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THE CORPORATE PROFILE

Markel Corporation is diverse financial holding company

serving variety of niche markets Our principal business markets

and underwrites specialty insurance products

In each of our businesses we seek to provide quality products

and excellent customer service so that we can be market leader

Our financial goals are to earn consistent underwriting and

operating profits and superior investment returns to build

shareholder value

THE MAR KEL STYLE

Markel has Commitment 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 wifi 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 self -detennination

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 concems in the spint 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
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2010

To Our Business Partners

We are delighted to update you on this years financial

results business activity and our outlook for the future

in this annual report We appreciate that you as the

owners of Markel Corporation share our interests in

building the long-term value of this Company We also

recognize that the relationship between the

management team at Markel and our shareholders is

uncommon in todays short-term focused world We

treasure this relationship as it allows us the unique

opportunity to build this Company in durable and

profitable manner

Every year this report is our best effort to communicate

with you about the operations and activities of your

Company We want to tell you everything about what we

are doing We are excited about the changes weve made

at Markel in the last few years We are optimistic about

our future and we want you to know as many details as

possible about your Company

We believe that the more you know about what we are

doing the more you will share our optimism and

continue to support us with the capital and patience

needed to accomplish our lofty goals

While no single measure can ever really capture the total

financial picture we have historically reported to you the

book value per share as reasonable proxy for our

performance By this measure 2010 was solid year of

progress for Markel as book value per share rose to

new record high of $326.36 an increase of 16% from

year ago Five years ago book value per share was

$174.04 and the compound annual growth rate since

that time stands at 13% Ten years ago book value was

$102.63 per share and the compound annual growth

rate over that period was l2% You can see our year by

year progress in the 20-year table provided below

We expect to continue to rely on book value per share as

the most important metric for measuring the progress of

the Company as whole In addition the ongoing growth

of our non-insurance operations contained in the Markel

Ventures group and capital management actions such as

share repurchases will mean that we may augment that

statistic with other relevant measures We will fully share

with you the key measures that we ourselves look at to

make and judge our business decisions

in millions except per share data 2010 2009 2008 2007 2006 2005 2004 2003 2002

Gross written premiums 1982 1906 2213

Combined ratio 97% 95%

hivestment portfolio 8224 7849

Portfolio per share $846.24 799.34

Shareholders equity 3172 2774

Book value per
share $326.36 282.55

5-Year CAGR in book

value per share1

CAGRcompound annual growth rate

2359 2536 2401 2518 2572 2218

99% 88% 87% 101% 96% 99% 103%

6893 7775 7524 6588 6317 5350 4314

702.34 780.84 752.80 672.34 641.49 543.31 438.79

2181 2641 2296 1705 1657 1382 1159

222.20 265.26 229.78 174.04 168.22 140.38 117.89

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



The last five and ten years have seen challenging

financial environments The insurance markets in which

we operate experienced increasingly competitive

conditions and investment markets were treacherous

Despite these conditions your Company substantially

increased in value We are pleased with these results and

we hope you are as well We look forward to building on

this legacy in the years to come

Ch-Ch-Ch-Changes

with apoLogies to David Bowie

Perhaps when we look back at 2010 in future years

we will smile knowingly at phrases like unusual

uncertainty or the new normal that we all hear so

much of these days The future is always uncertain and

whatever conditions exist as time goes by are by

definition normal For today though the sense remains

that somehow the degree of uncertainty and what

normal looks like seem different than in previous eras

In keeping with this sense of taking everything to warp

speed as the overall environment shifted weve

implemented series of dramatic changes at Markel in

recent years Weve changed our basic business model of

how we market and distribute insurance Weve changed

the senior leadership team to assure continuity into the

future Weve changed information technology systems

and approaches to how we manage the Company

Weve changed by adding to the countries and markets

where we operate Weve even changed the scope of

the businesses we operate with the addition of

Markel Ventures

As weve worked through these changes one thing has

not changed and will not change namely the Markel

Style which describes the values by which we operate

this Company Markel operates with integrity We value

our associates and our customers We maintain long-

term view while operating our business and we do not

cut corners or take shortcuts to make current results

look artificially better

In addition to those values which will not change we

expect the future to be guided by two fundamental

business realities

One technological change will continue to occur at an

increasing pace

Our technological approaches must be fast flexible and

cost effective Every decision we make must be reviewed

in those terms to assure that it fits that model Whatever

solutions exist today will be different in the future and

we need to be able to turn on dime to adapt to

tomorrows realities

Later in this report we will discuss our Atlas initiative

and how we are adapting our approach to our

information technology management process to reflect

this reality

Two- talented and honest people will do fine

Despite whatever changes we face and however

daunting they may seem at the time everyone else faces

them too Everyone faces the same economic regulatory

20-Year

2001 2000 1999 1998 1997 1996 1995 1994 1993 1992 1991 1990 CAGR

1774 1132 595 437 423 414 402 349 313 304 406 412 8%
124% 114% 101% 98% 99% 100% 99% 97% 97% 97% 106% 81%

3591 3136 1625 1483 1410 1142 927 622 609 457 436 411 16%

365.70 427.79 290.69 268.49 257.51 209.20 170.95 115.45 112.55 84.64 81.77 77.27 13%

1085 752 383 425 357 268 213 139 151 109 83 55 23%

110.50 102.63 68.59 77.02 65.18 49.16 39.37 25.71 27.83 20.24 15.59 10.27 19%

18% 21% 22% 23% 26% 26% 31% 17% 25% 34% 35%



and technological environments No one gets to choose

different reality

We compete all over the world for talented associates to

serve our customers If we attract and retain the best

people through combination of shared values and

appropriate financial incentives we will survive and

prosper and the value of your Company will grow

Financial Results

Total operating revenues rose to $2.2 billion from

$2.1 billion up 8% Earned premiums were $1.7 billion

compared to $1.8 billion year ago and the combined

ratio for the year was 97% compared to 95% in 2009

Investment income totaled $273 million compared to

$260 million in 2009 and other revenues were $186

million compared to $90 million year ago

On our balance sheet total shareholders equity rose to

$3.2 billion from $2.8 billion and debt to total capital

declined to 24% from 26Io in 2009

We remain balance sheet oriented at Markel We strive

to make our loss reserves more likely redundant than

deficient and we err on the side of conservatism and

maintaining the integrity of the balance sheet This is

core value of Markel that will not change

In our insurance operations we operated at combined

ratio of 97% vs 95%
year ago This years results were

negatively affected by the Deepwater Horizon disaster in

the Gulf of Mexico and the Chilean earthquakes as well

as heavier than normal expenses associated with our

information technology initiatives These two factors

added two points to the loss ratio and three points to the

expense ratio in 2010 We are pleased with another year

of underwriting profitability especially given the difficult

market conditions in the insurance industry

We also are optimistic that despite challenging overall

industry conditions we will continue to enjoy good

results in our insurance operations

During 2010 we took several steps to make that happen

in our wholesale specialty and international segments

We promoted several proven executives to new positions

of responsibility For example we named Gerry Albanese

as Executive Vice President of Markel In this role Gerry

oversees all underwriting functions of the Company

We also promoted John Latham to President of

Wholesale Operations and named new leaders in our

Northeast and Southeast regions as well as new head

of marketing for the wholesale operations

We promoted Timberlee Grove to Chief Operating Officer

of Markel Specialty We also named new product line

leaders in the Transportation Architects and Engineers

Directors and Officers and Crisis Management disciplines

We added to our longstanding presence in the equine

insurance world with the acquisition of the American

Livestock book and we enjoyed the first full year of

operations of the Elliott Special Risks operation in

Canada which we purchased in the fourth quarter

of 2009

All of these promotions and this activity have one goal in

mind Build the Markel brand for future growth and

leadership In the world of insurance Markel stands for

integrity expertise and entrepreneurship Our customers

recognize our long-term commitment to solve their

insurance problems and we look forward to building on

that reputation all around the globe

In our investment operations we enjoyed fabulous year

Total investment return was 7.9% in 2010 with equities

up 2O.8% and fixed income up
5.4% We remain

optimistic about future returns from our equity

investment operations We continue to have more ideas

than money and that is good recipe for future returns

In our fixed income operations we remain concerned

about the likelihood of interest rates increasing from

their current low levels This began to happen somewhat

in the fourth quarter of 2010 and while we dont know

when we think that higher rates are on the way



In preparation for higher rates weve shortened the

maturity of our bond portfolio over the last two years As

bonds have come due weve replaced them with bonds

that have shorter maturities This has constrained our

investment income but we think that protecting the

balance sheet from the big price drops that would occur

on long-term bonds if interest rates rose is the right

decision We will continue to remain vigilant and only

redeploy our capital to longer-dated bonds if we feel we

are being paid adequately for assuming the risks of

inflation and currency degradation

hisurance hidustry Dynamks

Profitable insurance premium volume remained hard to

come by in 2010 It is no mystery why this is the case

There is simply too much capital in the insurance

industry compared to the risks that need to be insured

While reliable statistics are difficult to pinpoint we can

hang some numbers on the capital issue and the supply

versus demand situation According to A.M Best

Company total capital in the U.S insurance industry at

year end 2010 is approximately $550 billion Total

premiums for the U.S insurance industry for 2010 are

estimated to be approximately $400 billion

While these are rough estimates and U.S.-based

numbers only they directionally describe the worldwide

state of the insurance industry Just as is the case at

Markel the insurance industry continues to be more

global As such capital moves from jurisdiction to

jurisdiction and can and will respond to insurance

opportunities anywhere around the world

Simply put there is too much capital supply in the

insurance industry relative to current demand for the

industry to produce attractive overall returns on capital

Over time this situation will change Insurance markets

will harden and prices will increase We do not know

when but we expect combination of factors such as

rising interest rates which will diminish the values of the

industrys investments loss reserve deficiencies share

repurchases dividends merger and acquisition activities

and catastrophes to dent and diminish industrywide

capital levels

We also would say that in addition to too much capital

there is not enough risk The economic shock waves

from the financial crisis in recent years have not passed

through the system completely Measures of economic

activity remain constrained and risk is still kind of

bad word

This will not remain true indefinitely Growth outside the

United States continues to occur at healthy rates as

living standards around the globe rise Historically total

insurance premiums grew at rate slightly higher than

GDP due to increasing sophistication complexity and

sense of liability Risk has been suppressed in recent

years
and the demand for insurance suffered accordingly

As the entire world continues to advance economically

the demand for insurance should resume its upward path

and help correct the current supply-demand imbalance

more vibrant level of economic activity creates more

risk and more demand for insuring that risk Recovery

and an increased pulse of economic activity should

improve the supply-demand balance for the global

insurance industry

Finally one of the many perverse features of the

insurance industry is the mislabeling of riskiness and

capital adequacy Right now prices are falling and

premium to surplus ratios are declining This makes it

look like the industry is more overcapitalized and less

risky as it charges lovier prices to assume the same risks

When prices start to rise premium to surplus ratios will

rise and rating agencies regulators and analysts will

state that the industry is becoming riskier and less

capital adequate as it charges higher prices to assume

the same risks

In short this is idiotic



Nonetheless it remains the method by which capital

adequacy and solvency is rated and regulated and we

cant change it This produces leveraged effect where

price swings are magnified and needless volatility occurs

Insurance prices accelerate both downward and upward

during normal market cycles While we all bemoan the

current tough pricing environment for insurance we are

confident that this recurring cycle will recur yet again

and we will see accelerating upside prices in the future

Despite the reality of current soft pricing and

hypercompetitiveness we can and are doing several

things to propel economic growth at Markel

First our focus on specialty insurance products allows us

to be among the first to serve new markets and new

risks We dont need extensive history and years of

actuarial data to serve newly emerging industry or

new type of risk Our talented associates can use the

technical tools available and combine those tools with

business judgment to design and price insurance

products to meet the needs of new customers and new

businesses

Second while we are willing to significantly reduce

writing insurance in specific areas when we believe that

rates are inadequate we can increase writings in these

markets later when rates are more appropriate This

flexibility should help us to be out of the market when

premium dollars are scarce and present when they are

more abundant As an example we re-entered the

market for directors and officers
liability coverage in

2010 after having withdrawn from that market in the

1990s

Third as our capital base grows and our geographic

spread of business widens we can write more risks and

higher dollar amounts of each risk As an example

writing more energy business around the world enables

us to write more energy business in the Gulf of Mexico

due to the benefits of additional diversification

Fourth while we enjoy wonderful record of long-term

growth we remain small player in the global world of

insurance There is room for us to increase our market

share for many years to come We can use the tools of

technology to increase our distribution reach and

administrative expertise We can add new people new

products new companies and new offices for long

time In 2010 we opened offices in Hong Kong New

York and BarceLona There are still many places for us to

put new pins representing Markel offices on map of

the world

Fifth we can thoughtfully manage the capital of the

Company to create value We measure our performance

and progress on per share basis at Markel As

opportunities present themselves to deploy capital for

organic growth opportunities around the globe acquire

insurance or non-insurance businesses or repurchase

Markel common stock at attractive prices we will do so

Since the initial public offering of Markel Corporation in

1986 the insurance market has been what was

described as soft in more years than not Most of our

associates have only seen one hard market in their entire

insurance career Despite this weve managed to grow

and create value We expect to continue to be able to

do so

Digression on Accounting

Enjoy

Our non-insurance holdings Markel Ventures continue

to grow Since launching Markel Ventures in 2005 weve

grown from one business with revenues of

approximately $50 million to six businesses with

estimated revenues of over $250 million for 2011 The

associated cash flows have followed as expected We

expect additional growth in these operations in coming

years both organically and from acquisitions



With the growth of Markel Ventures it is important to

add some new measures when reporting our financial

results to you We will begin to do so this year and in the

years to follow by reporting EBITDA or earnings before

interest taxes and depreciation and amortization that

Markel Ventures has produced for us In 2010 Markel

Ventures EBITDA was $20.4 million as compared to $4.5

million in 2009 For reconciliation of Markel Ventures

EBITDA to net income see the table on page 130

While we generally do not like EBITDA as performance

measure it does provide useful information if you keep

in mind several caveats Here is the way we break it down

by its components to make it useful to us We share this

with you so that you can see how we think about it

ourselves

First we start with the Earnings These are the GAAP

after-tax earnings of the businesses involved They are

the starting point for the EBITIJA calculation and they

are calculated in accordance with GAAP If we had owned

these businesses for long time rather than through

recent acquisitions we could just stop there

It is fair to ask then why are you adding back Interest

Taxes Depreciation and Amortization Arent they real

expenses The honest answer is both yes and no and

well try to explain why in the paragraphs that follow

Interest is clearly real expense As such we count it in

considering the economics of each of these businesses

Other than the real estate intensive business of

ParkLand Ventures we operate the Markel Ventures

businesses with little or no debt Consequently the

factor of EBITDA is an insignificant difference between

GAAP earnings and EBITDA Whether we adjusted for

or not the answer would be roughly the same under

these circumstances

Taxes are also real expenses Real taxes though are

affected by leverage and the associated deductible

interest expense In order to make effective apples to

apples comparisons about the performance of

underlying businesses which might have different

amounts of debt in their capital structure we add back

the tax expense to make the results comparable

Depreciation and Amortization get more interesting

Depreciation is the accounting method that tries to

capture the sense of how much the capital equipment of

company is wearing out and what it will cost to replace

it eventually Fortunately the Markel Ventures

companies are not capital intensive and do not need

massive doses of capital spending to remain competitive

This is an important aspect of what we are looking for

when we purchase companies Normally we do not want

to invest in businesses that require massive capital

expenditures As such depreciation like interest tends

to be only minor factor in the adjustment from GAAP

earnings to EBITDA

Amortization represents the accounting effort to capture

the cost of maintaining the intangible assets of

company each year Given that the Markel Ventures

companies have brand power in their markets and

produce excellent cash flows our purchase price reflects

that reality and was bigger number than just the hard

asset values of existing working capital and real estate

assets The price we pay in excess of those tangible

assets gets assigned to intangible assets and those

intangible assets are written off over time in the

amortization account

We add back amortization to earnings as we are looking

at the management teams and evaluating these

businesses for two major reasons First as the CEOs of

these businesses make decisions amortization of

intangible assets doesnt affect how they interact with

their customers manage their operations price their

products or any other fundamental aspect of running the

business Had we or someone else never purchased the

business this amortization would not exist It is almost

Lewis Carroll Through The Looking Glass type issue If

you look at these businesses from the point of view of

Markels financial statements which is what we are

doing in this report the earnings of the companies are



penalized by an annual amortization charge that starts

on day one of the acquisition and
goes away over

number of years

If you are looking at the operations of these companies

from the standpoint of the operating companies

themselves this charge does not exist Most importantly

it does not affect the cash flow of the business no

matter which way you are looking at it Consequently

we add the amortization back to reported earnings to

get truer sense of the operating cash flow produced by

the business

Second the other reason we add back amortization is

that if the companies are well run continuing to build

the value of their brand and increasing their earnings

the intangible value of these companies should be

INCREASING not DECREASING as the
presence

of an

amortization charge would suggest

While we would not be so silly as to add an amortization

income line to our financial statements that is what

should be occurring if we are doing our jobs well Over

time as we increase the scale and scope of Markel

Ventures and as our insurance operations differentiate

themselves in the marketplace as unique and

non-commodity solutions to customer problems the

value of Markel common stock should also trade at

growing premium to the stated book value to reflect this

economic reality

This is new and growing issue for how Markel common

stock should be fairly valued in the marketplace We are

no longer solely an insurance company that can be

valued by the single dimension of price to book value

There are other factors involved We have always

recognized these additional features and we are going

through this accounting discussion to share our thoughts

with you about some of the new components involved

in evaluating and analyzing the performance of your

Company

To end this accounting digression EBITDA when suitably

dissected and analyzed provides reasonable and

appropriate method to judge the cash flow and value

being produced by the Markel Ventures companies As

such we will share this number with you Also you can

be confident that we are not confused about the

difference between GAAP earnings and EBITDA and we

pay lower multiple of EBITDA than of GAAP earnings

when making an acquisition

Acquisitions During the Year

During 2010 we completed the acquisition of FirstComp

workers compensation specialty operation serving

roughly 8000 retail agents across the United States The

company is skilled at designing and marketing workers

compensation coverage
for small businesses and

organizations and successfully uses advanced

technology to meet clients needs

We are especially excited about the addition of

FirstComp for several reasons

First we will offer additional Markel insurance products

to FirstComps current customer base FirstComps

agency force already has thousands of customers that

need additional types of insurance beyond workers

compensation and we will offer the expanded array of

Markel insurance products to them

Second FirstComp brings marketing and technology

focus that will be helpful throughout the Markel

organization Their disciplined and proactive sales

process along with the technologicaL systems to market

and administer their operations will benefit the rest

of Markel

The beautiful thing about FirstComp is that through

focus on small accounts in small towns with small

agencies serving small businesses theyve produced big

results We fully expect them to continue to do so in the

future However 2011 will be year of transition for

FirstComp Historically FirstComp has operated hybrid

model of managing general agent and risk-bearing

capabilities As part of Market FirstComp wilL transition

to primarily risk-bearing operation Also as we have



discussed countless times Markels reserving philosophy Diamond Healthcare provides behavioral health services

