum risk based
capital levels.

Investment Regulation

Our operating subsidiaries are subject to state laws and regulations that require diversification of
investment portfolios and that limit the amount of investments in certain investment categories. Failure to
comply with these laws and regulations may cause non-conforming investments to be treated as non-
admitted assets for purposes of measuring statutory surplus and, in some instances, would require
divestiture of investments. We monitor the practices used by our operating subsidiaries for compliance
with applicable state investment regulations and take corrective measures when deficiencies are
identified.

Guaranty Funds

Admitted insurance companies are required to be members of guaranty associations which
administer state guaranty funds. These associations levy assessments to fund the payment of claims
against insurance companies that fail (up to prescribed limits) on all member insurers in a particular state
on the basis of the proportionate share of the premiums written by member insurers in the covered lines of
business in that state. Maximum assessments permitted by law in any one year generally vary between
1% and 2% of annual premiums written by a member in that state. Some states permit member insurers to
recover assessments paid through surcharges on policyholders or through full or partial premium tax
offsets, while other states permit recovery of assessments through the rate filing process.

Shared Markets

State insurance regulations may force us to participate in mandatory property and casualty shared
market mechanisms or pooling arrangements that provide certain insurance coverage to individuals or
other entities that are otherwise unable to purchase such coverage in the commercial insurance
marketplace. Our operating subsidiaries’ participation in such shared markets or pooling mechanisms is
not material to our business at this time.

13



Changes in Legislation and Regulation

In recent years, the insurance industry has been subject to increased scrutiny by regulators and
legislators. The NAIC and a number of state legislatures have considered or adopted legislative proposals
that alter and, in many cases, increase the authority of state agencies to regulate insurance companies and
insurance holding company systems.

Tort reforms generally restrict the ability of a plaintiff to recover damages by, among other
limitations, eliminating certain claims that may be heard in a court, limiting the amount or types of
damages, changing statutes of limitation or the period of time to make a claim, and limiting venue or
court selection. A number of states in which we do business, notably Florida, Georgia, Illinois, Missouri,
Ohio, Texas, and West Virginia, enacted tort reform legislation in the previous decade as a response to a
rapid deterioration in loss trends. These reforms are generally thought to have contributed to the
improvement in the overall loss trends in those states, although loss trends have also been favorable in
states that did not pass any type of tort reform. In states where these reforms are perceived to have
improved the medical professional liability climate, we have experienced an increase in competition.

The Illinois and Georgia tort reform statutes were overturned in 2010 and challenges to tort
reform are underway in most states where tort reforms have been enacted. The Illinois statute was
overturned in early 2010. Other state reforms may also be overturned, although we cannot predict with
any certainty how appellate courts will rule. We continue to monitor developments on a state-by-state
basis and make business decisions accordingly.

Tort reform proposals are considered from time-to-time at the Federal level. As in the states,
passage of a Federal tort reform package would likely be subject to judicial challenge and we cannot be
certain that it would be upheld by the courts.

The Patient Protection and Affordable Care Act of 2010, otherwise known as the Healthcare
Reform Act, was passed and signed into law in March 2010. Although a few provisions of the Act have
already become effective, the most comprehensive provisions will become effective beginning in 2013. It
does not appear that the provisions enacted will have a significant direct effect on our business, but
specific regulations to implement the law are still being written. These regulations could have
unanticipated or indirect effects on our business or alter the risk and cost environments in which we and
our insureds operate. Additionally, the Healthcare Reform Act is a complex document that contains
numerous administrative provisions that deal with non-healthcare matters. Regulations to implement these
non-healthcare provisions are being developed and may impose additional administrative burdens that
increase our operating costs. Furthermore, there are ongoing legal challenges and potential legislative
changes that may be introduced during 2011 that may repeal or substantially alter the Healthcare Reform
Act. We are unable to predict with any certainty the effect that the Healthcare Reform Act or future
related legislation will have on our insureds or our business.

The Dodd-Frank Wall Street Reform and Consumer Protection Act (Dodd-Frank Act) was passed
in July 2010. Although many provisions of the Act do not appear to directly affect our business, the Act
establishes new regulatory oversight of financial institutions. As detailed regulations are developed to
implement the provisions of the Act, there may be changes in the regulatory environment that affect the
way we conduct our operations or the cost of compliance, or both.

Other federal initiatives could be proposed, including additional patient protection legislation that
could ultimately affect our business. We are unable to predict the likelihood of any particular type of
legislation becoming effective or the ramifications to our business.

Employees

At December 31, 2010, we had 739 employees, none of whom are represented by a labor union.
We consider our employee relations to be good.
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ITEM 1A. RISK FACTORS.

There are a number of factors, many beyond our control, which may cause results to differ
significantly from our expectations. Some of these factors are described below. Any factor described in
this report could by itself, or together with one or more other factors, have a negative effect on our
business, results of operations and/or financial condition. There may be factors not described in this report
that could also cause results to differ from our expectations.

Insurance market conditions may alter the effectiveness of our current business strategy and impact our
revenues.

The property and casualty insurance business is highly competitive. We compete with large
national property and casualty insurance companies, locally-based specialty companies, self-insured
entities and alternative risk transfer mechanisms (such as captive insurers and risk retention groups)
whose activities are directed to limited markets in which they have extensive knowledge. Competitors
include companies that have substantially greater financial resources than we do, hospitals purchasing
physician practices, as well as mutual companies and similar companies not owned by shareholders
whose return on equity objectives may be lower than ours.

Competition in the property and casualty insurance business is based on many factors, including
premiums charged and other terms and conditions of coverage, services provided, financial ratings
assigned by independent rating agencies, claims services, reputation, geographic scope, local presence,
agent and client relationships, financial strength and the experience of the insurance company in the line
of insurance to be written. Increased competition could adversely affect our ability to attract and retain
business at current premium levels, impact our market share and reduce the profits that would otherwise
arise from operations.

Our operating results and financial condition may be affected if actual insured losses differ from our loss
reserves.

We establish reserves as balance sheet liabilities representing our estimates of amounts needed to
pay reported and unreported losses and the related loss adjustment expense. Our largest liability is our
reserve for loss and loss adjustment expenses. Due to the size of our reserve for loss and loss adjustment
expenses, even a small percentage adjustment to our reserve can have a material effect on our results of
operations for the period in which the change is made.

The process of estimating loss reserves is complex. Significant periods of time often elapse
between the occurrence of an insured loss, the reporting of the loss by the insured and payment of that
loss. Ultimate loss costs, even for claims with similar characteristics, can vary significantly depending
upon many factors, including but not limited to, the nature of the claim and the personal situation of the
claimant or the claimant's family, the outcome of jury trials, the legislative and judicial climate where the
insured event occurred, general economic conditions and, for medical professional liability, the trend of
health care costs. Consequently, the loss cost estimation process requires actuarial skill and the
application of judgment, and such estimates require periodic revision. As part of the reserving process, we
review the known facts surrounding reported claims as well as historical claims data and consider the
impact of various factors such as:

— for reported claims, the nature of the claim and the jurisdiction in which the claim occurred;
— trends in paid and incurred loss development;

— trends in claim frequency and severity;

— emerging economic and social trends;

— trend of health care costs for medical professional liability;

— inflation; and

— changes in the regulatory legal and political environment.
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This process assumes that past experience, adjusted for the effects of current developments and
anticipated trends, is an appropriate, but not necessarily accurate, basis for predicting future events. There
is no precise method for evaluating the impact of any specific factor on the adequacy of reserves, and
actual results are likely to differ from original estimates. Our loss reserves also may be affected by court
decisions that expand liability on our policies after they have been issued and priced. In addition, a
significant jury award, or series of awards, against one or more of our insureds could require us to pay
large sums of money in excess of our reserved amounts. Due to uncertainties inherent in the jury system,
each case that is litigated to a jury verdict increases our risk of incurring a loss that has a material adverse
affect on reserves. To the extent loss reserves prove to be inadequate to meet future claim payments, we
would incur a charge to earnings in the period the reserves are increased.