is to establish Loss reserves that are more Likely

redundant than deficient FirstComps 2011 results will

be impacted by the appLication of this long-standing

philosophy to their business

While we would love for FirstComp to be earnings

positive from day one we recognize the magnitude of

the transition and the current sad state of the workers

compensation market Given this backdrop we would

expect FirstComp to have an underwriting loss in the

range of $30 million for 2011 This is not surprise to

us and does nothing to diminish our excitement

FirstComp has bright future as part of Markel

Markel Ventures also made several acquisitions during

2010 While each transaction remains small in isolation

the combined increases in revenues and cash flows are

now meaningful to Markel

Specifically during 2010 we acquired Solbern and

controlling stakes in RetailData Systems and Diamond

Healthcare Additionally we made strategic

noncontrolling investments in Markel Eagle Partners

and GoodHaven Asset Management

Solbern manufactures equipment for the food

processing industry and serves niche markets like pickle

packing hot fill beverages and convenience store fast

food products Solbern has operated in these markets for

over 50 years The installed base of its equipment and

longstanding customer relationships are testament to

the solutions it can engineer for its customer base

Solbern will be included as part of our AMF operations

RetailData provides real-time retail intelligence and data

to grocery general merchandise and drug stores and

other retailers R.etailData started 20 years ago and has

emerged as the leader in market intelligence services for

the retail store industry As part of Markel the company

now has permanent capital base and the ability to

increase its recent efforts to expand internationally as

well as widen its customer base

in over 75 communities across the nation Working in

partnership with local hospitals and health care

providers Diamond brings specialized expertise in

behavioral health issues to locations around the country

Diamond started 25 years ago in Richmond and has

grown steadily over that time Partnering with Markel

creates permanent capital structure for the company

and will facilitate their ongoing expansion and long-term

management stability

We made strategic noncontrolling investments in MarkeL

Eagle Partners as well as GoodHaven Asset

Management Markel Eagle was formed to take

advantage of opportunities in the Mid-Atlantic real

estate markets The principals of the firm have operated

successfully for two generations and were well known to

us GoodHaven is newly formed investment

management company with mutual fund and separate

account offerings Weve known the principals of

GoodHaven for over decade and we are delighted to

partner with them as they build new firm

In each of these instances we follow the same four-part

checklist that we use in investing in publicly traded

securities As long-time readers of this report will know

we are looking for profitable businesses with good

returns on capital run by honest and talented

management teams with reinvestment opportunities

and capital discipline at fair prices

We have some critical advantages in our Markel Ventures

operations compared to our holdings of publicly traded

securities Specifically we retain control of the

reinvestment and capital decisions as opposed to

delegating that responsibility to an independent board of

directors and we can redeploy the cash flows from these

companies anywhere within Markel in highly tax

efficient manner

We operate these companies with little or no debt and

their ability to create unencumbered cash flow for Markel

provides us with strategic advantage We expect to



continue to add to our holdings of these profitable well

run businesses over time

We also offer tremendous advantages to potential

sellers of these businesses We offer long-term home

for great businesses If sellers want to make sure that

their business is permanently placed in patient hands

that will help current and future managers to build

wonderful businesses we are unique buyer We will riot

use excessive leverage or look to sell to subsequent

buyers That one sentence differentiates us from 9O% of

the other buyers in the world

P.S If you or someone you know owns business that

meets these criteria and would like to find permanent

home let us know

Information Technology

Last year we described our Atlas initiative It was our

name to describe the transformation of our information

technology systems to both modernize and update our

systems as well as to change the fundamental

architecture of our IT to reflect the One Markel

business modeL

2010 was year of good progress in Atlas and the new

systems are starting to be delivered and implemented

This will continue to be the case in 2011 and 2012

Starting now though the name Atlas will fade into

history As the One Markel model has taken shape we

have realized that our IT needs are to some extent

different than we originally assumed We have

deemphasized and deferred some Atlas initiatives such

as the policy administration system while increasing our

focus in areas such as data warehouse and internet

solutions for our agents brokers and policyholders

IT is crucial to our business each and every day It is

inappropriate to view Atlas as one-time project with

start and end date As we deliver specific projects over

the next few years our focus must and will shift to

keeping our technology up to date and appropriate at

all times

As such we will allocate appropriate capital to our IT

efforts on regular and continuous basis With this

steady source of support we will prioritize and triage our

efforts to continually adapt to what is new and needed

and prune and discontinue that which is not new and no

longer needed

Technology efforts will be judged by the following

standard

Our technological approaches must be fast flexible and

cost effective Every decision we make must be reviewed

in those terms to assure that it fits that model Whatever

solutions exist today will be different in the future

and we need to be able to turn on dime to adapt to

new realities

With appropriate ongoing resources and this standard

we are confident that we will deploy and maintain

the right technology to run our business efficiently

and effectively

Management Changes

In 2010 we formalized management succession plan

to perpetuate the tong-term success of Markel We

formed an Office of the Chairman with Alan Kirshner as

Chairman and Steve Markel and Tony Markel as Vice

Chairmen We also formed the Office of the President

with Mike Crowley Tom Gayner and Richie Whitt

Alan Steve and Tony created the vision for the modern

Markel Corporation which launched into the public arena

in 1986 Their dreams for the Company took Markel from

small regional insurance operation to global

insurance and financial firm Through articulation of the

values we all share as outlined in The Markel Style

series of bold acquisitions and day-to-day execution of

the details their leadership has presided over great

success story They plan to continue their strategic and

oversight roles indefinitely



Mike Tom and Richie assume day-to-day responsibility

for the activities of the Company in this transition Just as
Alan Kirshner

has been the case with Alan Steve and Tony each Chairman of the Board and Chief Executive Officer

executive has ultimate responsibility and authority over

certain functions of the Company Clear boundaries

goodwill and the shared goals of only being interested in

what is best for Markel have helped foster the necessary
Anthony Markel

teamwork as well as providing autonomy for the solo Vice Chairman

decisions needed from time to time

This is an unusual structure but then again Markel is an

unusual company We have had decades of success with
Steven Markel

this structure and we are confident that it will continue Vice Chairman

intothefuture

Outlook ciLi
As we look towards 2011 and beyond we are excited

IC ae row ey

President and Ca-Chief Operating Officer

about the long-term prospects and future of MarkeL

In our insurance operations we continue to operate in /T
disciplined fashion and seek to produce underwriting

rofits
Thomas Gayner

President and Chief Investment Officer

We will continue to expand geographically into new

markets we will make additional acquisitions as

opportunities present themselves we will train and grow

our current talented associates and we will augment
Richard Whitt III

President and Ca-Chief Operating Officer

them with new talented people We expect ongoing

growth in our non-insurance operations and we will

manage the capital as owners which by the way we are

Markel Corporation enjoys an excellent record of creating

value for its shareholders and associates over decades

We appreciate your support and we are grateful for the

opportunity to build such great business It takes time

patience skill dedication and some luck to get this done

We look forward to continuing to build on this legacy

and reporting our progress to you
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Markel Corporation Subsidiaries
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We are diverse financial holding company serving variety of niche markets Our principal business

markets and underwrites specialty insurance products and
programs We 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 We also

own interests in various businesses that operate outside of the specialty insurance marketplace Our

financial goals are to earn consistent underwriting and operating profits and superior investment

returns to build shareholder value

SIliRIty IISUIIMLl

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 admitted carriers

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

Admitted market cover insureds engaged in similar but 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 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 Many 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 equine-related risks workers compensation

insurance for small businesses yachts and other watercraft motorcycles and marine energy and

environmental-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

MIlkIts

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 market



In 2009 the ES market represented approximately $33 billion or 7% of the approximately $475

billion United States property and casualty PC industry.11 We are the sixth largest ES writer in

the United States as measured by direct premium writings In 2010 we wrote $898 million 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 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 late 2010 we acquired Aspen

Holdings Inc and began writing workers compensation insurance within the Specialty Admitted

market In 2010 we wrote $375 million of business in our Specialty Admitted segment

The London market which produced approximately $50 billion of gross written premium in 2009 is

the largest insurance market in Europe and third largest in the world.2 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 2009 gross premium written through Lloyds syndicates generated approximately two-thirds of

the London markets international insurance business2 making Lloyds the worlds second largest

commercial surplus lines insurer111 and fifth largest reinsurer.131 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 2009 corporate capital providers accounted for

approximately 95% 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 2010 we wrote $709 miffion of business in

our London Insurance Market segment

In 2010 28% of consolidated premium writings related to foreign risks i.e coverage for risks located

outside of the United States of which 25% were from the United Kingdom and 17% were from

Canada In 2009 26% of our premium writings related to foreign risks of which 28% were from the

United Kingdom In 2008 23% of our premium writings related to foreign risks of which 32% were

from the United Kingdom In each of these years there were no other individual foreign countries

from which premium writings were material Premium writings are attributed to individual

countries based upon location of risk

U.S Surplus Lines 2010 Market Review special Report A.M Best Research September 2010

Insurance 2010 TheCityUK December 2010

Top Ten Global Reinsurers by Net Reinsurance Premiums Written 2009 Business Insurance

September 2010 13

LloycPs Highlights Lloyds April 2010



Markel Corporation Subsidiaries
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We compete with numerous domestic and international insurance companies and reinsurers

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

alternative self-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 competition at any point in time Periods of

intense competition 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 additional premiums without appropriate regard for ultimate

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

opposite is typically true during hard markets

Tha hisaiaaca Markat Cylta

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

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

market began to soften and the industry began to show signs of increased competition Since 2005

we have been in soft insurance market and have experienced intense competition During the

current soft market cycle we have experienced price deterioration in virtually all of our product areas

due in part to an increased presence of standard insurance companies in our markets During 2008

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

markets and losses from catastrophes the rate of decline in prices began to slow However the effects

of the economic environment contributed to further declines in gross premium volume in 2009 and

2010 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 in recent

years In 2010 we continued to experience pricing pressure due in part to intense competition which

resulted in further price deterioration across many of our product lines most notably our professional

and products liability programs within the Excess and Surplus Lines segment However we

experienced moderate price increases in several product lines during 2010 most notably those offered

by Markel International

We routinely review the pricing of our major product lines and have pursued price increases in many

product areas however as result of continued soft insurance market conditions our targeted price

increases have been met with resistance in the marketplace particularly within the Excess and

Surplus Lines segment In general we believe prevailing rates within the property and casualty

insurance marketplace are lower than our targeted pricing levels When we believe the prevailing
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Our professional liability product offerings include unique solutions for highly specialized

professions including architects and engineers lawyers agents and brokers service technicians and

computer consultants We also offer claims-made medical malpractice coverage for doctors dentists

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

healthcare providers such as therapists pharmacists 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 This product line also

includes coverage for employment practices liability not-for-profit and for-profit directors and

officers liability fiduciary liability and tenant discrimination coverages Additionally we offer data

privacy and security product which provides coverage for data breach and privacy liability data

breach loss to insureds and electronic media coverage

We offer excess and umbrella solutions primarily to commercial businesses over approved

underlying insurance carriers 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

Our environmental product offerings target small to mid-sized environmental contractors and

provide 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 risks 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

Our transportation product offerings include auto 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 We offer dealers open lot and garagekeepers legal liability

coverages targeting used car and truck motorcycle and mobile home and recreational vehicle

dealers as well as repair shops We also offer vehicular liability and physical damage coverages for

local and intermediate haul commercial trucks Additionally we provide liability coverage to

operators of small to medium-sized owned and operated taxicab fleets non-emergency ambulances

and multi-line specialty products designed for the unique characteristics of the
garage industry

Our inland marine product offerings include number of specialty coverages for risks such as motor

truck cargo warehousemans legal liability and contractors equipment In addition this product line

group includes builders risk
coverage 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 eqinpment 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
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Markel International Markel International is comprised of the following underwriting divisions

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

MJICL or Markel Syndicate 3000

Marine and Energy

Non-Marine Property

Professional and Financial Risks

Retail

Specialty

Equine

Trade Credit

Elliott Special Risks ESR

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 activities 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 construction

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
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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 on worldwide

basis 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

The Trade Credit division writes short-term trade credit coverage for commercial risks including

insolvency and protracted default Political risks are covered in conjunction with commercial risks

for cunency inconvertibility government action import/export license cancellation public buyer

default and war Products include coverages for captive reinsurance trade receivables securitization

vendor financing pre-credit/work in progress anticipatory credit factoring and contract

replacement Policy structures are on an excess of loss basis or ground up for specific or named

buyer risks

ESR underwrites diverse portfolio of property and casualty coverages
for Canadian domiciled

insureds ESR provides primary general liability products liability excess and umbrella

environmental liability and property coverages ESR also writes professional indemnity directors

and officers and equine products

We purchase reinsurance in order to reduce our retention on individual risks and to have the ability

to underwrite 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 Net retention of gross premium volume was 89% in 2010 and

90% in 2009 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

24 partner prospective companies generally must maintain an A.M Best Company Best or



Standard Poors SP rating of excellent or better 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 2010 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 68%

of our $1.0 billion reinsurance recoverable balance before considering allowances for bad debts

Reinsurers A.M Best Rating Reinsurance Recoverable

dollars in thousands

Munich Re Group 167148

Lloyds of London 131960

Fairfax Financial Group 89166

XL Capital Group 60484

Swiss Re Group 55292

Ace Group 51577

W.R Berkley Group 36669

1-1131 Group 35299

Aspen Bermuda Group 33301

Wbite Mountains Insurance Group A- 31607

Reinsurance recoverable on paid and unpaid losses for ten largest reinsurers 692503

Total reinsurance recoverable on paid and unpaid losses 1023848

Reinsurance recoverable balances in the table above 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 13 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 25
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Our business strategy recognizes the importance of both consistent underwriting and operating

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

practices to produce investable limds while minimizing underwriting risk Approximately

two-thirds of our investable assets come from premiums paid by policyholders Policyholder funds

are invested predominantly 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 When 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 hold these investments over the long term The investment portfolio

is managed by company employees

Total investment return includes items that impact net income 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 In 2010 net investment income was $272.5 millionand net

realized investment gains were $36.4 million During the year ended December 31 2010 net

unrealized gains on investments increased by $243.7 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

Weighted Weighted

Average Average
Five-Year Ten-Year

Years Ended December31
Annual Annual

2006 2007 2008 2009 2010 Return Return

Equities 25.9% 0.4% 34.0% 25.7% 20.8% 6.2% 7.6%

Fixed maturities 5.2% 5.6% 0.2% 9.8% 5.4% 5.3% 5.5%

Total portfolio before

foreign currency effect 9.6% 4.1% 6.9% 11.7% 8.1% 5.3% 5.7%

Totalportfolio 11.2% 4.8% 9.6% 13.2% 7.9% 5.4% 6.0%

Invested assets

endof year in millions 7524 7775 $6893 $7849 8224

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

obligor with respect to specth 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



is regarded sari ar having piedoiniiiantly speculative characteristics with respect to apacitv to

pay int lest and repa principal Moody ratings rangi from aa to NC With iatings of Baa or

ghei con mdered invcstment grade

Our fixed inatunt ortloho has an averagi rating of AA with ippioximately 93k rated or

hettei h3 at least one national re cgnized rating organization Our policy is to invest in

investment grade sccttrmtics md to rninnmzc investments in fixed maturities that arc urn it or

mated below investment grade At December 31 201 approximately ix of our fixed mat mnty

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

unties mssu with financial guarant insur nice We purchase fixed maturities based on our

msscssmnent of the cmcdit quality of the nd lying assi ts without iegmd to insurance

llm following chart presents our fixed maturity poittoho at estimrtcd lair value by rating category

it December31 2010

2010 CmrLDii Qt ir Or FmxLD ruiu Pout FOLIO $a4 BILLION

Sec Market Risk Disclosures in Managemmnt Discussion Ar alvsis of Financial Uondmtion an

Results of Operation for additional uformation abotit investments

Through our wholl owned subsidiary ml mrkel Ventures hic we own interests in various

htisinusses that oper ire outside of the specialty insurance marketplace lhese businesses are vi wed

hr man igcment as separate and distinct turin tiur in uranee opeiations focal inanagemc nt teams

ovei see the div to day operations of these comp mines is bile strategic decisions ire made in

conjimctlon with members of our executive nianagement te nh prnrcipally our President md Chiet

lnvestmc nt Officer The financial result of those companim in which we own controlling intm rests

have been consolidated in our frnaiici ml statements financial ru ults of those coin anics in

which we hold noncontrolling interest are ac otinted for under the equity method of accounting

Our tiategy in niakrng these private cm tuty investments is snnilai to our strategy for purchasing

equity securities We seek to invest in profitable con panics with honest and talented man igement

that exhibit reinvestment oppoitunities and capita disciplme at reasonable prices We intend to

own the businesses acquired for long period of time

iitiur
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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

regulatory 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 December 31 2010 our United States insurance subsidiaries could pay up to

$197.0 million during 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 govermnent 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 United Kingdom insurance subsidiaries must

comply with the United Kingdom Companies Act of 2006 which provides that dividends may only

be paid out of profits available for that purpose

29



Markel Corporation Subsidiaries

US ESS UVERVI rrried

Rriti
rigs

Financial stability and strength are important purchase considerations of policyholders and

msurance 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 FSR5 to PC insurance companies based on quantitative

criteria such as profitability 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

Six of our insurance subsidiaries rated by Best have been assigned an FSR of excellent one is

rated A- excellent and one is rated good Markel Syndicate 3000 has been assigned an

FSR of excellent by Best

In addition to Best seven of our insurance subsidiaries are rated by Fitch Ratings Fitch an

independent rating agency All seven of our insurance subsidiaries rated by Fitch have been

assigned an FSR of strong

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

they provide During 2010 we paid rating agencies including Best and Fitch $0.4 million for

their services

Risk Friturs

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 As property and casualty insurance company we

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

adverse effect on operations Catastrophes include but are not limited to windstorrns hurricanes

earthquakes tornadoes hail severe winter weather and fires and may include terrorist events We
cannot predict how severe particular catastrophe wifi 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 ftequency and severity

changes in operations

emerging economic and social trends

uncertainties relating to asbestos and environmental exposures

inflation or deflation and

changes in the regulatory and litigation environments

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 ftom 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

coverage requirements policy rates and forms and the form and content of financial

reports In light of recent economic conditions regulatory and legislative authorities are

implementing 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 in 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 and substantially all of our operations are

conducted through our regulated subsidiaries As result our cash flow and our 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

11
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Our investment results may be impacted by changes in interest rates U.S and international

monetary and fiscal policies as weli as broader economic conditions We receive premiums from

customers for insuring their risks We invest these funds until they are needed to pay policyholder

claims or until they are recognized as profits Fluctuations in the value of our investment portfolio

can occur as result of changes in interest rates U.S and international monetary and fiscal policies

as well as broader economic conditions including for example equity market conditions and

significant inflation or deflation Our investment results may be impacted by one or more of

these factors

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

if we are not successful in maintaining rates or achieving rate increases it may be 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 the value of these

significant investments could adversely affect our financial results Equity securities were 54% and

49% of our shareholders equity at December 31 2010 and 2009 respectively Equity securities have

historically produced higher returns than fixed maturities however investing in equity securities

may result in significant variability in investment returns from one period to the next if recent

levels of market volatility persist 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 financial markets could lead to investment losses and adverse effects on our

business The severe downturn the public debt and equity markets begiiming in 2008 reflecting

uncertainties associated with the mortgage and credit crises worsening economic conditions

widening of credit spreads bank ruptcies and government intervention in large financial institutions

resulted in significant realized and unrealized losses in our investment portfolio In the event of

another major financial crisis for example significant and widespread increase in municipal bond

defaults we could incur substantial realized and unrealized investment losses in future periods

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

We rely on reinsurance and bear collection risk if the reinsurer fails to meet its obligations under the

reinsurance agreement We purchase reinsurance in order to reduce our retention on individual risks

and to have the ability to underwrite policies with sufficient limits to meet policyholder needs The