We purchase reinsurance to mitigate the effect of large losses. Our receivable from reinsurers on
unpaid losses and loss adjustment expenses represents our estimate of the amount of our reserve for losses
that will be recoverable under our reinsurance programs. We base our estimate of funds recoverable upon
our expectation of ultimate losses and the portion of those losses that we estimate to be allocable to
reinsurers based upon the terms of our reinsurance agreements. Given the uncertainty of the ultimate
amounts of our losses, our estimates of losses and related amounts recoverable may vary significantly
from the eventual outcome. Also, we estimate premiums ceded under reinsurance agreements wherein the
premium due to the reinsurer, subject to certain maximums and minimums, is based in part on losses
reimbursed or to be reimbursed under the agreement. Due to the size of our reinsurance balances, an
adjustment to these estimates could have a material effect on our results of operations for the period in
which the adjustment is made. Any adjustments are reflected in then-current operations.

If market conditions cause reinsurance to be more costly or unavailable, we may be required to bear
increased risks or veduce the level of our underwriting commitments.

As part of our overall risk and capacity management strategy, we purchase reinsurance for
significant amounts of risk underwritten by our insurance company subsidiaries. Market conditions
beyond our control determine the availability and cost of the reinsurance. We may be unable to maintain
current reinsurance coverage or to obtain other reinsurance coverage in adequate amounts and at
favorable rates. If we are unable to renew our expiring coverage or to obtain new reinsurance coverage,
either our net exposure to risk would increase or, if we are unwilling to bear an increase in net risk
exposures, we would have to reduce the amount of our underwritten risk.

We cannot guarantee that our reinsurers will pay in a timely fashion or if at all, and, as a result, we could
experience losses.

We transfer part of our risks to reinsurance companies in exchange for part of the premium we
receive in connection with the risk. Although our reinsurance agreements make the reinsurer liable to us
to the extent the risk is transferred, the liability to our policyholders remains our responsibility. If
reinsurers fail to pay us or fail to pay on a timely basis, our financial results and/or cash flows would be
adversely affected. At December 31, 2010 our Receivable from Reinsurers on Unpaid Losses is $277.4
million and our Receivable from Reinsurers on Paid Losses is $4.6 million.

Our claims handling practices could result in a bad faith claim against us.

We have been, from time-to-time, sued for allegedly acting in bad faith during our handling of
a claim. The damages in actions for bad faith may include amounts owed by the insured in excess of
the policy limits as well as consequential and punitive damages. Awards above policy limits are
possible whenever a case is taken to trial. These actions have the potential to have a material adverse
effect on our financial condition and results of operations.
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Changes in healthcare policy could have a material effect on our operations.

The Patient Protection and Affordable Care Act of 2010, otherwise known as the Healthcare
Reform Act, was passed and signed into law in March 2010. While the primary provisions of the
Healthcare Reform Act do not appear to directly affect our business, specific regulations to implement the
law are still being written. The effect of these regulations could have unanticipated or indirect effects on
our business or alter the risk and cost environments in which we and our insureds operate. Additionally,
the Healthcare Reform Act is a complex document that contains numerous administrative provisions that
deal with non-healthcare matters. Regulations to implement these provisions are being developed and
may impose additional administrative burdens that will increase our operating costs. Furthermore, there
are ongoing legal challenges and potential legislative changes that may be introduced during 2011 that
may repeal or substantially alter the Healthcare Reform Act. We are unable to predict with any certainty
the effect that the Healthcare Reform Act or future related legislation will have on our insureds or our
business.

Changes due to recent financial reform legislation could have a material effect on our operations.

The Dodd-Frank Act was passed and signed into law in July 2010. The provisions of the bill do
not appear to directly affect our operations; however, the bill establishes new regulatory oversight of
financial institutions. As detailed regulations are developed to implement the provisions of the bill, there
may be changes in the regulatory environment that affect the way we conduct our operations or the cost of
regulatory compliance, or both. We are unable to predict with any certainty the effect that the Dodd-Frank
Act or future related legislation will have on our insureds or our business.

The passage of tort reform or other legislation, and the subsequent review of such laws by the courts
could have a material impact on our operations.