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

policies Such reliance on reinsurance may create credit risk as result of the reinsurers inability or

unwillingness to pay reinsurance claims when due Deterioration in the credit quality of existing

reinsurers or disputes over the terms of reinsurance could result in additional charges to earnings

which may adversely impact our results of operations and financial condition



Our information technology systems may fail or suffer security breach which could adversely

affect our business or reputation Our business is dependent upon the successful functioning and

security of our computer systems Among other things we rely on these systems to interact with

producers and insureds to perform actuarial and other modeling functions to underwrite business

to prepare policies and process premiums to process claims and make claims payments and to

prepare
internal and external financial statements and information significant failure of these

systems whether because of breakdown natural disaster or an attack on our systems could have

material adverse affect on our business In addition security breach of our computer systems could

damage our reputation or result in material liabilities

The integration of acquired companies may not be as successful as we anticipate We have recently

engaged in number of acquisitions in an effort to achieve profitable growth in our insurance

operations and to create additional value on diversified basis in our non-insurance operations

Acquisitions present operational strategic and financial risks as well as risks associated with

liabilities arising from the previous operations of the acquired companies Assimilation of the

operations and personnel of acquired companies especially those that are outside of our core

insurance operations may prove more difficult than anticipated which may result in failure to

achieve financial objectives associated with the acquisition or diversion of management attention

In addition integration of formerly privately-held companies into the management and internal

control and financial reporting systems of publicly-held company presents additional risks

Assa

At December 31 2010 we had approximately 4800 employees of which approximately 2600

were employed within our insurance operations and approximately 2200 were employed within

our non-insurance operations
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SELF CT IJ CI AL El ATA dollars in millions except per share data

2010 2009 2008

RESULTS OF OPERATIONS

Earned premiums 1731 1816 2022
Net investment income 273 260 282

Total
operating revenues 2225 2069 1977

Net income loss to shareholders 267 202 59
Comprehensive income loss to shareholders 431 591 403
Diluted net income loss per share 27.27 20.52 5.95

FINANCIAL POSITION

Total investments and cash and cash equivalents 8224 7849 6893
Total assets 10826 10242 9512

Unpaid losses and loss adjustment expenses 5398 5427 5492
Convertible notes payable

Senior long-term debt and other debt 1016 964 694

8.71% Junior Subordinated Debentures

Shareholders equity 3172 2774 2181
Common shares outstanding at year end in thousands 9718 9819 9814

UPEElATI PERFURMACE MEASURES1

OPERATING DATA

Book value per common share outstanding 326.36 282.55 222.20

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

5-Year CAGR in book value per share 13% 11% 10%

Closing stock price 378.13 $340.00 299.00

RATIO ANALYSIS

U.S GAAP combined ratio 97% 95% 99%
Investment yield 4% 4% 4%
Taxable equivalent total investment return 8% 13% 10%
Investment leverage 2.6 2.8 3.2

Debt to total capital 24% 26% 24%

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

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



2007 2006 2005 2004 2003 2002 2001 l0-YearCAGR21

2117 2184 1938 2054 1864 1549 1207 6%

305 269 242 204 183 170 171 6%

2551 2576 2200 2262 2092 1770 1397 7%

406 393 148 165 123 75 126

337 551 64 273 222 73 77

40.64 39.40 14.80 16.41 12.31 7.53 14.73

7775 7524 6588 6317 5350 4314 3591 10%

10164 10117 9814 9398 8532 7409 6441 7%

5526 5584 5864 5482 4930 4367 3700 6%

99 95 91 86 116

691 760 609 610 522 404 265

106 141 150 150 150 150

2641 2296 1705 1657 1382 1159 1085 15%

9957 9994 9799 9847 9847 9832 9820

265.26 $229.78 $174.04 168.22 140.38 $117.89 110.50 12%

15% 32% 3% 20% 19% 7% 8%

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

$491.10 $480.10 $317.05 $364.00 $253.51 $205.50 179.65

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

4% 4% 4% 4% 4% 4% 5%

5% 11% 2% 8% 11% 8% 8%

2.9 3.3 3.9 3.8 3.9 3.7 3.3

21% 27% 33% 34% 36% 36% 33%

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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CUSLIATE RLACE SFIEETS

December 31

2010 2009

dollars in thousands

ASSETS

Investments available-for-sale at estimated fair value

Fixed maturities amortized cost of $5256980 in 2010 and

$4961745 in2009 5431226 5112136

Equity securities cost of $996088 2010 and $843841 in 2009 1721971 1349829
Short-term investments estimated fair value approximates cost 325340 492581

Investments in affiliates

43633

T0TAJ INVESTMENTS
7478537 6998179

Cash and cash equivalents 745259 850494
Receivables

312096 279879
Reinsurance recoverable on unpaid losses 798090 886442
Reinsurance recoverable on paid losses 70568 65703
Deferred policy acquisition costs

188783 156797

Prepaid reinsurance premiums 80293 68307
Goodwill and intangible assets 645900 502833
Other assets

506063 433262

ToTin ASsETs
10825589 10241896

LIABILITIES AND EQUITY

Unpaid losses and loss adjustment expenses 5398406 5427096
Unearned premiums 839537 717728

Payables to insurance companies 50715 46853
Senior long-term debt and other debt estimated fair value of

$1086000 in 2010 and $1011000 in 2009 1015947 963648
Other liabilities

333292 294857

Tomj LJnILrms
7637897 7450182

Commitments and contingencies

Shareholders equity

Common stock
884457 872876

Retained earnings 1735973 1514398
Accumulated other comprehensive income 551093 387086

ToTAl SI-nu-ioL Eurry 3171523 2774360

Noncontrolling interests
16169 17354

ToTAl EQurry
3187692 2791714

ToTAl Lmnws EQuITY 10825589 10241896

See accompanying notes to consolidated financial statements



NSULIATEU STATEMENTS PERATIUNS AN CUMPREHENSIVE INCR ME LUSS

Years Ended December 31

2010 2009 2008

dollars in thousands except per share data
OPERATING REVENUES

Earned premiums 1730921 1815835 2022184

Net investment income 272530 259809 282148

Net realized investment gains losses

Other-than-temporary impairment losses 11644 95570 339164

Other-than-temporary impairment losses

recognized in other comprehensive income loss 563 5620

Other-than-temporary impairment losses

recognized in net income loss 12207 89950 339164

Net realized investment gains losses excluding

other-than-temporary impairment losses 48569 6150 68430

Net realized investment gains losses 36362 96100 407594

Other revenues 185580 89782 79845

TOTAL OPERATING RrvuEs 2225393 2069326 1976583

OPERATING EXPENSES

Losses and loss adjustment expenses 946229 992863 1269025

Underwriting acquisition and insurance expenses 724876 736660 738546

Amortization of intangible assets 16824 6698 5742

Other expenses 168290 80499 74889

TOTAL OPERATING EXPENSES 1856219 1816720 2088202

OPERATING INCOME Loss 369174 252606 111619

Interest expense 73663 53969 48210

INcoME Loss BEFORE lNcorvtE TAXEs 295511 198637 159829

Income tax expense benefit 27782 3782 101395

NET INCOME LOSS 267729 202419 58434

Net income attributable to noncontrolling interests 936 781 333

NET INCOME LOSS TO SHAREHOLDERS 266793 201638 58767

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

Net holding gains losses arising during the period 195648 326959 594767

Unrealized other-than-temporary impairment losses on

fixed maturities arising during the period 672 5405

Reclassification adjustments for net gains losses

included in net income loss 32831 52883 264898

Change in net unrealized gains on investments net of taxes 163489 374437 329869

Change in foreign currency translation adjustments net of taxes 2282 19239 7893

Change in net actuarial pension loss net of taxes 2749 4268 6740

TOTAL OTHER CorvlPp.EHEN5wE NcotvlE Loss 163956 389408 344502

COMPREHENSIVE INCOME LOSS 431685 591827 402936

Comprehensive income attributable to noncontrolling interests 1122 832 333

COMPREHENSIVE INCOME LOSS TO SHAREHOLDERS 430563 590995 403269

NET INCOME LOSS PER SHARE

Basic 27.31 20.54 5.95

Diluted 27.27 20.52 5.95

See accompanying notes to consolidated financial statements



Markel Corporation Subsidiaries

CSLIUTE STATEMENTS CMANE EUTY

Accumulated

Other Total

Common Common Retained Comprehensive Shareholders Noncontrolling Total

Shares Stock
Earnings Income Equity Interests

Equity

in thousands

January 2008 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 foreign 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

Repurchaseofcommonstock 153 60601 60601 60601

Restrictedstockunitsexpensed 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

FASB ASC 320-10 net of taxes 15300 15300

Change in foreign currency translation

adjustmentsnetoftaxes 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

December 31 2009 9819 872876 1514398 387086 2774360 17354 2791714

Net income 266793 266793 936 267729

Change in net unrealized gains on

investments net of taxes 163489 163489 163489

Change in foreign currency translation

adjustments net of taxes 2468 2468 186 2282

Change in net actuarial pension

loss net of taxes 2749 2749 2749

Comprehensive income
430563 1122 431685

Issuance of common stock 32 8185 8185 8185

Repurchaseofcommonstock 133 45218 45218 45218

Restricted stock units expensed 2543 2543 2543

Stock options issued 9133 9133 9133

Purchase of noncontrolling interest 8345 237 8108 1557 9665
Other 65 65 750 685

DECEMBER 31 2010 9718 884457 $1735973 551093 $3171523 $16169 $3187692

See accompanying notes to consolidated financial statements



CUNSULIBATEB STATEMENTS BE CASH ELBS

Years Ended December 31

2010 2009 2008

dollars in thousands

OPERATING ACTIVITIES

Net income loss 267729 202419 58434

Adjustments to reconcile net income loss to net cash provided

by operating activities

Deferred income tax expense benefit 7185 9144 100417

Depreciation and amortization 53587 31172 31191

Net realized investment losses gains 36362 96100 407594

Decrease in receivables 7647 21035 24829

Decrease increase in deferred policy acquisition costs 13910 26958 18536

Increase decrease in unpaid losses and loss adjustment expenses net 109371 6213 235045

Increase decrease in unearned premiums net 37799 91933 84244

Increase decrease in payables to insurance companies 1115 8260 2609

Other 7872 7903 79709

NET CASH PRovifiun BY OPERATING Acnvmzs 223291 282463 397000

INVESTING ACTIVITIES

Proceeds from sales of fixed maturities and eqinty securities 340546 205561 683316

Proceeds from maturities calls and prepayments of fixed maturities 383618 312951 404444

Cost of fixed maturities and equity securities purchased 957193 726954 702292

Net change in short-term investments 202882 23616 467026

Cost of investments in affiliates 8481

Acquisitions net of cash acquired 214156 154920 10070

Additions to property and equipment 42103 21906 17673

Other 3063 27943 34190

NET CASH USED BY INVESTING Acnvrrws 283343 333709 151972

FINANCING ACTIVITIES

Additions to senior long-term debt and other debt 42897 507346 102425

Repayment and retirement of senior long-term debt and other debt 30021 255293 100190

Repurchases of common stock 45218 60601

Purchase of noncontrolling interest 3001

Other 10267 441 64

NET CASH PRovmm USED BY FINANCING AcTwmrs 45610 251612 58302

Effect of foreign cunency rate changes on cash and cash equivalents 427 9749 24387

Increase decrease in cash and cash equivalents 105235 210115 162339

Cash and cash equivalents at beginning of year 850494 640379 478040

CASH A1411 CASH EQUIVALENTS AT END OF YcMI 745259 850494 640379

See accompanying notes to consolidated financial statements
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gTES CSLIATE0 FIMA STATEMENTS

SFJ1F11D
If Markel Corporation is diverse financial holding company serving variety of niche markets

nfjt Markel Corporations principal business markets and underwrites specialty insurance products and

programs
and operates in three segments of the specialty insurance marketplace the Excess and

/lCCOLIIltIIl Surplus Lines the Specialty Admitted and the London markets Markel Corporation also owns

interests in various businesses that operate outside of the specialty insurance marketplace

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 The Company consolidates the results of its

non-insurance subsidiaries on one-month lag Certain prior year amounts have been reclassified to

conform to the current presentation

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 Available-for-sale investments 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

Cash and Cash Equivalents The Company considers all investments with original maturities

of 90 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 liability 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 coniniissions and other acquisition 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 and expenses deferred policy acquisition costs are charged to earnings The

Company does not consider anticipated investment income in determining whether premium

deficiency exists



Sufflfflay
If Goodwill and Intangible Assets Goodwill and indefinite-lived intangible assets are tested for

8igiificoot
impairment at least annually The Company completes its annual test during the fourth quarter of

Accul1t
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 three to

ro icis 25 years and are reviewed for impairment when events or circumstances indicate that their carrying

coltiluod
value may not be recoverable

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

and amortization Depreciation and amortization of property and equipment are calculated 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 15 years for furniture and equipment and three to

25 years
for other property and equipment

Income Taxes The Company records 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 iris more likely than not that the tax position will be sustained upon examination by

tax authorities based on the technical 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

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

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

Revenue Recognition Insurance premiums are eamed on pro rata basis over the policy period

generally one year
The cost of reinsurance is initially recorded as prepaid reinsurance premiums and is

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 account for assumed reinsurance from foreign reinsurers The Companys foreign reinsurers provide

sufficient ink onnation 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 ritle transfers to the customei which occurs at the point of shipment or

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

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

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

net of taxes was $2.1 million in 2010 $1.8 million in 2009 and $1.3 million in 2008
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NgTES TO COSOLIOATEO FU\JACIAL STATEFvIHTS
lluitnlei

Suiii.ry ol

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

goif
ic0ot

the currencies in which the majority of theft business is transacted Assets and liabilities of foreign

Accowiti
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

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

IlItilluld included net of taxes 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 instruments including derivative instruments resulting

from hedging activities are measured at fair value and recognized as either assets or liabilities 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 generally 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 GAAP 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

Recent Accounting Pronouncements Effective in the first quarter of 2010 the Company adopted

Financial Accounting Standards Board FASB Accounting Standards Update ASU No 20 10-06

Improving Disclosures about Fair Value Measurements which expands disclosure requirements related

to fair value measurements ASU No 20 10-06 requires disclosure of the amounts of and reasons for

significant transfers into and out of Level and Level fair value measurements This guidance also

requires gross rather than net disclosures about purchases sales issuances and settlements relating to

Level fair value measurements Disclosures about the valuation techniques and inputs used to measure

fair value for Level and Level fair value measurements are required as well Since ASU No 20 10-06

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 ASU No 20 10-06 in note 12



8riiiJy Ut In June 2009 the FASB issued Statement of financial Accounting Standards Statement No 167

Amendments to FASB Interpretation No 46R In December 2009 the FASB issued ASU No 2009-17

AcllltiJ

Improvements to Financial Reporting by Enterprises Involved with Variable Interest Entities to amend

their codification for Statement No 167 Tins guidance removes the scope exception for qualifying

lhcRS
special-purpose entities includes new criteria for determining the primary beneficiary of variable

ritIlIed interest entity and increases the frequency of required assessments to determine whether an entity is the

primary beneficiary of variable interest entity In 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 tins guidance became effective for the Company on January

2010 The adoption of tins guidance did not have an impact on the Companys financial position results

of operations or cash flows

Effective July 2010 the Company adopted ASU No 2010-11 Scope Exception Related to Embedded

Credit Derivatives winch clarifies that the only type of embedded credit derivatives that are exempt

from bifurcation requirements are those that relate to the subordination of one financial instrument to

another Tins guidance requires analysis of embedded credit derivative features other than subordination

to determine if they require bifurcation and separate accounting treatment The adoption of ASU No

2010-11 did not have an impact on the Companys financial position resulis of operations or cash flows

In October 2010 the FASB issued ASU No 20 10-26 Accounting for Costs Associated with Acquiring or

Renewing Insurance Contracts to address diversity in practice within the insurance industry regarding

the interpretation of winch costs relating to the acquisition of new or renewal insurance contracts

qualify for deferral Tins guidance modifies the definition of the types of costs incurred by insurance

companies that can be capitalized in the acquisition of new and renewal contracts Tins guidance

specifies that cost must be directly related to the successful acquisition of new or renewal insurance

contract in order to be capitalized ASU No 20 10-26 becomes effective for the Company beginning

January 2012 and would allow but not require retrospective application The Company is currently

evaluating ASU No 20 10-26 to determine the potential impact that adopting tins standard will have on

its consolidated financial statements
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DlSti11OI1tS The following tables summarize the Companys available-for-sale investments

December 31 2010

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

Public utilities

Convertible bonds

All other corporate bonds

2767169 61620 29450
550755 24662 2599

409415

21704

95770

16725

1094887

5256980

2799339

572818

425563

22756

102444

16725

1170243

Gross

Unrealized

Amortized Holding

Cost Gains

Gross

Unrealized

Holding

Losses

Unrealized Other- Estimated

Than-Temporary Fair

Impairment Losses Value

300555 20832 49 321338

29664 1738 11778
1052

6674

83752 603 7793

Total fixed maturities 228256 34439 19571 5431226
Equity securities

Insurance companies

banks and trusts 388848 323634 1496 710986

Industrial consumer

and all other 607240 404444 699 1010985

Total equity securities 996088 728078 2195 1721971
Short-term investments 325336 325340

INVESTMENTS AVAILABLE-FOR-SALE 6578404 956338 36634 19571 7478537

December31 2009

Gross Gross

Unrealized Unrealized Unrealized Other- Estimated

Amortized Holding Holding Than-Temporary Fair

dollars 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 2241457 65840 16763 2290534

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 1337682 70269 5977 10424 1391550

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 AVAILABLE-FOR-SALE 6298149 710712 $3l549 $22766 6954546



The following tables summarize gross unrealized investment losses by the length of time that

securities have continuously been in an unrealized loss position

Less than 12 months 12 months or longer Total

Gross Unrealized

Holding and Other

Estimated Than-Temporary

Fair Impairment

Value Losses

Gross Unrealized

Holding
and Other-

Than-Temporary

Impairment

Losses

Gross Unrealized

Holding and Other

Than.Temporary

Impairment

Losses

At December 31 2010 the Company held 363 securities with total estimated fair value of $1.2 billion

and gross
unrealized losses of $56.2 million Of these 363 securities 19 securities have been in

continuous unrealized loss position for greater than one year and had total estimated fair value of $53.9

millionand
gross

unrealized losses of $5.3 million All 19 securities were fixed maturities The Company

does not intend to sell or believe it will be required to sell these fixed maturities before recovery
of their

amortized cost

lVl3tlltS

lUltilll

December 31 2010

dollars in thousands

Estimated

Fair

Value

Estimated

Fair

Value

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

All other corporate

bonds

23574 49 23574 49

942935 27463 22468 1987 965403 29450

119211 2440 4955 159 124166 2599

20972 10822 10534 2694 31506 13516

15294 7921 15966 475 31260 8396

Total fixed maturities 1121986 48695 53923 5315 1175909 54010

Equity securities

hsurance companies

banks and trusts 22750 1496 22750 1496

Industrial consumer

and all other 16712 699 16712 699

Total equity securities 39462 2195 39462 2195

TOTAL 1161448 50890 53923 5315 1215371 56205
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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

bonds

373382 9946

92166 2335

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

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 sufficient

to allow for anticipated recovery is considered For fixed maturities the Company considers whether it

intends to sell the security or if it is more likely than not that it will be required to sell the security

before
recovery the implied yield-to-maturity the credit quality of the issuer and the abifity to recover

all amounts outstanding when contractually due

DVlStDfltS

coltle

December31 2009

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 Impairmrnt

Value Losses Value Losses Value Losses

23798 91 23798 91

153500 6817 526882 16763

92166 2335

33223 12748 11162 1128 44385 13876
10607 1001 10607 1001

58482 11332 138127 5069 196609 16401

Total fixed maturities 581051 36452 313396 14015 894447 50467
Equity securities

Insurance companies

banks and trusts 45917 3521 45917 3521
Industrial consumer

andallother 10943 325 10943 325

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

TOTAL 642209 40300 $313396 14015 955605 54315

At December 31 2009 the Company held 190 securities with total estimated fair value of $955.6

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



hivestits For equity securities decline in fair value that is considered to be other-than-temporary is recognized in

clltill
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 wifi be required to sell the security before recovery
of its amortized cost

decline in fair value is considered to be other-than-temporary and 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 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

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

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 infonnation

on the methodology and significant inputs by security type
that the Company used 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 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 internal estimates as well as estimates from rating agencies

and other third party sources Default rates are estimated by considenng 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 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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F1vestFi1rits The amortized cost and estimated fair value of fixed maturities at December 31 2010 are shown

oltiie1
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

Dueinoneyearorless 39857 40540

Due after one year through five years 167837 181006

Due after five years through ten years 89465 96319

Due after ten years 3396 3473

TOTAL 300555 321338

Obligations of states municipalities and political subdivisions

Due in one year or less 6943 7011

Due after one year through five years 104991 106993

Due after five years through ten years 1005067 1034138

Dueaftertenyears 1650168 1651197

TOTAL 2767169 2799339

Foreign governments

Due in one year or less 9070 9103

Due after one year through five years 203929 212333

Due after five years through ten years 301776 316951

Due after ten years 35980 34431

TOTAL 550755 572818

Residential mortgage-backed securities

Dueinoneyearorless 4811 4890

Due after one year through five years 7236 7571

Due after five years through ten years 30641 31488

Due after ten years 366727 381614

TOTAL 409415 425563

Asset-backed securities

Dueinoneyearorless

Due after one year through five years 10950 11536

Due after five years through ten years 1000 1117

Due after ten years 9754 10103

TOTAL 21704 22756

Public utilities

Due in one year or less 25244 25
Due after one year through five years 53649 58023

Due after five years through ten years 16877 18638

Due after ten years

TOTAL 95770 102444

Convertible bonds and all other corporate bonds

Due in one year or less 101538 106388

Due after one year through five years 695381 739661

Due after five years through ten years 310329 336521

Due after ten years 4364 4398

TOTAL 1111612 1186968

Total fixed maturities

Dueinoneyearorless 187463 193715

Due after one year through five years 1243973 1317123

Due after five years through ten years 1755155 1835172

Due alter ten years 2070389 2085216

TOTAL FIXED MMURn-ics 5256980 5431226



1Nlstiel1ts Expected maturities may differ from contractual maturities because borrowers may have the right to

llltliid
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 2010 2009 2008

Interest

Municipal bonds tax-exempt 92168 83695 80975

Taxable bonds 150843 150169 170400

Short-term investments including

overnight deposits 2850 5597 18979

Dividends on equity securities 33128 24883 35048

Income loss from investments in affiliates 379 1136

Change in fair value of credit default swap 1740 2996 13698

Other 1337 151 1903

282066 266810 290937

Investment expenses 9536 7001 8789

NET INvEsTMENr INcOME 272530 259809 282148

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

Years Ended

December 31

dollars in thousands 2010 2009

Cumulative credit loss beginning of
year 9141

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 1185 2062

Total additions 1185 9318

Reductions

Sales of fixed maturities on which credit losses were recognized 19 177

Cumulative credit loss end of
year 10307 9141
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llOStFIllltS The following table presents net realized investment gains losses and the change in net unrealized

1ODti gains on investments

Years Ended December 31

dollars in thousands 2010 2009 2008

Realized gains

Sales of fixed maturities 20848 5752 9647

Sales of equity securities 35150 7605 64709

Other 1966 5781 1267

Total realized gains 57964 19138 75623

Realized losses

Sales of fixed maturities 1470 25230 102925
Sales of equity securities 58 39827

Other-than-temporary impairments 12207 89950 339164
Other 7925 1301

Totalrealizedlosses 21602 115238 483217

NET Rzwza INvESTMENT GAm4s LossEs 36362 96100 407594

Change in net unrealized gains on investments

Fixed maturities 23855 280210 135455
Equity securities 219895 287407 372215
Short-term investments 14 22

NET INCREASE DECREASE 243736 567613 507648

Net realized investment losses for the year ended December31 2010 included $12.2 million of write

downs for other-than-temporary declines in the estimated fair value of investments The write

downs for other-than-temporary declines in the estimated fair value of investments for 2010 related

to eight equity securities four fixed maturities and four real estate investments 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 Net realized investment

gains for the year ended December 31 2008 included $339.2 million of write downs for

other-than-temporary declines in the estimated fair value of investments



l\ilStflEltS The following table presents other-than-temporary impairment losses recognized in net income

llth1in loss and included in net realized investment gains losses by investment type

Years Ended December 31

dollars in thousands 2010 2009 2008

Fixed maturities

Corporate bonds 7310 46452

Residential mortgage-backed securities 1185 3541 7691

Other 1487

Total fixed maturities 1185 12338 54143

Equity securities

Insurance companies banks and trusts 2872 15978 99226

Industrial consumer and all other 965 38548 176795

Total equity securities 3837 54526 276021

Nonredeemable preferred stocks 9000

Investments in affiliates 23086

Other 7185

TOTAL 12207 89950 339164

The merger of First Market Bank with Union Bankshares Corporation was completed in the first

quarter of 2010 and formed Union First Market Bankshares Corporation Union As result of this

merger the Company received 3.5 millionshares of common stock in Union for the Companys

investment in First Market Bank Prior to the merger the Companys investment in First Market Bank

was included in investments in affiliates on the consolidated balance sheet The Companys

investment in Union is included in equity securities on the consolidated balance sheet

The Company had $1.6 billion and $1.5 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 2010 and 2009 respectively These

invested 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

$43.3 millionand $39.1 million on deposit with state regulatory authorities at December 31 2010

and 2009 respectively

Invested assets with carrying value of $67.3 million and $3.0 million at December 31 2010 and

2009 respectively were held in trust for the benefit of cedents of the Companys United States

insurance companies

Invested assets with carrying value of $60.3 millionand $58.4 million at December 31 2010 and

2009 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 $33.7 million and $32.2 million at December 31 2010 and 2009

respectively were held in trust for the benefit of MIICLs United States surplus lines policyholders
51
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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 $25.3 million and $27.5 million at

December31 2010 and 2009 respectively as collateral against these letters of credit

The Company had deposited $351.6 million and $333.8 mfflion of invested assets with Lloyds to

support its underwriting activities at December 31 2010 and 2009 respectively In addition the

Company had invested assets with carrying value of $1.0 billion at December 31 2010 and 2009

held in trust for the benefit of syndicate policyholders

In accordance with the terms of its credit default
swap agreement the Company had $33.3 million

and $33.1 million of invested assets on deposit at December 31 2010 and 2009 respectively

At December31 2010 and December 31 2009 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 2010 the Companys ten largest equity holdings represented $941.9 million or 55%
of the equity portfolio Investments in the property and casualty insurance industry represented

$413.4 million or 24% of the equity portfolio at December 31 2010 Investments in the property

and casualty insurance industry included $230.1 million investment in the common stock of

Berkshire Hathaway Inc

dollars in thousands 2010 2009 2008

Balance beginning of year 156797 183755 202291

Policy acquisition costs of acquired

insurance companies 18076

Policy acquisition costs deferred 439803 413858 487990
Amortization of policy acquisition costs 425893 440816 506526

DEFERRED POLICY ACQUISITION COSTS 188783 156797 183755

vlstts

IlItilild

The following table presents the components of receivables

December 31

dollars in thousands 2010 2009

Amounts receivable from agents brokers and insureds 257028 206514

Employee stock loans receivable see note 10 13694 15821

Loan participations 14410 27326
Other

39860 36578

324992 286239

Allowance for doubtful receivables 12896 6360

RECEWABLES
312096 279879

ClStiOD

The following table presents the amounts of policy acquisition costs acquired deferred and amortized

Years Ended December 31



The following table presents the components of underwriting acquisition and insurance expenses
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dollars in thousands 2010

Years Ended December 31

Amortization of policy acquisition costs 425893 440816 506526

Other operating expenses 298983 295844 232020

UNDERwRITING AcQuismoN AND

INSURANCE ExPENsEs 724876 736660 738546

Depreciation and amortization expense of property and equipment was $19.5 million $14.8 million and

$12.3 million for the years ended December31 2010 2009 and 2008 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 facifities and lease others

See note 17 for discussion of the Companys non-insurance operations included in Other above

Goodwill 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 2010 or 2009

Pli

Ac ustD 2009 2008
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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 2010 2009

Land 35105 28453

Buildings 22758 14173

Leasehold improvements 45512 38607

Furniture and equipment 137512 110641

Other 41288 13510

282175 205384

Accumulated depreciation and amortization 122608 105145

PRoPERlY AND EQuIPMENT 159567 100239

The following table presents the components of goodwill

London

Excess and Specialty Insurance

Surplus Lines Admitted Market

dollars in thousands Segment Segment Segment Other Total

January 2009 $81770 1888 248558 6163 $338379

Acquisitions 42860 202.35 63095

Foreign currency movements 1045 1045

December31 2009 $81770 1888 292463 26398 $402519

Acquisitions see note 21 67193 2569 69762

Foreign currency movements 2466 2466

DEcEiuER 31 2010 81770 69081 294929 28967 474747
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Gross Carrying Accumulated Gross Carrying Accumulated

Amount Amortization Amount Amortization

Customer relationships 132110 23949 83791 $12391

Trade names 34127 1431 18988 215

Technology 25753 2324 7900 1095

Other 7646 779 5450 2114

TOTAL 199636 28483 $116129 $158l5

Amortization of intangible assets was $16.8 million $6.7 million and $5.7 million for the years ended

December31 2010 2009 and 2008 respectively Amortization of intangible assets is estimated to be

$18.2 million for 2011 $15.4 million for 2012 $14.3 million for 2013 $12.4 million for 2014 and $12.3

million for 2015

lll11111

In 2010 the Company acquired $86.2 million of intangible assets including $4.1 million of insurance

licenses with indefinite lives The definite-lived intangible assets acquired are expected to be amortized

over weighted average period of 16.6 years
The definite-lived intangible assets acquired during 2010

include customer relationships technology and trade names which are expected to be amortized over

weighted average period of 21.9 9.0 and 11.3 years respectively

lld

AslEts
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The following table presents the components of intangible assets

dollars in thousands 2010

December 31

2009

Income loss before income taxes includes the following components

Years Ended December 31

dollars in thousands 2010 2009 2008

Domestic 174543 86592 100512

Foreign 120968 112045 59317

INcoME Loss BEFORE NcorvtE TAXES 295511 198637 159829

Income tax expense benefit includes the following components

Years Ended December 31

dollars in thousands 2010 2009 2008

Current

Domestic 22875 8076 1041

Foreign 2278 2714 63

Total current tax expense benefit 20597 5362 978

Deferred

Domestic 1050 6763 63702

Foreign 6135 2381 36715

Total deferred tax expense benefit 7185 9144 100417

INcoME TAX EXPENSE BENEFIT 27782 3782 101395
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Foreign income tax expense benefit includes United States tax expense benefit on foreign operations

In 2010 income tax expense included benefit from reduction in the provision for interest and penalties

of $3.9 million In 2009 income tax benefit included an increase in the provision for interest and penalties

of $2.7 miffion In 2008 income tax benefit included benefit from reduction in the provision for

interest and penalties of $3.5 million At December 31 2010 and 2009 other liabilities on the

consolidated balance sheets included $2.4 miJlion and $6.3 million respectively for potential payment

of interest and penalties

State income tax expense is not material to the consolidated financial statements

The Company made income tax payments of $24.0 million $21.2 million and $29.0 million in 2010

2009 and 2008 respectively Income taxes receivable were $15.9 million and $13.2 million at December

31 2010 and 2009 respectively and were included in other assets on the consolidated balance sheets

The income tax receivables at December 31 2010 and 2009 were due in part to the carryback of $27.5

millionand $38.7 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

2010 2009 2008

United States corporate tax rate 35% 35% 35%

Tax-exempt investment income 11 14 18

Uncertain taxpositions

Taxcredits 19

Foreign operations 13 21
Other

ErmenvE TAx Rkm 9% 2% 63%

The 2010 effective tax rate included 13% income tax benefit related to foreign operations of which

11% is result of change in the Companys plans regarding the amount of earnings considered

permanently reinvested in foreign subsidiaries The 2009 effective tax rate included 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
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E1CIET1I TTIIS The following table presents the components of domestic and foreign deferred tax assets and liabilities

lihtillId December 31

dollars in thousands 2010 2009

Assets

Differences between financial reporting and tax bases 101419 62620

Unpaid losses and loss adjustment expenses

not yet deductible for income tax purposes 105183 102999

Unearned premiums recognized for income tax purposes 36416 32080

Other-than-temporary impairments not yet deductible

for income tax purposes 42377 68084

Net operating loss carryforwards 93864 154406

Tax credit carryforwards 25582 22185

Total gross deferred tax assets 404841 442374

Liabilities

Differences between financial reporting and tax bases 36004 18708

Deferred policy acquisition costs 44813 37597

Net unrealized gains on investments 260761 193495

Undistributed investment in foreign subsidiaries 31418

Total gross deferred tax liabilities 341578 281218

NET DErEiman Tax AssET 63263 161156

The decrease in the net deferred tax asset in 2010 was primarily due to an increase in net unrealized

gains on investments and decrease in net operating loss carryforwards during 2010 The net

deferred tax assets at December 31 2010 and 2009 were included in other assets on the consolidated

balance sheets

In December 2008 Markel Corporation received $110.0 million in 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 millionin foreign paid taxes became available for use by the Company as foreign

tax credits as result of these distributions At December 31 2010 the Company had tax credit

carryforwards of $25.6 million The earliest any of these credits will expire is 2019

At December 31 2010 the Company had net operating losses of $317.6 million These losses can be carried

forward indefinitely to offset future taxable income in the United Kingdom Of the $317.6 nilllion of net

operating losses $98.9 miffion also can be utilized to offset future Markel Capital Limited wholiy-owned

subsidiary income that is taxable in the Uinted States The Companys ability to utilize these losses in the

United States expires between the years 2019 and 2026

At December 31 2010 the Company had unused capital losses of $7.8 million The Companys ability to

utilize these losses expires in 2015

The Company estimates that it wifi realize $341.6 million of the gross deferred tax assets including net

operating losses recorded at December 31 2010 through the reversal of existing temporary differences

attributable to the
gross

deferred tax liabilities The Company believes that it is more likely than not that it

will realize $63.3 million of gross
deferred tax assets by generating future taxable income and by using
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prudent and feasible tax planning strategies if future taxable income is not sufficient While management

llltIlu believes that valuation allowance at December 31 2010 and 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

At December31 2010 the Company had unrecognized tax benefits of $24.6 million if recognized

$19.3 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 2011

The following table presents reconciliation of beginning and ending unrecognized tax benefits

Years Ended December 31

dollars in thousands 2010 2009

Unrecognized Tax Benefits Beginning of Year 24940 59237

Increases based upon tax positions taken during the current year 863 1140

Increases for tax positions taken in prior years
342 9022

Decreases for tax positions taken in prior years 744 42601

Settlement with taxing authorities 1858

Lapse of statute of limitations 816

UNRECOGNIZED TAx BENEFITs ENE or YFax 24585 24940

The $42.6 million decrease in 2009 for tax positions taken in prior years represented future tax return

benefits that the Company no longer anticipated 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 As

of December 31 2010 earnings of the Companys foreign subsidiaries through 2010 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 2007
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dollars in thousands 2010 2009 2008

NET RESERVES FOR LOSSES AND LOSS ADJUSTMENT

EXPENSES BEGINNING OF YEAR 4540654 4465481 4452655

Foreign currency movements commutations

and other 5070 86362 192838

ADJUsVED NET REsERVES FOR Lossrs iai Loss

ADJUSTMENT ExPENsES BEGINNING OF YEAR 4535584 4551843 4259817

Incurred losses and loss adjustment expenses

Current year 1224270 1228152 1432808

Prior years 278041 235289 163783

TOTAL INCURRED LossEs AND

Loss ADJUSTMENT ExRErJsEs 946229 992863 1269025

Payments

Current year 269469 247814 310953

Prior years 796138 759522 727609

TOTAL PAYMENTs 1065607 1007336 1038562

Effect of foreign currency rate changes 1773 3284 20080
Net reserves for losses and loss adjustment

expenses of acquired insurance companies 182337

Other 4719

NET RESERVES FOR LossEs AND Loss

ADJUSTMENT ExPENsEs END OF YEAR 4600316 4540654 4465481

Reinsurance recoverable on unpaid losses 798090 886442 1026858

GRoss RESERVES FOR LossEs AND Loss

ADJUsTMENT ExPENsEs END OF YES.i 5398406 5427096 5492339

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 and other items In 2010 beginning

of year net reserves for losses and loss adjustment expenses were decreased by movement of $19.1

million in foreign currency rates of exchange which was offset in part by increases for other items

including commutations In 2009 beginning 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 million in

foreign currency rates of exchange most notably between the United States Dollar and the United

Kingdom Sterling

As result of its acquisition of Aspen Holdings Inc Aspen in 2010 the Company recorded net reserves

for losses and loss adjustment expenses of $182.3 million These reserves were recorded at fair value as part

of the Companys purchase accounting See note 21 for discussion of the Companys acquisition of Aspen

In 2010 incurred losses and loss adjustment expenses included $278.0 million of favorable development

on prior years loss reserves which was primarily due to $214.4 millionof loss reserve redundancies

experienced at Markel International and on the professional and products liability programs within the

Uoid Lossos

ood Loss

Adjlsliuiolt

The following table
presents reconciliation of consolidated beginning and ending reserves for losses

and loss adjustment expenses

Years Ended December 31
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LIssIs Excess and Surplus Lines segment as actual claims reporting patterns on prior accident

years have been

huid
more favorable than initially anticipated within the Companys actuarial analyses

It1h5t 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

ilitlil iiitl 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 were 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

Current year incurred losses and loss adjustment expenses for 2008 included $91.1 million of estimated

net losses on Hurricanes Gustav and Ike 2008 Hurricanes The estimated net losses on the 2008

Hurricanes were net of estimated reinsurance recoverables of $58.6 million

In 2008 incurred losses and loss adjustment expenses included $163.8 millionof 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 liability programs within the

Excess and Surplus Lines segment as actual claims reporting patterns on prior accident years were 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

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 2010 review the Company determined

that no adjustment to loss reserves was necessary 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

2008 review 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 2009 and 2008 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 actiint 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

economic conditions and recent trends in these factors In some of the Companys markets and where

the Company acts 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
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Ul11Dd
Lossos The Company believes the process of evaluating past experience adjusted for the effects of current

1011 LAss
developments and anticipated trends is an appropriate basis for predicting future events Management

Ad
currently believes the Companys gross and net reserves including the reserves for environmental and

pullStIt asbestos exposures are adequate Howevet there is no precise method for evaluating the impact of any

significant factor on the adequacy of reserves and actual results will differ from original estimates

The Companys exposure to asbestos and enviromnental AE claims results from policies written by

acquired insurance operations before their acquisitions by the Company The Companys exposure to AE
claims originated from umbrelia 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 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 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 fonn These

cbanges significantly reduced the Companys exposure to future AE claims on post-1986 business

The following table provides nlconciliation 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 2010 2009 2008