Tort reforms generally restrict the ability of a plaintiff to recover damages by, among other
limitations, eliminating certain claims that may be heard in a court, limiting the amount or types of
damages, changing statutes of limitation or the period of time to make a claim, and limiting venue or
court selection. A number of states in which we do business, notably Florida, Georgia, Illinois, Missouri,
Ohio, Texas, and West Virginia, enacted tort reform legislation in the previous decade as a response to a
rapid deterioration in loss trends. The statutes in Georgia and Illinois were overturned in 2010. We cannot
predict with any certainty how other state appellate courts will rule on these laws. While the effects of tort
reform have been generally beneficial to our business in states where these laws have been enacted, there
can be no assurance that such reforms will be ultimately upheld by the courts. Further, if tort reforms are
effective, the business of providing professional liability insurance may become more attractive, thereby
causing an increase in competition. In addition, the enactment of tort reforms could be accompanied by
legislation or regulatory actions that may be detrimental to our business because of expected benefits
which may or may not be realized. These expectations could result in regulatory or legislative action
limiting the ability of professional liability insurers to maintain rates at adequate levels. Coverage
mandates or other expanded insurance requirements could also be imposed. States may also consider state
sponsored malpractice insurance entities that could remove some physicians from the private insurance
market.

We continue to monitor developments on a state-by-state basis, and make business decisions
accordingly.
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A significant amount of our business is concentrated in certain states so that our performance is
dependent on the business, economic, regulatory and legislative conditions in those states.

Our top five states, Alabama, Ohio, Florida, Indiana and Michigan, represented 46% of our
gross premiums written for the year ended December 31, 2010. Moreover, on a combined basis,
Alabama and Ohio accounted for 26%, 30%, and 35%, of our gross premiums written for the years
ended December 31, 2010, 2009 and 2008, respectively. Texas would have represented approximately
11% of our total gross premiums written in 2010 had we included a full year of APS premium.
Because of these concentrations, unfavorable business, economic or regulatory conditions in any of
these states could have a disproportionately greater effect on us than they would if we were less
geographically concentrated.

We may be unable to identify future strategic acquisitions or expected benefits from completed and
proposed acquisitions may not be achieved or may be delayed longer than expected.

Our corporate strategy anticipates growth through the acquisition of other companies or books
of business. However, such expansion is opportunistic and there is no guarantee that we will be able to
identify strategic acquisition targets in the future. Additionally, if we are able to identify a strategic
target for acquisition, state insurance regulation concerning change or acquisition of control could
delay or prevent us from growing through acquisitions. Many states' insurance regulatory codes
provide that the acquisition of "control" of a domestic insurer or of any person that directly or
indirectly controls a domestic insurer cannot be consummated without the prior approval of the
domiciliary insurance regulator. There is no assurance that we will receive such approval from the
respective insurance regulator.

When we are able to complete an acquisition, such as our recent acquisitions of PICA and
APS, there is no guarantee that the expected benefits will be achieved as planned. The process of
integrating an acquired company or business can be complex and costly, and may create unforeseen
operating difficulties and expenditures. Potential problems that may arise include, among other
reasons, business disruption, loss of customers and employees, the ineffective integration of
underwriting, claims handling and actuarial practices, the increase in the inherent uncertainty of
reserve estimates for a period of time until stable trends reestablish themselves within the combined
organization, diversion of management time and resources to acquisition integration challenges, the
cultural challenges associated with integrating employees, increased operating costs or inability to
achieve cost savings, and the assumption of greater than expected liabilities. There is no guarantee that
any businesses acquired in the future will be successfully integrated, and the ineffective integration of
our businesses and processes may result in substantial costs or delays and adversely affect our ability
to compete.

If we are unable to maintain favorable financial strength ratings, it may be more difficult for us to write
new business or renew our existing business.