NET RESERVES FOR AE Losses AN Loss ADJUSTMENT

ExPENSES BEGINNING OF YFAR 229030 238272 221654

Commutationsandother 111 500 191

ADJUSThD NET RESERvES FOR

AE LossEs tun Loss ADJUSTMENT

EXPENSES BEGINNING OF YEAR 229141 237772 221463

Incurred losses and loss adjustment expenses 428 2657 22106

Payments 12679 11399 5297

NET RESERVES FOR AE LOSSES AND Loss

ADJUSTMENT EXPENSES EM OF YEAR 216034 229030 238272

Reinsurance recoverable on unpaid losses 132021 153078 154901

GROSS RisEuuvES FOR AE LOSSES AND LOSS

ADJUSTMENT EXPENSES EM OF YEAR 348055 382108 393173

Incurred losses and loss adjustment expenses for 2009 and 2008 were primarily due to adverse development

of asbestos-related reserves At December 31 2010 asbestos-related reserves were $270.3 million and

$154.4 million on gross and net basis respectively

Net reserves for reported claims and net incurred but not reported reserves for AE exposures were $131.6

millionand $84.4 million respectively at December 31 2010 Inception-to-date net paid losses and loss

adjustment expenses for AE related exposures totaled $355.7 million at December 31 2010 which includes

$67.2 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

2010 are adequate

The following table summarizes the Companys senior long-term debt and other debt

December 31

dollars in thousands 2010 2009

6.80% unsecured senior notes due February 15 2013

interest payable semi-annually net of unamortized

discount of $582 in 2010 and $851 in 2009 246083 245814

7.125% unsecured senior notes due September 30 2019

interest payable semi-annually net of unamortized

discount of $2474 in 2010 and $2757 in 2009 347526 347243

7.35% unsecured senior notes due August 15 2034

interest payable semi-annually net of unamortized

discount of $2503 in 2010 and $2609 in 2009 197497 197391

7.50% unsecured senior debentures due August 22 2046

interest payable quarterly net of unamortized

discount of $4091 in 2010 and $4206 in 2009 145909 145794

Subsidiary debt at various interest rates

ranging from 2.7% to 8.8% 78932 27406

SENIOR LONG-TERM DEBT AND OTHER DEBT 1015947 963648

On June 2010 the Company entered into revolving credit facility which provides $270 million of

capacity for working capital and other general corporate purposes The Company may increase the

capacity of the revolving credit facility to $350 million subject to certain terms and conditions The

Company may select from two interest rate options for balances outstanding under the facility and pays

commitment fee 0.38% at December 31 2010 on the unused portion of the facility based on the

Companys debt to equity leverage ratio as calculated under the agreement At December 31 2010 the

Company had no borrowings outstanding related to the facility This facility replaced the Companys

previous $375 million revolving credit facility and expires in June 2013

At December 31 2010 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

On September 22 2009 the Company issued $350 million of 7.125% unsecured senior notes due

September 30 2019 Net proceeds to the Company were $347.2 million which were used for general

corporate purposes including acquisitions
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SDIE The Companys 7.125% unsecured senior notes are redeemable by the Company at any time The

Companys 7.50% unsecured senior debentures are redeemable by the Company at any time after

ii

August 22 2011 None of the Companys other senior long-term debt is redeemable None of the

IJIUI UIIU

Companys senior long-term debt is subject to any sinking fund requirements

Uth Ubt

liltilu
The Companys subsidiary debt is primarily associated with its non-insurance operations and is

non-recourse to the holding company The debt of the Companys non-insurance subsidiaries generally

is secured by the assets of those subsidiaries

The estimated fair value based on quoted market prices of the Companys senior long-term debt and other

debt was $1.1 billion and $1.0 billion at December 31 2010 and 2009 respectively

The following table summarizes the future principal payments due at maturity on senior long-term debt

and other debt as of December31 2010

Years Ending December 31 dollars in thousands

2011 7264

2012 2919

2013 255694

2014 7976

2015 15492

2016 and thereafter 736252

TOTAL PmNclnu PAYMENTS 1025597

Unamortized discount 9650

SENIOR LONG-TERM DEBT AND OTHER DEBT 1015947

The Company paid $72.9 million $47.1 million and $47.5 millionin interest on its senior long-term

debt and other debt during the years ended December 31 2010 2009 and 2008 respectively

hlilhllF1l1S The Company had 50000000 shares of no par value common stock authorized of which 9717928

lt
shares and 9819151 shares were issued and outstanding at December31 2010 and 2009 respectively

The Company also has 10000000 shares of no par value preferred stock authorized none of which were

issued or outstanding at December 31 2010 or 2009

In November 2010 the Companys Board of Directors approved the repurchase of up to $200 nilllion of

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 This repurchase program replaced previous repurchase program
that had been approved by

the Board of Directors in August2005 As of December 31 2010 the Company had repurchased 7956

shares of common stock at cost of $2.8 millionunder the Program As of December 31 2010 the

Company had repurchased 484750 shares of common stock at cost of $178.7 million under the

previous program which was terminated upon approval of the Program



111 Shihiis Net income loss per
share is determined by dividing net income loss to shareholders by the

nltu applicable weighted average shares outstanding
Years Ended December 31

clltuld

in thousands except per share amounts 2010 2009 2008

Net income loss to shareholders 266793 201638 58767

Basic common shares outstanding 9768 9815 9876

Dilutive potential common shares 17 11

Diluted shares outstanding 9785 9826 9876

Basicnetincomelosspershare 27.31 20.54 5.95

Dilutednetincomelosspershare 27.27 20.52 5.95

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 60931 and 70874 shares were available for purchase at December 31 2010 and 2009

respectively At December 31 2010 and 2009 loans outstanding under the plan which are included in

receivables on the consolidated balance sheets totaled $13.7 million and $15.8 miffion 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 is administered by the Compensation

Committee of the Companys Board of Directors Compensation Committee and wifi terminate on

March 2013 At December 31 2010 there were 128834 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 the Compensation Committee These awards 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 2010

the Company awarded 3186 restricted stock units to certain associates and executive officers based

either on performance conditions being met or as an incentive to certain newly hired associates

During 2010 the Company awarded 1561 shares of restricted stock to its non-employee directors The

shares awarded to non-employee directors wifi vest in 2011

In May 2010 the Compensation Committee awarded 26410 restricted stock units to certain associates
53

and executive officers to assist the Company in retaining the services of key employees These
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III Shorehikiers restricted stock units had grant-date fair value of $9.5 mfflion Each restricted stock unit will

ii ity

ultimately allow the recipient to receive one share of the Companys common stock Twenty percent of

the restricted stock units vest after one year and the balance after five years with pro rata vesting in

IlihllIlu

case of death disability or retirement Shares will be issued in respect of the initial twenty percent of

the restricted stock units promptly after vesting The remaining shares will be issued only following

termination of employment except that issuance of portion of the shares may occur earlier if

designated share price targets are attained Violation of non-competition agreements contained in the

award agreement may result in cancellation of the award even after vesting

The following table summarizes nonvested share-based awards

Weighted Average

Number Grant-Date

of Awards Fair Value

Nonvested awards at January 2010 23855 415.39

Granted 31157 358.48

Vested 4579 309.44

Forfeited 5509 433.00

Nonvested awards at December 31 2010 44924 384.54

The fair value of the Companys share-based awards is determined based on the average 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 2010 2009 and 2008 was $358.48 $275.93 and $461.65

respectively As of December 31 2010 unrecognized compensation cost related to nonvested

share-based awards was $10.6 million which is expected to be recognized over weighted average

period of 3.7 years
The fair value of the Companys share-based awards that vested during 2010 2009

and 2008 was $1.4 miffion $2.6 million and $2.1 million respectively

In connection with the acquisition of Aspen the Company provided for the conversion of options

issued under the Aspen Holdings Inc 2008 Stock Option Plan and the Aspen Holdings Inc 2008

Stock Option Plan for Non-Employee Directors the Aspen Option Plans into options to purchase

58116 of the Companys common shares No further options are available for issuance under the Aspen

Option Plans The options issued were fully vested and exercisable upon conversion and expire ten years

from the original date of issue or sooner upon the recipients termination of employment or death The

options issued had weighted average exercise price of $225.94 and grant-date fair value of $157.15

The fair value of the options was estimated on the grant date using the Black-Scholes option pricing

model Assumptions used in the pricing model included an expected annual volatility of 35%
risk-free rate of approximately 1% and an expected term of four years The expected annual volatility

was based on the historical volatility of the Companys stock and other factors The risk-free rate was

based on the U.S Treasury yield curve with remaining term equal to the expected life assumption at

the grant date The expected term of the options granted represents the period of time that the options

were expected to be outstanding at the grant date Historical data was used to estimate option exercises

and employee termination within the pricing model

During 2010 7595 options were exercised under the Aspen Option Plans resulting in cash proceeds of

$1.5 millionand current tax benefit of $0.4 milllon The intrinsic value of options exercised in 2010

was $1.3 million

At December 31 2010 there were 50521 options outstanding and exercisable under the Aspen Option

Plans with weighted average exercise price of $229.80 and weighted average remaining contractual

64
life of seven years The outstanding options had an intrinsic value of $7.4 million at December 31 2010



11 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
110111

income loss also includes changes in foreign currency translation adjustments and changes in net

LIII 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

dollars in thousands 2010 2009 2008

Change in net unrealized gains on investments

Net holding gains losses arising during the period 96555 190978 320314

Unrealized other-than-temporary impairment losses

on fixed maturities arising during the period 316 1118

Reclassification adjustments for net gains losses

included in net income loss 16624 25912 142638

Change in net unrealized gains on investments 80247 215772 177676

Change in foreign currency translation adjustments 6579 6825 4250

Change in net actuarial pension loss 1069 2859 3630

TOTAL 87895 225456 185556

12 FIll lI FASB ASC 820-10 Fair Value Measurements and Disclosures establishes three-level bierarchy that

IlIllIllIltS

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 if the inputs used to measure the assets or liabilities fali

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

reliability and transparency of the assumptions used to determine fair value The hierarchy requires the

use of observable market data when available The levels of the hierarchy are defined as follows

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 liabilities in active

markets quoted prices for identical or similar assets or liabiliries 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

maximize the 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

liabifity is generally classified
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12 FifE VU Investments available-for-sale Investments available-for-sale are recorded at fair value on recurring

edsEirlifilElts

basis and include fixed maturities equity securities and short-term investments Short-term

investments include certificates of deposit commercial paper discount notes and treasury bills with

lIltilIlu

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 maturiries 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 acrive exchange such as the New York Stock Exchange

Level investments include U.S Treasury securiries and obligarions 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 20 for discussion of the valuation model for the credit default swap including the key inputs

and 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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Assets

Investments available-for-sale

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

Public utilities

Convertible bonds

All other corporate bonds

321338

2799339

572818

425563

22756

102444

16725

1170243

321338

2799339

572818

425563

22756

102444

16725

1170243

Derivatives Beginning of Period 26968 29964

Total gains included in

Net income 1740 2996
Other comprehensive income

Transfers into Level

Transfers out of Level

Derivatives End of Period 25228 26968

Net unrealized gains included in net income relating to

liabilities held at December31 2010 and 2009 1740 2996 UI

Included in net investment income in the consolidated statements of operations and comprehensive income

loss

llllIilllI
dollars in thousands

The following table presents the balances of assets and liabilities measured at fair value on recurring

basis as of December 31 2010 by level within the fair value hierarchy

Level Level Level Total

Total fixed maturities 5431226 5431226

Equity securities

Insurance companies banks and trusts 710986 710986

Industrial consumer and all other 1010985 1010985

Total equity securities 1721971 1721971

Short-term investments 269466 55874 325340

Total investments available-for-sale 1991437 5487100 7478537

Liabilities

Derivative contracts 25228 25228

The following table summarizes changes in Level liabilities measured at fair value on recurring

basis

dollars in thousands 2010 2009
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12 FifE VII There were no transfers into or out of Level and Level during 2010 and 2009 The Company did not

have any assets or liabilities measured at fair value on non-recurring basis during the year ended

December31 2010 At December 31 2010 the Company did not hold material investments in auction

Ililtilili

rate securities loans held for sale or mortgage-backed securities backed by subprime or Alt-A collateral

13 Rgtislrolcl
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 reins nrance 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 2010

and 2009 balances recoverable from the Companys ten largest reinsurers by group represented

approximately 68% and 62% respectively of the reinsurance recoverable on paid and unpaid losses

before considering reinsurance allowances At December 31 2010 the Companys largest

reinsurance balance was due from the Munich Re Group and represented 16% of the reinsurance

recoverable on paid and unpaid losses before considering reinsurance allowances

To further reduce credit exposure to reinsurance recoverable balances the Company has received

collateral including letters of credit and tmst 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 2010 2009 2008

REIN5URANCE ALLOWANCE BEGINNING or YEAR 151339 155882 167465

Additions

Charged to expense 2634

Charged to other accounts 7927 686 3672

TOTAL REIN5URANCE ALLOWANCE ADDITIONs 7927 686 6306

Deductions 4076 5229 17889

REIN5URANCE ALLOWANCE ENn or YEAR 155190 151339 155882

Management believes the Companys reinsurance allowance for doubtful accounts is adequate at

December 31 2010 however the deterioration in the credit quality of existing reinsurers or disputes

over reinsurance agreements could result in additional charges
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Incurred losses and loss adjustment expenses were net of reinsurance recoverables ceded incurred

losses and loss adjustment expenses of $61.3 million $51.0 million and $226.7 million for the
years

ended December 31 2010 2009 and 2008 respectively The year ended December 31 2010 included

$43.2 million of estimated reinsurance recoverables related to the Deepwater Horizon drilling rig

explosion 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 15% 12% and 10% for the

years ended December31 2010 2009 and 2008 respectively

14 The Company leases substantially all of its facilities and certain furniture and equipment under

oiid

noncancelable operating leases with remaining terms up to ten 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 2010

Years Ending December 31 dollars in thousands

Dtld rt

TillS
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2011 17689

2012 16820

2013 16761

2014 15797

2015 14414

2016 and thereafter 34353

TOTAL $115834

Rental expense was $22.9 million $19.8 million and $20.7 million for the years ended December 31

2010 2009 and 2008 respectively

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

The following table summarizes the effect of reinsurance on premiums written and earned

Years Ended December 31

dollars in thousands 2010 2009 2008

Written Earned Written Earned Written Earned

Direct 1704684 1681027 1683355 1808471 2002882 2088824

Assumed 277783 253654 222538 218309 209902 202031

Ceded 213349 203760 191484 210945 244288 268671

NET PREMIUMS 1769118 1730921 1714409 1815835 1968496 2022184

The Company engages in certain related party transactions in the normal course of business These

transactions are at arms length and are immaterial to the Companys consolidated financial statements
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Stltutlr The following table includes unaudited selected information for the Companys wholly-owned

domestic insurance subsidiaries as filed with state insurance regulatory authorities

Years Ended December 31

dollars in thousands 2010 2009 2008

Netincomeloss 165605 129035 19073

Statutory capital and surplus 1503165 1308437 985675

The laws of the domicile states of the Companys domestic insurance subsidiaries govern the amount

of dividends that may be 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 December 31 2010 the Companys domestic insurance subsidiaries

could
pay up to $197.0 million during the following 12 months under the ordinary dividend regulations

In converting from
statutory accounting principles to U.S GAAJ 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

MIICL ifies 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

The following table summarizes MIICLs FSA Return net income loss and policyholders surplus

Years Ended December 31

dollars in thousands 2010U 2009 2008

Netincomeloss 82984 80193 40946

Policyholders surplus 522325 382741 264421

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 MIECL

must comply with the United Kingdom Companies Act of 2006 which provides that dividends may

only be paid out of profits available for that purpose

eIu1llt
The Company operates in three segments of the specialty insurance marketplace the Excess and

OF El ItlIn
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

uSC 15115
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 primarily consist of controlling interests in various businesses Forpurposes of segment

reporting the Companys non-insurance operations are not considered to be reportable operating

segment
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ll1ilt The following table summarizes the Companys gross written premiums by country Gross written

ijiuH
premiums are attributed to individual countries based upon location of risk

ftSCSIi1lS
Years Ended December31

IIIIIIIJI
of of of

dollars in thousands 2010 Total 2009 Total 2008 Total

United States 1433185 72% 1417497 74% 1701677 77%

United Kingdom 137502 136907 165671

Canada 92017 35685 42379

Other countries 319763 16 315804 17 303057 14

Total 1982467 100% 1905893 100% 2212784 100%

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 profitabifity 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 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
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dollars in Excess and Specialty Insurance Discontinued

thousands Surplus Lines Admitted Market Lines Investing Consolidated

Gross premium volume 898409 375036 708968 54 1982467

Net written premiums 797518 348634 622799 167 1769118

Earned premiums 809672 343574 577507 168 1730921

Losses and loss adjustment

expenses 413998 208519 320350 3362 946229

Amortization of policy

acquisition costs 190903 85521 149469 425893

Other operating expenses 169221 48283 81553 74 298983

Underwriting profit loss 35550 1251 26135 3120 59816

Net investment income 272530 272530

Net realized investment gains 36362 36362

Other revenues insurance 12354 6753 19107

Other expenses insurance 16055 5854 21909

Segment profit loss 35550 2450 27034 3120 308892 365906

Other revenues non-insurance 166473

Other expenses non-insurance 146381

Amortization of intangible assets 16824
Interest expense 73663

INCOME BEFORE INCOME TAxES 295511

U.S GAAP combined ratio 96% 100% 95% NM2 97%

Year Ended December 31 2009

Other

London insurance

dollars Excess and Specialty lnsueance Discontinued

thousands Surplus Lines Admitted Maeket 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 BEFORE INCOME TsxM 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 preniiuins

NM Ratio is not meaningful

SBget

riorti

ffisclsl1s

Illlll

The following tables summarize the Companys segment disclosures

Year Ended December 31 2010

Other

London Insurance



Year Ended December 31 2008

Other

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

acquisitioncosts 263348 73211 169967 506526

Other operating expenses 128667 51766 52682 1095 232020

Underwriting profit loss 88162 18235 27259 28055 14613

Netinvestmentincome 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 BEFORE Ncorvu TAXES 159829

U.S GAAPcombinedratiotfl 92% 106% 104% NM2 99%

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 meaningiul

The following table summarizes deferred policy acquisition costs unearned premiums and unpaid

losses and loss adjustment expenses by segment

Deferred Policy

Acquisition Costs

Unearned Unpaid Losses and

Premiums Loss Adjustment Expenses

ftSCkISEIIIS

lll1Illl

dollars in thousands

December 31 2010

Excess and Surplus Lines 73368 356277 2442987

Specialty Admitted 54669 222965 628775

London Insurance Market 60746 260295 1820399

Other Insurance Discontinued Lines 506245

Tomi 188783 839537 5398406

December31 2009

Excess and Surplus Lines 75835 369262 2620119

Specialty Admitted 31585 134979 383820

London Insurance Market 49377 213487 1855014

Other Insurance Discontinued Lines 568143

TOTAL 156797 717728 5427096
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Workers

Compensation

The Company maintains defined contribution plans for employees of its United States insurance

operations 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 $14.4 million $13.1 million and $13.1 million in 2010 2009 and 2008 respectively

The following table summarizes segment earned premiums by major product grouping

Professional/

Products

Liability Other Consolidated

17 Sct

1Llrtlg

ftSoSl

liltil

1R Elle

PI1l

dollars in thousands Property Casualty

Year Ended December 31 2010

Excess and Surplus Lines 145250 191770 339427 133225 809672

Specialty Admitted 121268 118253 17085 36853 50115 343574

London Insurance Market 201796 50244 176767 148700 577507

Other Insurance

Discontinued Lines 168 168

Esiiru PREMIUMS 468314 360267 533279 36853 332208 1730921

Year Ended December 31 2009

ExcessandSurplusLines 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

EAPaPnaMiuivls $505818 $410848 $513216 $385953 $1815835

Year Ended December31 2008

ExcessandSurplusLines 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

EAItNED PREMIUMS 527486 506689 597103 390906 2022184

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 reconciles segment assets to the Companys consolidated balance sheets

December 31

dollars in thousands 2010 2009 2008

Segment Assets

Investing 8198401 7844052 6892005

Underwriting 2371406 2214991 2569234

TOTAL SEGMENT ASSETS 10569807 10059043 9461239

Non-insurance operations 255782 182853 50815

ToTAL ASSETS 10825589 10241896 9512054



Eiiilel The Terra Nova Pension Plan is defined benefit plan which covers Markel International employees

ft who meet the
eligibility 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

lS
employees according to actuarial recommendations Final benefits are based on the employees years of

llltFlll 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

The following table summarizes the funded status of the Terra Nova Pension Plan and the amounts

recognized on the accompanying consolidated balance sheets of the Company

Years Ended December 31

dollars in thousands 2010 2009

Change in projected benefit obligation

Projected benefit obligation at beginning of period 125052 93442

Service cost 1238 1374

Interest cost 6812 5881

Participant contributions 271 148

Benefits paid 4004 2719
Actuarial loss 5499 17210

Effect of foreign currency rate changes 4602 9716

PROJECThD BENEFIT OBLIGATION AT END OF Ye 130266 125052

Change in plan assets

Fair value of plan assets at beginning of period 120092 86064

Actual gain on plan assets 16099 2082.3

Employer contributions 6560 6829

Participant contributions 271 148

Benefits paid 4004 2719
Effect of foreign currency rate changes 4429 8947

FAIR VALUE OF PLAN ASSETS AT Erw OF Yz 134589 120092

Funded status of the plan 4323 4960

Net actuarial pension loss 44064 47882

TOTAL 48387 42922

Net actuarial pension loss is recognized as component of accumulated other comprehensive income net

of tax benefit of $12.3 million and $13.4 million in 2010 and 2009 respectively The asset for pension

benefits also referred to as the funded status of the plan at December 31 2010 is included in other assets

on the consolidated balance sheet The liability for pension benefits at December 31 2009 is included in

other liabilities on the consolidated balance sheet

15
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Eiaye The following table summarizes the components
of net periodic benefit cost and the weighted average

ifillilt
assumptions for the Terra Nova Pension Plan

HM3 Years Ended December31

dollars in thousands 2010 2009 2008

Components of net periodic benefit cost

Service cost 1238 1374 1940

Interest cost 6812 5881 5850

Expected return on plan assets t8645 6877 7208

Amortization of net actuarial pension loss 1931 1990 1602

NET PERIODIC BENEFIT COST 1336 2368 2184

Weighted average assumptions as of December 31

Discount rate 5.4% 5.8% 6.0%

Expected return on plan assets 6.8% 7.2% 7.2%

Rate of compensation increase 4.5% 4.5% 4.5%

The projected benefit obligation and the net periodic benefit cost are determined by independent actuaries

using assumptions provided by the Company In determining the discount rate the Company uses the

current yield on high-quality fixed-income investments that have maturities corresponding to the

anticipated timing of estimated defined benefit payments The Companys discount rate approximates

bond yield from published index that includes AA 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 plan

assets and reflects expected changes in the allocation of 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 historical experience and managements expectation of future

compensation

Managements discount rate and rate of compensation increase assumptions at December 31 2010 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 2009 were used to

calculate the net periodic benefit cost for 2010 The Company estimates that net periodic benefit cost in

2011 will include an expense of $1.8 millionresulting from the amortization of the net actuarial pension

loss included as component of accumulated other comprehensive income at December 31 2010

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 2010 and 2009

December 31

dollars in thousands 2010 2009

Plan assets

Fixed maturity index funds 31230 24535

Equity security index funds 103273 95538

Cash and cash equivalents 86 19

TOTAL 134589 120092
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The Companys target asset allocation for the plan is 73% equity securities and 27% fixed maturities At

Mellht
December 31 2010 the actual allocation of assets in the plan was 77% equity securities and 23% fixed

maturities At December 31 2009 the actual allocation of plan assets was 80% equity securities and

Ill

20% fixed maturities

clltI1l1

Investments are managed by third-party investment manager Equity securities are invested in two

index funds that are allocated 67% to shares of United Kingdom companies and 33% to companies

in other markets The primary objective of investing in these funds 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 five index funds two that include

United Kingdom government securities one that includes securities issued by other foreign

govermnents and two that include 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 2010 and 2009 the fair value of plan assets exceeded the plans accumulated benefit

obligation of $109.8 million and $105.8 million respectively The Company expects to make plan

contributions of $6.5 million in 2011

The benefits expected to be paid in each year from 2011 to 2015 are $2.8 million $2.9 million $3.0

million $3.1 million and $3.2 million respectively The aggregate benefits expected to be paid in the

five
years

from 2016 to 2020 are $17.3 million The expected benefits to be paid are based on the same

assumptions used to measure the Companys projected benefit obligation at December 31 2010 and

include estimated future employee service
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The following parent company only condensed financial information reflects the financial condition

results of operations and cash flows of Markel Corporation

11U UALNCE SEETS

dollars in thousands

ASSETS

Investments available-for-sale at estimated fair value

Fixed maturities amortized cost of $194441 in 2010

and $233932 in 2009 201736 249640

Equity securities cost of $276507 in 2010 and $218103 in 2009 391831 304416

Short-term investments estimated fair value approximates cost 109994 179986

Investments in affiliates 43633

TOTAL INVESTMENTs 703561 777675

Cash and cash equivalents 182088 243182

Receivables 27467 18093

Investments in consolidated subsidiaries 2917796 2677419

Notes receivable from subsidiaries 296694 66517

Income taxes receivable 6087 21899

Net deferred tax asset 22214

Other assets 50923 47786

TOTAL ASSETS 4206830 3852571

LIABILITIES AND SHAREHOLDERS EQUITY

Senior long-term debt 937015 936242

Net deferred tax liability 27644

Other liabilities 98292 114325

TOTAL LnmEs 1035307 1078211

TOTAL SHAREHOLDERS EQUITY 3171523 2774360

TOTAL LnmEs At SHAREHOLDERS EQurrY 4206830 3852571

19
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Years Ended December 31

2010 2009 2008

dollars in thousands

REVENUES

Net investment income 21070 21899 5432
Dividends on common stock of

consolidated subsidiaries 142014 44048 246346
Net realized investment gains losses

Other-than-temporary impairment losses 8087 28185 63043
Net realized investment gains losses excluding

other-than-temporary impairment losses 21496 4201 62281

Net realized investment gains losses 13409 23984 125324
Other

TOTAL REvENUEs 176498 41967 126456

EXPENSES

Interest 69107 52286 47357
Other

1226 4764 2336

TOTAL EXPENSES 70333 57050 49693

INcoME Loss BEFORE EQUITY IN UrmIsrnusu-rED

EARNINGS OF CONSOLIDATED SUBSIDIARIES

AND INcOME TAXEs 106165 15083 76763

Equity in undistributed earnings of

consolidated subsidiaries 113892 203822 218823
Income tax benefit 46736 12899 83293

NET INCOME Loss TO SHAREHOLDERS 266793 201638 58767

OTHER COMPREHENSIVE INCOME Loss TO SHAREHOLDERS

Change in net anrealized gains on investments net of taxes

Net holding gains losses arising during the period 28646 27516 92656
Consolidated subsidiaries net holding

gains losses arising during the period 167002 299443 502111
Consolidated subsidiaries unrealized

other-than-temporary impairment losses

on fixed maturities arising during the period 672 5405
Reclassification adjustments for net gains losses

included in net income loss to shareholders 15257 6043 81403
Consolidated subsidiaries reclassification

adjustments for net gains losses included

in net income loss to shareholders 17574 46840 183495

Change in net unrealized gains on

investments net of taxes 163489 374437 329869

Change in foreign currency translation adjustments

net of taxes 1656 22532 19558
Consolidated subsidiaries change in foreign currency

translation adjustments net of taxes 4124 41720 27451
Change in net actuarial pension loss net of taxes 460 726

Consolidated subsidiaries change in net

actuarial pension loss net of taxes 2749 4728 7466

TOTAL OTHER COMPREHENSIVE INCOME Loss

TO SHAREHOLDERS 163770 389357 344502

COMPREHENSIVE INCOME Loss
TO SHAREHOLDERS 430563 590995 $403269

19 Mik

PlilIt

Il1liIfltUl

1lltiI1Ul



Markel Corporation Subsidiaries

TES CUSLIATE FIANCIA STTEM itiiti

211 lliIVlti\JlS The Company is party to credit default swap agreement
under which third party credit risk is

transferred from counterparty to the Company The Company entered into the credit default swap

agreement for investment purposes
At both December 31 2010 and 2009 the notional amount of the

credit default swap was $33.1 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 couriterparty
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

CESEU STATEMEWTS CASH FLEflNS19 ikll

Pllt

Fllli

IlfD

llltilll

Years Ended December 31

2010 2009 2008

dollars in thousands

OPERATING ACTIVITIES

Net income loss to shareholders 266793 201638 58767

Adjustments to reconcile net income loss

to shareholders to net cash provided

by operating activities 181824 124388 239739

NET CAsH PRovIDED BY OPETING AcnviTws 84969 77250 180972

INVESTING ACTIVITIES

Proceeds from sales of fixed maturities

and equity securities 244225 30233 314544

Proceeds from maturities calls and

prepayments
of fixed maturities 43530 10597 19253

Cost of fixed maturities and equity

securities purchased 252934 59410 286766

Net change in short-term investments 69861 59736 119698

Decrease increase in notes receivable due

from subsidiaries 2142 39088 5700

Capital contributions to subsidiaries 53409 127094 138406

Return of capital from subsidiaries 3505 101715 109949

Acquisitions 128884

Additions to property and equipment 18621 12360 9764

Other 757 20766 22350

NET CA.sH UsED BY INVESTING AclIvmas 91342 134377 127538

FINANCING ACTIVITIES

Additions to senior long-term debt 497172 100000

Repayments and retirement of senior long-term debt 250000 93050

Repurchases of common stock 45218 60601

Other 9503 441

NET CASH PRovIDED UsED BY

Fir srcING AcTwrrws 54721 246731 53651

Increase decrease in cash and cash equivalents 61094 189604 217

Cash and cash equivalents at beginning of year 243182 53578 53795

CAsH AND CASH EQuIvALENTs AT END OF YE 182088 243182 53578

Bill



21 11lHvBtvls The credit default swap is accounted for as derivative instrument and is recorded at fair value with any changes

llltIl
in fair value recorded in net investment income At December 31 2010 and 2009 the credit default swap had

fair value of $25.2 million and $27.0 million respectively The fair value of the credit default swap is determined

by the Company using an external 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 2010 and 2009 included favorable change in the fair value of the

credit default swap of $1.7 million and $3.0 million respectively Net 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

See notes 2i and 12 for further discussion of the Companys credit default swap

The Company had no other material derivative instruments at December 31 2010

21 AclIltols Insurance Acquisition On October 15 2010 the Company completed its acquisition of 100% of the

outstanding shares of Aspen Nebraska-based privately held corporation whose FirstComp insurance

group provides workers compensation insurance and related services principally to small businesses in

31 states This acquisition wili provide the Company with the ability to expand its insurance operations

to include workers compensation coverage Results attributable to this acquisition are included in the

Specialty Admitted segment

FirstComp operations collectively produced approximately $290 million of
gross written premiums in

2010 portion of the business FirstComp produces is written on FirstComp Insurance Company

wholly-owned subsidiary and Nebraska-domiciled insurance company FirstComp also produces business

for unaffiliated insurance companies through FirstComp Underwriters Group Inc and FirstComp

Insurance Agency Inc which act as managing general agents During 2010 the Specialty Admitted

segment included $40.7 million of gross written premiums produced by FirstComp The Company

expects to significantly increase its share of the premium writings produced by FirstComp in 2011

Total consideration for this acquisition was $135.6 million which included cash consideration of $128.9

million As part of the consideration outstanding options to purchase shares of Aspens common stock

were converted into options to purchase 58116 shares of the Companys common stock at an average

exercise price of $225.94 per share These options had fair value at acquisition of $6.7 million net of

taxes Aspen shareholders also received contingent value rights that may result in the payment of

additional cash consideration depending among other things upon the development of FirstComps

loss reserves and loss sensitive profit commissions over time Based on cunent expectations the

Company believes that it is unlikely that any contingent consideration wifi be paid related to the

contingent value rights

The purchase price was aliocated to the acquired assets and liabilities of Aspen based on estimated fair

values at the acquisition date The Company recognized goodwill of $67.2 million which is primarily

attributable to synergies tliat are expected to result upon integration of FirstComp into the Companys

insurance operations None of the goodwill recognized is expected to be deductible for income tax

purposes The Company also recognized other intangible assets of $70.0 million
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The following table summarizes the fair values of the assets acquired and liabilities assumed at the

Illtlilld
acquisition date

dollars in thousands

Investments 208198

Cash and cash equivalents 47354

Receivables 57077

Reinsurance recoverable on paid and unpaid losses 22932

Deferred policy acquisition costs 18076

Unpaid losses and loss adjustment expenses 204418

Unearned premiums 74553

Other debt 28964

Other net 4733

Net liabilities 1629

Goodwifi 67193

Intangible assets 70000

AcQuismoN DAm Fja Vue 135564

The following table presents on pro forma basis the Companys unaudited consolidated operating

revenues and net income to shareholders as if the acquisition of Aspen had occurred on January 2009

and after certain adjustments primarily related to amortization of intangible assets interest expense on

debt retired at acquisition and the corresponding income tax effects The pro forma financial information

does not necessarily reflect the results that would have occurred had the acquisition taken place on

January 2009

Years Ended December 31

dollars in thousands 2010 2009

Operating revenues 2361174 2263321

Net income to shareholders 243795 193729

Non-insurance Acquisitions On May 11 2010 the Company acquired Solbem Inc privately held

company headquartered in Fairfield New Jersey that manufactures food processing equipment for both

domestic and international markets On December 15 2010 the Company acquired 60% controlling

interest in RD Holdings LLC RetailData privately held company headquartered in Richmond Virginia

that provides retail intelligence services On December 23 2010 the Company acquired 75% controlling

interest in Diamond Healthcare Corporation Diamond Healthcare privately held company

headquartered in Richmond Virginia that manages behavioral health
programs throughout the United

States Under the terms of the acquisition agreements the Company has the option to acquire the

remaining equity interests in RetailData and Diamond Healthcare in the future Any additional

consideration for the remaining equity interests would be based on the future earnings of these companies

Also during 2010 ParkLand Ventures Inc subsidiary that owns and operates manufactured housing

communities throughout the United States made several acquisitions

Total consideration for the Companys non-insurance acquisitions in 2010 was approximately $132

million Since the Company consolidates its non-insurance operations on one-month lag the purchase

price allocation for RetailData and Diamond Healthcare wifi be completed in the first quarter of 2011 At

December 31 2010 amounts related to the consideration paid to acquire RetailData and Diamond

Healthcare were included in other assets on the consolidated balance sheet The Company recognized

goodwifi of $2.6 millionand other intangible assets of $12.7 million in connection with the Solbern Inc

and ParkLand Ventures Inc acquisitions completed in 2010



21 1usltiIls The Companys strategy in acquiring controlling interests in businesses that operate outside of the

rtilu specialty insurance marketplace is similar to the Companys strategy for purchasing equity securities

The Company seeks to invest in profitable companies with honest and talented management that

exhibit reinvestment opportunities and capital discipline at reasonable prices

22 II The following table presents the unaudited quarterly results of consolidated operations for 2010

2009 and 2008

OFJ1tIll

Quarters Ended

UlJltl
dollars thousands except per share amoimts Mar.31 June30 Sept.30 Dec.31

2010

Operating revenues 536719 515414 561354 611906

Net income 43206 20917 63157 140449

Net income to shareholders 42569 20831 63250 140143

Comprehensive income loss

to shareholders 134539 33903 225328 104599

Net income per share

Basic 4.34 2.13 6.49 14.42

Diluted 4.33 2.12 6.48 14.37

Common stock price ranges

High 379.05 392.55 354.34 386.87

Low 325.00 326.90 320.71 332.77

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



Markel Corporation Subsidiaries

REPUHT UF IUEP EISTERE FULI ACFIRM

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 December31 2010 and 2009 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 2010 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 2010 and

2009 and the results of their operations and their cash flows for each of the years in the three-year

period ended December31 2010 in conformity with U.S generally accepted accounting principles

The Company adopted Financial Accounting Standards Board Accounting Standards Codification

320-10-65 related to the recognition and presentation of other-than-temporary impairment of

investments on April 2009

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

2010 based on criteria established in Internal ControlIntegrated Framework issued by the

Committee of Sponsoring Organizations of the Treadway Commission and our report dated February

28 2011 expressed an unqualified opinion on the effectiveness of the Companys internal control over

financial reporting

kPc LLP

Richmond Virginia

February 28 2011
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The Board of Directors and Shareholders

Markel Corporation

We have audited Markel Corporations the Company internal control over financial reporting as of

December 31 2010 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 and procedures 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 Also 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 degree of

compliance with the policies or procedures may deteriorate

Rb
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In our opinion Markel Corporation maintained in all material respects effective internal control

over financial reporting as of December 31 2010 based on criteria established in Internal

ControlIntegrated Framework issued by COSO

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 2010 and 2009 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 2010 our report dated February 28 2011 expressed an unqualified opinion on those

consolidated financial statements

KPc LLP

Richmond Virginia

February 28 2011
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MARKEL

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 will 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

and the Chief Financial Officer we evaluated the effectiveness of our internal control over financial

reporting as of December 31 2010 based on criteria established in Internal ControlIntegrated

Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission Based

on our evaluation we have concluded that we maintained effective internal control over financial

reporting as of December 31 2010

KPMG LLE 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

Chief Executive Officer

Anne Waleski

Chief Financial Officer

Febrnary28 2011
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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 CAAP 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 materialiy from the

estimates and assumptions used in preparing the consolidated financial statements

Unpaid Losses and Loss Ad/usiment Expenses

Our consolidated balance sheet included estimated unpaid losses and loss adjustment expenses of

$5.4 billion and reinsurance recoverable on unpaid losses of $0.8 billion at December 31 2010

compared to $5.4 billion and $0.9 bfflion respectively at December 31 2009 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 IBNR 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 especialiy 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 GAAP requires that IBNR reserves be based on the estimated ultimate cost of settling claims

including the effects of inflation and other social and economic factors using past experience

adjusted for current trends and any other factors that would modify past experience IBNR reserves

are generaliy calculated by subtracting paid losses and case reserves from estimated ultimate losses

IBNR reserves were 61% of total unpaid losses and loss adjustment expenses at December 31 2010

compared to 60% at December 31 2009



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 as well as workers compensation insurance 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 underlying 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 internal or external

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 will 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 imtially anticipated we generally respond qinckly and increase loss reserves If however

frequency or severity trends are more favorable than initially anticipated we ofren wait to reduce

our loss reserves until we can evaluate experience in additional periods to confirm the credibility

of the trend In addition for long-tail lines of business trends develop over longer periods of time

and as result we give credibility 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
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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 policyholder 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 actuaries 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

Bornhu etter-Ferguson 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 ratios adjusted for any known

changes in pricing loss trends adequacy of case reserves changes in administrative practices and

other relevant factors

Bornhuetter-Ferguson Incurred Loss Development This method is identical to the

Bomhuetter-Ferguson paid loss development method except that it uses the percentage of ultimate

losses that are still unreported instead of the percentage of ultimate losses that are stifi unpaid