Independent rating agencies assess and rate the financial strength (including claims-paying
ability) of insurers based upon criteria established by the agencies. Periodically the rating agencies
evaluate us to confirm that we continue to meet the criteria of previously assigned ratings. The financial
strength ratings assigned by rating agencies to insurance companies represent independent opinions of
financial strength and ability to meet policyholder obligations and are not directed toward the protection
of investors. Ratings by rating agencies are not ratings of securities or recommendations to buy, hold or
sell any security.

Our principal operating subsidiaries hold favorable financial strength ratings with A.M. Best,
Fitch and Moody’s. Financial strength ratings are used by agents and customers as an important means of
assessing the financial strength and quality of insurers. If our financial position deteriorates or the rating
agencies significantly change the rating criteria that are used to determine ratings, we may not maintain
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our favorable financial strength ratings from the rating agencies. A downgrade or involuntary withdrawal
of any such rating could limit or prevent us from writing desirable business.

The following table presents the claims paying ratings of our group and our core subsidiaries as
of February 15, 2011:

Rating Agency
AM. Best Fitch Moody’s
(www.ambest.com) (www.fitchratings.com) (www.moodys.com)
ProAssurance Group A (Excellent) A (Strong) A3
ProAssurance Indemnity Company, Inc. A (Excellent) A (Strong) A3
ProAssurance Casualty Co. A (Excellent) A (Strong) A3
ProAssurance Specialty Insurance Company, Inc. A (Excellent) A (Strong) NR
American Physicians Insurance Company A (Excellent) A (Strong) NR
Podiatry Insurance Company of America A (Excellent) A (Strong) A3
ProAssurance Wisconsin Insurance Co. A- (Excellent) A (Strong) A3
PACO Assurance Company, Inc. A- (Excellent) A (Strong) NR
ProAssurance National Capital Insurance Co. A- (Excellent) A (Strong) NR

The rating process is dynamic and ratings can change. If you are seeking updated information
about our ratings, please visit the rating agency websites listed in the table.

Our business could be adversely affected by the loss of independent agents.

We depend in part on the services of independent agents in the marketing of our insurance
products. We face competition from other insurance companies for the services and allegiance of
independent agents. These agents may choose to direct business to competing insurance companies.

Our business could be adversely affected by the loss of one or more key employees.

We are heavily dependent upon our senior management and the loss of services of our senior
executives could adversely affect our business. Our success has been, and will continue to be, dependent
on our ability to retain the services of existing key employees and to attract and retain additional qualified
personnel in the future. The loss of the services of key employees or senior managers, or the inability to
identify, hire and retain other highly qualified personnel in the future, could adversely affect the quality
and profitability of our business operations.

Our board of directors regularly reviews succession planning relating to our Chief Executive
Officer as well as other senior officers. Mr. Starnes, our Chief Executive Officer, has indicated to the
board that he has no immediate plans for retirement.

Provisions in our charter documents, Delaware law and state insurance law may impede attempts to
replace or remove management or impede a takeover, which could adversely affect the value of our
common stock.

Our certificate of incorporation, bylaws and Delaware law contain provisions that may have the
effect of inhibiting a non-negotiated merger or other business combination. We currently have no
preferred stock outstanding, and no present intention to issue any shares of preferred stock. In addition,
our Board of Directors has amended our Corporate Governance Principles to provide that the Board of
Directors, subject to its fiduciary duties, will not issue any series of preferred stock for any defense or
anti-takeover purpose, for the purpose of implementing any stockholders rights plan, or with features
intended to make any acquisition more difficult or costly without obtaining stockholder approval.
However, because the rights and preferences of any series of preferred stock may be set by the board of
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directors in its sole discretion, the rights and preferences of any such preferred stock may be superior to
those of our common stock and thus may adversely affect the rights of the holders of common stock.

The voting structure of common stock and other provisions of our certificate of incorporation are
intended to encourage a person interested in acquiring us to negotiate with, and to obtain the approval of,
the board of directors in connection with a transaction. However, certain of these provisions may
discourage our future acquisition, including an acquisition in which stockholders might otherwise receive
a premium for their shares. As a result, stockholders who might desire to participate in such a transaction
may not have the opportunity to do so.