Frequency/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 actuaries

use historical reporting patterns 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 actuaries select the reserving

methods that they believe wifi produce the most reliable estimate for the class of business being

evaluated Greater judgment may be required when we introduce new product lines or when there

have been changes in claims handling practices as the statistical data available maybe 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 responsibilities to different claims personnel based upon our 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 estimates

key assumption inmost actuarial analyses is that past development patterns wifi repeat

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



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 claims 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 result of decreases in loss severity while over the past three-year period 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 however 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 credibility 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 $361 million or 8.5% at December 31 2010 compared

to $371 million or 8.9% at December 31 2009 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 will generally be higher

during soft market than during hard market
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The difference between managements best estimate and the actuarially calculated point estimate in

both 2010 and 2009 is primarily associated with our long-tail business in the Excess and Surplus

Lines and London Insurance Market segments In both 2010 and 2009 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 In particular given the

long-tail and volatile nature of the business in the London Insurance Market segment as well as past

unfavorable development this segment management has not incorporated these favorable trends

into its best estimate to the same extent as the actuaries Management also believes that the

actuaries point estimates for the 2008 to 2010 accident years do not fully reflect the impact of soft

insurance market conditions or the recent 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 2010

LowEndof HighEndof
Net Loss Actuarial Actuarial

dollars in millions Reserves Held Range Rangelfl

ExcessandSurplusLines 2113.2 1711.0 2373.3

Specialty Admitted 550.0 451.0 603.3

London Insurance Market 1513.0 1136.7 1552.6

Other Insurance Discontinued Lines 424.1 212.9 948.5

Due to the actuarial methods used to determine the separate ranges for each segment of our business it is not

appropriate 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 115

which provides summary of historical development between originally estimated loss reserves and

ultimate claims costs illustrates this potential variability reflecting cumulative deficiency in net

reserves of 37% 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 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

acquisitions The 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 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 pollution as well 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 companies 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 ifi 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 estimate 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 2010 our consolidated balance sheet included estimated net

reserves for AE losses and loss adjustment expenses of $216.0 million 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

93
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Reinsurance 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 2010 and 2009 included reinsurance allowance for

doubtful accounts of $155.2 millionand $151.3 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 monitor

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 bified and amounts are ultimately collected econoimc

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 liabthty for the full amount of the policies

and we wifi 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

The 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 technical

merits of the position it is more likely than not that the tax position wifi 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 applicarion of tax laws and regulations which 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 deferred tax

assets wifi not be realized At December 31 2010 and 2009 our net deferred tax asset was $63.3 million

and $161.2 million respectively We did not have valuation allowance on deferred tax assets at

December 31 2010 or 2009 The decrease in the net deferred tax asset in 2010 was due in part to an

increase in the deferred tax liability related to accumulated other comprehensive income items resulting

from an increase net unrealized gains on investments during 2010 In evaluating our ability to realize

the net deferred tax asset and assessing the need for valuation allowance at December 31 2010 we

have made estimates regarding the future taxable income of our foreign subsidiaries and judgments about

our ability to pursue prudent and feasible tax planning strategies change in any of these estimates and



judgments could result in the need to record valuation allowance through 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 2010 included goodwill from acquired businesses of

$474.7 million Goodwifi is tested for impairment at least aimually We completed our annual test for

impairment during the fourth
quarter of 2010 based upon results of operations through September 30

2010 There were no indications of goodwifi impairment during 2010

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 goodwifi 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 sell 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 is considered to be other-than-temporary and 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 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 implicit for the security at the date of purchase

We consider many factors in completing our quarterly review of 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 sufficient to allow for any anticipated

recovery is considered For fixed maturities we consider whether we intend to sell the security or if it

is more likely than not that we will be required to sell the security before recovery the implied

yield-to-maturity 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 maturity or if it is likely that we

will be required to sell fixed maturity before recovery of its amortized cost we evaluate 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
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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

Uu siiiss

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

We are diverse financial holding company serving variety of niche markets Our principal business

markets and underwrites specialty insurance products and programs We 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 We also own interests in various

businesses that operate outside of the specialty insurance marketplace Our financial goals are to earn

consistent underwriting and operating 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 liability products

liability general liability commercial umbrella and other coverages tailored for unique exposures At the

beginning of 2008 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 facultative 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 One Markel initiative 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 mche markets

personal and commercial property and
liability coverages and workers compensation insurance Our

Specialty Admitted segment is comprised of three underwriting units the Markel Specialty and Markel

American Specialty Personal and Commercial Lines units and beginning in the fourth quarter of 2010 our

FirstComp workers compensation insurance unit Our Specialty Admitted segment included an additional

underwriting unit Markel Global Marine and Energy until late 2008 when we decided to close that unit

and place its programs into run-off



On October 15 2010 we completed our acquisition of 100% of the outstanding shares of Aspen Holdings

Inc Aspen Nebraska-based privately held corporation whose FirstComp insurance group provides

workers compensation insurance and related services principally to small businesses in 31 states Tins

acquisition will provide us with the ability to expand our insurance operations to include workers

compensation coverage

Our London Insurance Market segment writes specialty property casualty professional liability equine

marine energy and trade credit insurance and reinsurance on worldwide basis We participate in the

London market tbrough Markel International winch includes Markel Capital Limited and Markel

International Insurance Company Limited MJICL wholly-owned subsidiaries Markel Capital Limited is

the corporate capital provider for Markel Syndicate 3000 at Lloyds winch is managed by Markel Syndicate

Management Limited wholly-owned subsidiary

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

business that have been discontinued in conjunction with an acquisition Tins segment also includes

development on asbestos and environmental loss reserves

favorable insurance market is commonly referred to as hard market witinn the insurance industry

and is characterized by stricter coverage terms ingher prices and lower underwriting capacity Periods of

intense competition winch typically include broader coverage terms lower prices and excess underwriting

capacity are referred to as soft market After decade of soft market conditions the insurance industry

experienced favorable conditions beginning in late 2000 winch continued through 2003 for most product

lines During 2004 the market began to soften and the industry began to show signs of increased

competition Since 2005 we have been in soft insurance market and have experienced intense

competition During the current soft market cycle we have experienced price deterioration in virtually all

of our product areas due in part to an increased presence of standard insurance compmies in our markets

During 2008 given the rapid deterioration in underwriting capacity as result of the disruptions in the

financial markets and losses from catastrophes the rate of decline in prices began to slow However the

effects of the economic environment contributed to further declines in gross premium volume in 2009 and

2010 Premiums for many of our product lines are based upon our insureds
revenues gross receipts or

payroll winch have been negatively impacted by the depressed levels of business activity in recent years In

2010 we continued to experience pricing pressure due in part to intense competition winch resulted in

further price deterioration across many of our product lines most notably our professional and products

liability programs within the Excess and Surplus Lines segment However we experienced moderate price

increases in several product lines during 2010 most notably those offered by Markel International

We routinely review the pricing of our major product lines and have pursued price increases in many

product areas however as result of continued soft insurance market conditions our targeted price

increases have been met with resistance in the marketplace particularly within the Excess and Surplus

Lines segment In general we believe prevailing rates witinn the property and casualty insurance

marketplace are lower than our targeted pricing levels 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 premium volume for many of our product lines most notably within the Excess and

Surplus Lines segment 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 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 day-to-day

operations of these companies while strategic decisions are made in conjunction with members of our

executive management team principally our President and Cinef Investment Officer The financial

results of those compmies in winch we own controffing interests have been consolidated in our financial

statements The financial results of those companies in winch we hold noncontrolling interest are

accounted for under the equity method of accounting
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Our strategy making 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 which are referred to collectively as Markel Ventures are comprised of

diverse portfolio of companies from various industries including manufacturers of dredging equipment

high-speed bakery equipment and laminated furniture products and an owner and operator of manufactured

housing communities During the second quarter of 2010 we acquired controlling interest in

manufacturer of food processing equipment and we acquired noncontrolling interest in real estate

investment fund manager During the fourth quarter of 2010 we acquired controlling interests in

company that provides retail inteffigence services and company that
manages

behavioral health
programs

For further discussion of our lines of business principal products offered distribution channels

competition underwriting philosophy and our non-insurance operations see the discussion under

Business Overview beginning on page 12
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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 To mitigate the effects of short-term volatility 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

suIts C1BtiUlS

The following table presents the components of net income loss to shareholders

Years Ended December 31

dollars in thousands 2010 2009 2008

Underwriting profit 59816 86312 14613

Net investment income 272530 259809 282148

Net realized investment gains losses 36362 96100 407594

Other revenues 185580 89782 79845

Amortization of intangible assets 16824 6698 5742

Other expenses 168290 80499 74889

Interest expense 73663 53969 48210

Income tax benefit expense 27782 3782 101395

Net income attributable to non controlling interests 936 781 333

NET INCOME LOSS TO SHAREHOLDERS 266793 201638 58767

Net income to shareholders for 2010 increased 32% compared to 2009 as result of improved investment

returns which was partially ofiset by an increase in income taxes and deterioration in underwriting

results due in part to higher losses from catastrophes arid losses associated with the adverse conditions in

the residential mortgage market 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 For both 2010 and 2009

lower write downs for other-than-temporary declines in the estimated fair value of investments

contributed to improved investment returns Net income to shareholders for 2010 included $12.2 million

of write downs for other-than-temporary declines in the estimated fair value of investments compared to

$90.0 millionand $339.2 million in 2009 and 2008 respectively 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

HIFWIItIM RsuIts

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 expertise

commitment to superior customer service and the ability 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 acqinsition 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 2010 2009 2008

Gross premium volume 1982467 1905893 2212784

Net written premiums 1769118 1714409 1968496

Net retention 89% 90% 89%

Earned premiums 1730921 1815835 2022184

Losses and loss adjustment expenses 946229 992863 1269025

Underwriting acquisition and insurance expenses 724876 736660 738546

Underwriting profit 59816 86312 14613

U.S GAAP Combined Ratios

Excess and Surplus Lines 96% 96% 92%

Specialty Admitted 100% 99% 106%

London Insurance Market 95% 91% 104%

Other Insurance Discontinued Lines NM2 NM21 NM2
Markel Corporation Consolidated 97% 95% 99%

The U.S GAAP combmed 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 2010 combined ratio increased from 2009 due to higher current accident year loss ratio and higher

expense ratio partially offset by more favorable development of prior years loss reserves The 2010

combined ratio included $33.0 million or two points of underwriting loss on the Chilean earthquake

and the Deepwater Horizon drilling rig explosion 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 ratios in 2010 and 2009 were primarily

due to declines in earned premiums and to costs associated with the implementation of our Atlas system

and business process initiative
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The 2010 expense ratio included $46 miffion or three points of costs associated with the

implementation of our Atlas system and business process initiative compared to $33 million or two

points for 2009 and $20 miffion or one point for 2008 During the third quarter of 2010 in response to

continuous assessments of cost organizational effort program complexity and enterprise risks

associated with the Atlas initiative we re-focused and simplified our implementation approach While

our ultimate objectives remain unchanged we focused our attention on the successful delivery of the

billing and collections system in October 2010 and the development and delivery of data warehouse

and agency internet functionality in 2011 We believe we can be more successful by completing these

projects before proceeding with development of the remaining initiatives Previously capitalized costs of

$7.7 million were expensed during the third quarter of 2010

The 2010 combined ratio included $74.7 million or four points of underwriting loss for two programs

previously underwritten in the Excess and Surplus Lines segment that were exposed to losses associated

with the adverse conditions in the residential mortgage
market in recent years

The 2009 combined

ratio included $35.5 million or two points of underwriting loss from these same two programs The

first of these programs provided coverage to financial institutions for losses on defaults by borrowers on

second mortgages and home equity loans We have been in the process of exiting this program since the

first quarter of 2009 During the third quarter of 2010 we settled litigation related to this program with

Guaranty Bank the programs largest insured and recognized an underwriting loss of $19.9 million The

second of these programs was an errors and omissions program
for mortgage servicing companies

which primarily experienced losses on the 2008 and 2007 accident years We placed this
program

into

mn-off in the third quarter of 2010 Exposure on both programs is principally with regard to loan

transactions that occurred before the end of 2008 Delinquencies and losses with regard to these loans

have been greater than anticipated resulting in greater frequency and severity of claims under both

programs
Our loss reserves are based on judgments about the future performance of the underlying

loans however continued weakness or other disruptions in the residential housing markets may result

in additional loss experience and require strengthening of our loss reserves

The 2010 combined ratio included $278.0 mfflion of favorable development on prior years loss reserves

compared to $235.3 millionin 2009 and $163.8 million in 2008 The favorable development on prior

years loss reserves during the past three years was primarily due to loss reserve redundancies at Market

International and on our professional and products liability programs within the Excess and Surplus

Lines segment Loss reserve redundancies at Market International were $117.7 million $108.1 million

and $58.3 million in 2010 2009 and 2008 respectively Loss reserve redundancies on our professional

and products liability programs within the Excess and Surplus Lines segment were $96.7 million $97.5

millionand $91.3 millionin 2010 2009 and 2008 respectively

Over the past three years we have experienced significant redundancies in prior years loss reserves 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

enviromnent could not be quantified when we initially established loss reserves for these years

Additionally the positive trend in these prior years loss reserves was due in part to the adverse impact

of sofrening insurance market conditions and poor economic conditions experienced in recent years not

being as significant as initially anticipated Since 2005 we have been in soft insurance market In 2008

and 2009 we experienced significant economic slowdown from the recessionary environment Given

the volatile nature of our long-tail books of business the ultimate adverse impact of the soft insurance

market and unfavorable economic environment could not be quantified when we initially established

loss reserves for these years in each of the past three years
actual claims reporting patterns have been

more favorable than we initially anticipated



In connection with our quarterly reviews of loss reserves the actuarial methods we used have exhibited

favorable trend for the 2003 to 2009 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

within 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 will
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 incorporated this favorable trend into its best estimate and reduced

prior years loss reserves accordingly

While we believe it is possible that there will be additional redundancies on prior years loss reserves in

2011 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 2010 resulting in deterioration in pricing over this period of time Further the ultimate impact

that the financial crisis and related economic recession of 2008 and 2009 wifi have on our underwriting

results is difficult to quantify Redundancies on prior years loss reserves also will be impacted by the

decline in earned premiums which have decreased each of the past four years Similar to the impact of

the hardening of the insurance market that began in 2000 the impact on our underwriting results from

the soft insurance market and adverse economic conditions 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

on page 106

Excess and Surplus Lines Segment

The Excess and Surplus Lines segments combined ratio for 2010 was 96% compared to 96% in 2009

and 92% including three points of losses on Hurricanes Gustav and Ike in 2008 In 2010 higher

current accident year loss ratio and higher expense ratio were offset by more favorable development of

prior years loss reserves compared to 2009 The 2010 combined ratio included $74.7 million or ten

points of underwriting loss on two programs described earlier that were impacted by the adverse

conditions in the residential mortgage market in recent years The 2009 combined ratio included $35.5

million or four points of underwriting loss from these same two programs 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 ratios in 2010 and 2009 were

primarily due to declines in earned premiums and to costs associated with the implementation of our

Atlas 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 adverse economic conditions

111
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In 2010 the Excess and Surplus Lines segments results included $159.0 mfflion of favorable

development on prior years loss reserves compared to $130.8 million in 2009 and $118.8 million in

2008 The redundancies on prior years loss reserves experienced within the Excess and Surplus Lines

segment during 2010 2009 and 2008 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-tail 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 2010 the increase in favorable development on prior years

loss reserves compared to 2009 was primarily due to more favorable loss reserve development on

certain long-tail casualty lines of business most notably our brokerage general liability excess and

umbrella and environmental programs 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

The favorable development of prior years loss reserves during 2010 included $96.7 mfflion of

redundancies on our professional and products liability programs of which $79.8 miffion was on the

2006 to 2009 accident years The favorable development of prior years loss reserves during 2009

included $97.5 million of redundancies on our professional and products liability 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 experienced in 2010 2009 and 2008 on our long-tail professional and products liability

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 2010 the
average

claim severity estimate on the 2006 to 2009 accident years for these product lines declined by 11%

compared to 2009 In 2009 the average claim severity estimate on the 2004 to 2008 accident
years

for these product lines declined by 13% compared to 2008 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

In 2010 we experienced $55.4 million of redundancies on our brokerage general liability excess and

umbrella and environmental programs on the 2003 to 2009 accident
years In 2003 as result of

previous adverse loss experience we took significant corrective actions within our brokerage

casualty operations including the re-underwriting and re-pricing of the ongoing business Our

brokerage casualty business includes product lines that are long-tail and volatile in nature During

20 10 actual incurred losses and loss adjustment expenses on reported claims for the 2003 to 2009

accident years were $12.9 millionless than we anticipated in our actuarial analyses As result our

actuaries reduced their estimates of ultimate losses and management assigned greater credibility to

this favorable experience and reduced prior years loss reserves accordingly

The favorable development of prior years loss reserves during 2008 included $25.6 million of

redundancies at the Markel Essex Excess and Surplus Lines unit of which $21.6 million was on the

2005 to 2007 accident
years In 2008 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

The adverse loss experience at the Markel Re unit during 2008 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 miJlionof 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



Specialty Admitted Segment

The Specialty Admitted segments combined ratio for 2010 was 100% compared to 99% in 2009 and

106% including five points of losses on Hurricanes Gustav and Ike in 2008 The combined ratio

increased in 2010 compared to 2009 due to higher current accident year loss ratio and higher expense

ratio partially offset by more favorable development of prior years loss reserves Aside from the

impact of Hurricanes Gustav and Ike 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 did not experience 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 Specialty Admitted segments results included $4.7 million of favorable development on prior

years loss reserves in 2010 compared to adverse development of $0.3 million and favorable

development of $16.5 millionin 2009 and 2008 respectively The favorable development in 2010 was

primarily due to redundancies of prior years loss reserves at the Markel American Specialty Personal

and Commercial Lines unit The redundancies at the Markel American Specialty Personal and

Commercial Lines unit during 2010 were primarily on the 2007 to 2009 accident years 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 million of the favorable development on prior years loss reserves was

on the 2006 and 2007 accident years The favorable development in 2008 was primarily due to better

than expected case loss activity at the Markel Specialty unit

Beginning in the fourth quarter of 2010 the Specialty Admitted segments results our

FirstComp workers compensation operations The workers compensation insurance market

continues to be adversely impacted by high rates of unemployment unfavorable economic conditions

and challenging pricing environment As result we believe that it is likely that our FirstComp

operations will produce an underwriting loss in 2011 which could approximate $30 miffion

London Insurance Market Segment

The London Insurance Market segments combined ratio for 2010 was 95% compared to 91% in 2009

and 104% including eight points of losses on Hurricanes Gustav and Ike in 2008 The 2010 combined

ratio included $33.0 million or six points of underwriting loss on the Chilean earthquake and the

Deepwater Horizon drilling rig explosion Excluding the effects of losses from these two catastrophes

the London Insurance Market segments combined ratio for 2010 decreased compared to 2009

primarily due to more favorable development on prior years loss reserves Aside from the impact of

Hurricanes Gustav and Ike the combined ratio decreased in 2009 due to greater favorable

development of prior years loss reserves as compared to 2008

The London Insurance Market segments 2010 combined ratio included $117.7 million of favorable

development on prior years loss reserves of which $76.3 million was on the 2004 to 2007 accident

years
This favorable development of prior years loss reserves occurred in variety of programs across

each of our divisions and was due in part to the adverse impact of softening insurance market

conditions since 2005 and recent poor economic conditions not being as significant as initially

anticipated During 2010 actual incurred losses and loss adjustment expenses on reported claims for

the 2004 to 2007 accident years were less than we originally expected As result of this favorable

experience our actuarial estimates of the ultimate liability for unpaid losses and loss adjustment

expenses were reduced by $29.9 million and management reduced prior years loss reserves accordingly
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The favorable development of prior years loss reserves experienced in 2010 included $33.7 million of

redundancies on the 2001 and prior accident years These redundancies predominantly related to

marine and aviation liability and professional indemnity business written prior to our acquisition of