In addition, state insurance laws provide that no person or entity may directly or indirectly
acquire control of an insurance company unless that person or entity has received approval from the
insurance regulator. An acquisition of control would be presumed if any person or entity acquires 10%
(5% in Alabama) or more of our outstanding common stock, unless the applicable insurance regulator
determines otherwise. These provisions apply even if the offer may be considered beneficial by
stockholders.

We are a holding company and are dependent on dividends and other payments from our operating
subsidiaries, which are subject to dividend restrictions.

We are a holding company whose principal source of funds is cash dividends and other permitted
payments from operating subsidiaries. If our subsidiaries are unable to make payments to us, or are able
to pay only limited amounts, we may be unable to make payments on our indebtedness. The payment of
dividends by these operating subsidiaries is subject to restrictions set forth in the insurance laws and
regulations of their respective states of domicile, as discussed in Item 1 Insurance Regulatory Matters.

Regulatory requirements could have a material effect on our operations.

Our insurance businesses are subject to extensive regulation by state insurance authorities in each
state in which they operate. Regulation is intended for the benefit of policyholders rather than
shareholders. In addition to the amount of dividends and other payments that can be made to a holding
company by insurance subsidiaries, these regulatory authorities have broad administrative and
supervisory power relating to:

— licensing requirements;

— trade practices;

— capital and surplus requirements;

— investment practices; and

— rates charged to insurance customers.

These regulations may impede or impose burdensome conditions on rate changes or other actions
that we may want to take to enhance our operating results. In addition, we may incur significant costs in
the course of complying with regulatory requirements. Most states also regulate insurance holding
companies like us in a variety of matters such as acquisitions, changes of control and the terms of
affiliated transactions.

Future legislative or regulatory changes may also adversely affect our business operations.

The guaranty fund assessments that we are required to pay to state guaranty associations may increase
and results of operations and financial condition could suffer as a result.

Each state in which we operate has separate insurance guaranty fund laws requiring admitted
property and casualty insurance companies doing business within their respective jurisdictions to be
members of their guaranty associations. These associations are organized to pay covered claims (as
defined and limited by the various guaranty association statutes) under insurance policies issued by
insurance companies that have become insolvent. Most guaranty association laws enable the associations
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to make assessments against member insurers to obtain funds to pay covered claims after a member
insurer becomes insolvent. These associations levy assessments (up to prescribed limits) on all member
insurers in a particular state on the basis of the proportionate share of the premiums written by member
insurers in the covered lines of business in that state. Maximum assessments permitted by law in any one
year generally vary between 1% and 2% of annual premiums written by a member in that state, although
one notable exception occurred in Florida in 2006, when the state assessed all property casualty insurers a
total of 4% of their non-property premiums to offset bankruptcies caused by hurricane claims. Some
states permit member insurers to recover assessments paid through surcharges on policyholders or
through full or partial premium tax offsets, while other states permit recovery of assessments through the
rate filing process.

In 2010 and 2009, guaranty fund refunds/recoupments exceeded current year assessments by $1.3
million and $0.5 million, respectively, which reduced total acquisition expenses. Our policy is to accrue
for the insurance insolvencies when notified of assessments. We are not able to reasonably estimate the
liabilities of an insolvent insurer or develop a meaningful range of the insolvent insurer’s liabilities
because the guaranty funds do not provide sufficient information for development of such ranges.

Our investment results will fluctuate as interest rates change.

Our investment portfolio is primarily comprised of interest-earning assets. Thus, prevailing
economic conditions, particularly changes in market interest rates, may significantly affect our operating
results. Significant movements in interest rates potentially expose us to lower yields or lower asset values.
Changes in market interest rate levels generally affect our net income to the extent that reinvestment
yields are different than the yields on maturing securities. Changes in interest rates also can affect the
value of our interest-earning assets, which are principally comprised of fixed and adjustable-rate
investment securities. Generally, the values of fixed-rate investment securities fluctuate inversely with
changes in interest rates. Interest rate fluctuations could adversely affect our stockholders’ equity, income
and/or cash flows.

Our investments are subject to credit and prepayment risk.

A significant portion of our assets ($4.0 billion or 82%) at December 31, 2010 are financial
instruments whose value can be significantly affected by economic and market factors beyond our control
including, among others, the unemployment rate, the strength of the domestic housing market, the price of
oil, changes in interest rates and spreads, consumer confidence, investor confidence regarding the
economic prospects of the entities in which we invest, corrective or remedial actions taken by the entities
in which we invest, including mergers, spin-offs and bankruptcy filings, the actions of the U.S.
government, and global perceptions regarding the stability of the U.S. economy. Adverse economic and
market conditions could cause investment losses or other-than-temporary impairments of our securities,
which could affect our financial condition, results of operations, or cash flows.

Our portfolio holds asset-backed securities which consist of securitizations of underlying loans
collateralized by homes, autos, credit card receivables, commercial properties, hotels, and multi-family
housing. In addition to interest rate fluctuations, asset-backed security values are affected by the existence
of U.S. Government or Government-Sponsored Enterprise guarantees, the value and cash flows of the
underlying collateral, and the security’s seniority in the securitization’s capital structure. Approximately
18% ($731.8 million fair value) of our investments are asset-backed securities, 97% of which are
investment grade (94% AAA, 1% AA, 1% A, 1% BBB) as determined by Nationally Recognized
Statistical Rating Organizations (NRSROs) (Moody’s, Standard & Poor’s and Fitch). Ratings published
by the NRSROs are among the tools used to evaluate the credit worthiness of our securities. The ratings
are subject to error by the agencies; therefore, we may be subject to additional credit exposure should the
rating be misstated.
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We hold investments in non-agency mortgage-backed securities with a fair value of
approximately $23.8 million ($23.8 million recorded cost basis). We also hold agency mortgage-backed
securities which are guaranteed by Ginnie Mae, Fannie Mae, or Freddie Mac, having a combined fair
value of $524.8 million ($503.2 million recorded cost basis).

We have direct exposure with a fair value of $12.5 million in asset-backed securitizations that we
classify as subprime. We have no exposure to subprime loans through collateralized debt obligations
(CDOs).

Our investment portfolio contains $99.4 million fair value of Commercial Mortgage-Backed
Securities (CMBS) which are affected by the general health of the economy. As occupancy rates for
commercial buildings and hotels have declined in recent years, fair values for many CMBS securities
have declined. While we primarily hold high quality CMBS in our portfolio (average rating is AAA),
there is no guarantee that fair values will be maintained in the future if delinquencies continue or increase
or the economy does not maintain stability.

The economic downturn in preceding years lessened tax receipts and other revenues in many
states and their municipalities and the frequency of credit downgrades of these entities has increased. At
December 31, 2010 the fair value of our state/municipal portfolio is $1.24 billion (recorded cost basis of
$1.20 billion). While our state/municipal portfolio has a high credit rating (AA on average) which
indicates a strong ability to pay, there is no assurance that there will not be a credit related event in our
state and municipal bond portfolios which would cause fair values to decline.

Our asset-backed securities are also subject to prepayment risk. A prepayment is the unscheduled
return of principal. When rates decline, the propensity for refinancing may increase and the period of time
we hold our asset-backed securities may shorten due to prepayments. Prepayments may cause us to
reinvest cash flows at lower yields than currently recognized. Conversely, as rates increase, and
motivations for refinancing lessen, the period of time we hold our asset-backed securities may lengthen,
causing us to not reinvest cash flows at then higher available yields.

In a period of market illiquidity and instability, the fair values of our investments are more difficult to
assess and our assessments may prove to be greater or less than amounts received in actual transactions.

In accordance with applicable GAAP, we value 96% of our investments at fair value and the
remaining 4% at cost, equity, or cash surrender value. See Notes 1, 3 and 4 to the Consolidated Financial
Statements for additional information. Approximately 5% of investments are traded in active markets and
we use quoted market prices to value those investments. We estimate fair values for the remaining 91% of
our investments, based on broker dealer quotes and various other valuation methodologies, which may
require us to choose among various input assumptions and which requires us to utilize judgment. When
markets exhibit much volatility, there is more risk that we may utilize a quoted market price, b