Markel International in 2000 During 2010 we completed comprehensive claims file review of all

significant open
claims for these older accident

years
The claims file review highlighted better than

expected case loss activity due in part to favorable claims settlements experienced in 2010 Based on

the results of the claims file review there was less uncertainty with regard to the ultimate settlement

amount of the remaining open claims and we reduced prior years loss reserves accordingly

In 2010 the loss reserve redundancies in the London Insurance Market segment were partially offset

by $35.0 millionof adverse loss reserve development on prior years loss reserves in the Professional

and Financial Risks division related to medical malpractice coverage for Italian hospitals In 2005 we

started writing medical malpractice coverage for Italian hospitals This business was written until late

2008 when as result of higher than expected loss frequency and severity we exited this class During

2010 we completed detailed review of all reported claims within the medical malpractice class

which highlighted that ultimate loss severity is expected to be greater than previously anticipated due

in part to an increasingly adverse legal enviromnent for medical malpractice insurers in Italy As

result our actuaries increased their estimates of ultimate losses and management increased prior

years loss reserves accordingly

The London Insurance Market segments 2009 combined ratio included $108.1 mfflion of 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 the

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 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 London Insurance Market segments 2008 combined ratio included $58.3 millionof favorable

development on prior years loss reserves of which $36.5 miffion was on the professional liability

programs at the Professional and Financial Risks and the 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 the Retail divisions were $26.4 millionless 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 million of 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 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 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 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

Results for the London Insurance Market segment for 2010 and 2009 also included the results of Elliott

Special Risks ESR Canadian managing general agent that we acquired in October 2009 ESR had

operating revenues of $6.8 miffion and $4.1 miffion in 2010 and 2009 respectively Operating revenues

were primarily related to commission income from third party insurance entities Operating revenues

and expenses for ESR are included in other revenues and other expenses in the consolidated statement

of operations and comprehensive income loss

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 underwriting

performance in terms of dollars of underwriting loss instead of its combined ratio

The Other Insurance Discontinued Lines segment produced an underwriting loss of $3.1 million in

2010 compared to $4.7 mfflion in 2009 and $28.1 million in 2008 Following the completion of our

annual review of asbestos and environmental exposures we increased loss reserves by $10.0 million

and $24.9 millionin 2009 and 2008 respectively In 2009 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 third quarter of each of the past three
years we completed an in-depth actuarial review of

our asbestos and environmental
exposures During our 2010 review we determined that no

adjustment to loss reserves was necessary During our 2009 review we increased our estimate of the

number of claims that would ultimately be closed with an indemnity payment During our 2008

review we noted that claims had been closed with total indenmity payments that were higher than

had been anticipated 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 2009 and 2008 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

Asbestos and environmental loss 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
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The following tables summarize the increases decreases in prior years loss reserves by segment as

discussed above

Year Ended December 31 2010

Other

Excess London Insurance

Surplus Specialty Insurance Discontinued

dollars in millions Lines Admitted Market Lines Total

Professional/Products liability 96.7 96.7

Brokerage casualty 55.4 55.4

Mortgage-related programs
29.9 29.9

Markel International

medical malpractice 35.0 35.0

Markel International 2002 post 119.0 119.0

Markel International 2001 prior 33.7 33.7

Net other prior years

redundancy deficiency 36.8 4.7 3.4 38.1

INCREASE DEcREAsE 159.0 4.7 117.7 3.4 278.0

Year Ended December31 2009

Other

Excess London Insurance

Surplus Specialty Insurance Discontinued

dollars in millions Lines Admitted Market Lines Total

Professional/Products liabifity 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 deficiency 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 liabifity 91.3 91.3

Markel Essex 25.6 25.6

Markel Re 30.9 30.9

Markel Specialty 8.1 8.1

Markel International

medical malpractice 28.9 28.9

Markel International all other lines 87.2 87.2

Asbestos exposures 24.9 24.9

Net other prior years redundancy

deficiency 32.8 8.4 4.9 36.3

INcREASEDEcREA5E 118.8 $16.5 58.3 $29.8 $l63.8

Asbestos exposures include related allowances for reinsurance bad debt



Over the past three years we have experienced favorable development on prior years loss reserves

ranging from 4% to 6% of beginning of
year net loss reserves In 2010 we experienced favorable

development of $278.0 million or 6% of beginning of
year net loss reserves compared to $235.3

million or 5% of beginning of
year net loss

reserves in 2009 and $163.8 million or 4% of beghming of

year net loss reserves in 2008

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 likelihood of

whether the above favorable trends will continue and whether other trends may develop we believe

that reasonably likely movement in prior years loss reserves during 2011 would range from

deficiency of approximately 1% or $50 million to redundancy of approximately 6% or $275

million of December 31 2010 net loss reserves
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The following table summarizes gross premium volume by segment

GROSS PREMIUM VOLUME Years Ended December 31

dollars in thousands 2010 2009 2008

Excess and Surplus Lines 898409 962702 1163992

Specialty Admitted 375036 301827 355061

London Insurance Market 708968 641226 693138

Other Insurance Discontinued Lines 54 138 593

TOTAL 1982467 1905893 2212784

Excess and Surplus Lines segment gross premium volume decreased 7% in 2010 compared to 2009

and decreased 17% in 2009 compared to 2008 The decrease in both periods was primarily the result of

continued intense competition across many of our product lines and the effects of the 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 In 2010 the Excess and Surplus Lines segment included $18.8 million of gross

premium volume related to our settlement with Guaranty Bank

In 2010 gross premium volume in both the Excess and Surplus Lines and Specialty Admitted

segments was impacted by the transfer of certain programs from the Excess and Surplus Lines

segment to the Specialty Admitted segment This transfer had no impact on total
gross premium

volume and was made to better align the reporting of these programs with their distribution strategy

In 2010 the Specialty Admitted segment included approximately $25 million of
gross premium

volume on these transferred programs

Specialty Admitted segment gross premium volume increased 24% in 2010 compared to 2009 In

20 10 the Specialty Admitted segment included $40.7 million of gross premium volume from

FirstComp The increase in 2010 also was due to the transfer of certain programs from the Excess and

Surplus Lines segment 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 run-off which accounted for $28.1 millionof the decline in gross premium

volume in 2009 The decline in gross premium volume fri 2009 was also partially the result of

competition across many of our product lines and the effects of the economic environment
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London Insurance Market segment gross premium volume increased 11% in 2010 compared to 2009

This increase was due in part to our acquisition of ESR in October 2009 Foreign currency exchange

rate movements did not have significant impact on gross premium volume in 2010 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

The following table summarizes net written premiums by segment

NET WRTITEN PREMIUMS Years Ended December31

dollars in thousands 2010 2009 2008

Excess and Surplus Lines 797518 869695 1028816

Specialty Admitted 348634 279266 321109

London Insurance Market 622799 566046 617946

Other Insurance Discontinued Lines 167 598 625

TOTAL 1769118 1714409 1968496

Net retention of gross premium volume was 89% in 2010 compared to 90% in 2009 and 89% in

2008 In 2010 net written premiums in the London Insurance Market segment were reduced by

$11.0 millionof additional reinsurance costs resulting from the Deepwater Horizon loss 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

The following table summarizes earned premiums by segment

EARNED PREMIUMS Years Ended December31

dollars in thousands 2010 2009 2008

Excess and Surplus Lines 809672 940098 1089967

Specialty Admitted 343574 303897 315764

London Insurance Market 577507 572438 615828

Other Insurance Discontinued Lines 168 598 625

TOTAL 1730921 1815835 2022184

Excess and Surplus Lines earned premiums decreased 14% in 2010 compared to 2009 and decreased

14% in 2009 compared to 2008 The decrease in both periods was result of lower gross premium

volume across most of the product lines included in this segment In 2010 the Excess and Surplus Lines

segment included $18.8 million of earned premiums related to our settlement with Guaranty Bank



Specialty Admitted earned premiums increased 13% in 2010 compared to 2009 In 2010 the

Specialty Admitted segment
included $36.9 mfflion of earned premiums from FirstComp The

increase in 2010 also was due to the transfer of certain programs
from the Excess and Surplus Lines

segment Specialty Admitted earned premiums decreased 4% in 2009 compared to 2008 This

decrease 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

London Insurance Market earned premiums increased in 2010 compared to 2009 This increase

was primarily result of higher gross premium volume in 2010 earned premiums in the London

Insurance Market segment were reduced by $11.0 million of additional reinsurance costs resulting

from the Deepwater Horizon loss Foreign currency exchange rate movements did not have

significant impact on earned premiums in 2010 London Insurance Market earned premiums

decreased 7% in 2009 compared to 2008 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

IuvEsiilg lsuIts

Our business strategy recognizes the importance of both consistent underwriting and operating

profits and superior investment returns 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 return

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 return 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 three 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 beginning in the

latter half of 2009 During 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 proceeds in short-term investments During 2010 given the improvement in the

financial markets over the latter hail of 2009 and continuing into 2010 we increased our purchases

of fixed maturities and equity securities and have been gradually shifting our investment portfolios

allocation from short-term investments and cash and cash equivalents to higher yielding

investment securities At December 31 2010 equity securities represented 21% of our invested

assets compared to 17% at December 31 2009 At December 31 2010 short-term investments

and cash and cash equivalents represented 13% of our invested assets compared to 17% at

December 31 2009
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The following table summarizes our investment performance

Years Ended December 31

dollars in thousands 2010 2009 2008

Net investment income 272530 259809 282148

Net realized investment gains losses 36362 96100 407594

Change in net unrealized gains

on investments 243736 566670 507545

Investment yield1 3.8% 3.8% 3.8%

Taxable equivalent total investment return

before foreign currency effect 8.1% 11.7% 6.9%

Taxable equivalent total investment return2 7.9% 13.2% 9.6%

Invested assets end of year 8223796 7848673 6892806

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 forefgn 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 5% in 2010 The increase in

the investment portfolio in 2010 was primarily due to an increase in net unrealized gains on

investments of $243.7 millionand cash flows from operations of $223.3 million 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 million and cash flows from operations of

$282.5 nillilon

Net investment income increased 5% in 2010 which was primarily due to having higher average

invested assets and dividend income compared to 2009 Net investment income decreased 8% in

2009 which was primarily due to having lower yields and
average invested assets Our investment

yields declined in 2009 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 in 2010 and 2009 included favorable changes in the fair value of our credit

default swap of $1.7 million and $3.0 million respectively Net investment income in 2008 included

an adverse change in the fair value of our credit default swap of $13.7 miffion The fair value of the

credit default
swap was $25.2 millionand $27.0 million at December 31 2010 and December 31

2009 respectively

Net realized investment gains were $36.4 million in 2010 compared to net realized investment

losses of $96.1 millionin 2009 and net realized investment losses of $407.6 million in 2008 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 2010

net realized investment gains included $12.2 millionof write downs for other-than-temporary

declines in the estimated fair value of investments compared to $90.0 million and $339.2 million in

2009 and 2008 respectively In 2010 net realized investment gains were primarily related to equity

securities and fixed maturities that were sold because of tax planning strategies or our decision to

reallocate capital to other equity securities and fixed maturities with greater potential for long-term

investment returns



In 2010 net realized investment gains included $1.5 million of realized losses from sales of fixed

maturities and equity securities Net realized investment losses in 2009 and 2008 included $25.3

million and $142.8 million respectively of realized losses from sales of fixed maturities and equity

securities Proceeds received on securities sold at loss were $36.0 million in 2010 $124.2 million in

2009 and $329.1 million in 2008

Approximately 84% of the
gross

realized losses in 2010 related to securities that had been in

continuous unrealized loss position for less than one year
Gross realized losses in 2010 included

$12.2 million of write downs for other-than-temporary declines in the estimated fair value of

investments These write downs were made with respect to eight equity securities four fixed

maturities and four real estate investments

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 Gross realized losses in 2009 included

$90.0 miffion 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

and two investments in affiliates

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 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 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

this 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 LandAmenca Financial Group Inc and losses

on the sales of our investments in fixed maturities issued by Lehman Brothers and Washington

Mutual of $40.9 millionand $32.1 million respectively All three of these companies ified 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 which we sold as result of this 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

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
111

$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
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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 mfflion 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 pnncipal 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 2010 and 2009 net unrealized gains on investments increased $243.7 million and $566.7 million

respectively due to increases 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 and 2010

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

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 2010 we held

securities with gross unrealized losses of $56.2 million or less than 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 2010 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 Variability in the timing of realized and

unrealized gains and losses is to be expected See note 2b of the notes to consolidated financial

statements for further discussion of unrealized losses
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Our non-insurance operations which are referred to collectively as Markel Ventures include the

results of AMF Bakery Systems ParkLand Ventures Inc Panel Specialists Inc Ellicott Dredge

Enterprises LLC Solbern Inc and Markel Eagle Partners LLC In May 2010 we acquired

controlling interest in Solbern Inc company based in Fairfield New Jersey that manufactures food

processing equipment and we acquired noncontrolling interest in Markel Eagle Partners LLC
real estate investment fund manager based in Glen Allen Virginia In December 2010 we acquired

controlling interests in RD Holdings LLC RetailData company that provides retail inteffigence

services and Diamond Healthcare Corporation company that manages behavioral health programs

throughout the United States RetailData and Diamond Healthcare Corporation are headquartered in

Richmond Virginia Since we consolidate our non-insurance operations on one-month lag the

results for these two acquisitions will be reported on one-month lag and included in our

consolidated results beginning in the first quarter of 2011



Operating revenues and expenses associated with our non-insurance operations are included in other

revenues and other
expenses in the consohdated statements of operations and comprehensive

income loss Revenues for our non-insurance operations were $166.5 million $85.7 millionand

$79.8 millionin 2010 2009 and 2008 respectively Revenues for our non-insurance operations

increased in 2010 compared to 2009 primarily due to our acquisitions of Ellicott Dredge Enterprises

LLC and Panel Specialists Inc in late 2009 We anticipate that revenues for our non-insurance

operations wifi exceed $250 millionin 2011

Iotoiost Expooso Dod 000ififi Toxos

Interest expense was $73.7 million in 2010 compared to $54.0 million in 2009 and $48.2 million

in 2008 The increases in interest
expense in 2010 compared to 2009 and in 2009 compared to

2008 were primarily due to our issuance of $350 millionof 7.125% unsecured senior notes in

September 2009

The effective tax rate was 9% in 2010 which included tax benefits associated with our foreign

operations Before considering the tax benefits related to foreign operations the effective tax rate in

2010 was 22% which differs from the statutory tax rate of 35% primarily as result of tax-exempt

investment income The effective tax rate in 2010 included an 11% income tax benefit related to

foreign operations as result of change in our plans regarding the amount of earnings considered

permanently reinvested in foreign subsidiaries The income tax benefit in 2009 was 2% of income

before income taxes which included tax benefits associated with our foreign operations Before

considering the tax benefits related to foreign operations the effective tax rate in 2009 was 19%
which differs from the

statutory tax rate of 35% primarily as result of tax-exempt investment

income The effective tax rate in 2009 included 17% income tax benefit that resulted from

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 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 investment income and tax credits recognized during 2008 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 2007 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 retums
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Comprehensive income to shareholders was $430.6 million in 2010 compared to comprehensive

income to shareholders of $591.0 millionin 2009 and comprehensive loss to shareholders of $403.3

million in 2008 Comprehensive income to shareholders for 2010 included an increase in net

unrealized gains on investments net of taxes of $163.5 millionand net income to shareholders of

$266.8 million Comprehensive income to shareholders for 2009 included an increase in net

unrealized gains on investments net of taxes of $374.4 millionand 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 million
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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 foreign currency movements and other items 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 also are made

for the effects of changes in foreign currency rates since the reserves for losses and loss adjustment

expenses were originally estimated Net reserves for losses and loss adjustment expenses of acquired

insurance companies are included in the year of acquisition

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 liability for losses and loss adjustment expenses at the end of 2005 for 2005 and all

prior years adjusted for commutations foreign currency movements and other items was originally

estimated to be $4182.2 million Five years later as of December 31 2010 this amount was

re-estimated to be $3574.1 million of which $2243.3 millionhad been paid leaving reserve of

$1330.8 millionfor losses and loss adjustment expenses for 2005 and prior years remaining unpaid

as of December31 2010



The following table represents the development of reserves for losses and loss adjustment expenses for the period 2000 through 2010

dollars in millions 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010

Net reserves
end of

year adjusted for

commutations foreign currency

movements and other 2144.8 2481.1 2952.5 3412.5 3824.1 4182.2 4282.3 4332.3 4550.6 4535.6 4600.3

Paid cumulative

as of

Oneyearlater 607.7 647.7 702.1 679.6 717.2 799.5 783.8 727.6 759.5 796.1

Twoyearslater 1030.3 1169.7 1214.1 1194.1 1256.5 1375.4 1312.1 1270.8 1364.8

Three years later 1410.8 1536.2 1615.7 1597.8 1667.4 1752.4 1689.6 1686.3

Four years later 1646.3 1840.2 1932.5 1914.7 1932.9 2018.2 1994.1

Five years later 1867.7 2065.6 2171.6 2105.6 2114.0 2243.3

Six years later 2027.2 2252.0 2317.7 2235.8 2293.2

Seven years later 2164.3 2359.3 2418.7 2382.1

Eight years later 2238.7 2432.4 2537.0

Nine years later 2293.0 2515.1

Ten years later 2362.7

Reserves

re-estimated as of

One year later 2282.3 2612.7 3081.1 3446.4 3773.5 4049.9 4085.0 4168.5 4315.2 4257.6

Two years later 2396.2 2793.9 3265.4 3467.0 3618.8 3899.5 3946.0 3933.1 4078.4

Three years later 2573.5 3037.3 3340.6 3402.5 3534.3 3795.7 3758.7 3718.7

Four years later 2772.7 3155.9 3327.9 3398.8 3506.3 3686.1 3598.0

Five years later 2861.5 3163.6 3360.6 3419.1 3460.0 3574.1

Six years later 2871.6 3199.0 3401.8 3394.9 3377.9

Seven years later 2903.2 3247.2 3404.0 3338.9

Eight years later 2947.6 3254.6 3372.9

Nine years later 2954.7 3224.3

Ten years later 2940.9

Net cumulative redundancy deficiency 796.1 743.2 420.4 73.6 446.2 608.1 684.3 613.6 472.2 278.0

Cumulative% 37% 30% 14% 2% 12% 15% 16% 14% 10% 6%

Gross reserves end of year adjusted for

commutations foreign currency

movements and other 2991.4 3717.3 4350.3 4796.7 5222.9 5987.3 5420.7 5310.0 5553.2 5393.3 5398.4

Reinsurance recoverable adjusted for

commutations foreign currency

movements and other 846.6 1236.2 1397.8 1384.2 1398.8 1805.1 1138.4 977.7 1002.6 857.7 798.1

Net reserves end of year adjusted for

commutations foreign currency

movements and other 2144.8 2481.1 2952.5 3412.5 3824.1 4182.2 4282.3 4332.3 4550.6 4535.6 4600.3

Gross re-estimated reserves 4463.8 4908.4 4858.3 4661.2 4605.8 5194.4 4608.9 4601.7 4998.9 5081.9

Re-estimated recoverable 1522.9 1684.1 1485.4 1322.3 1227.9 1620.3 1010.9 883.0 920.5 824.3

Net re-estimated reserves 2940.9 3224.3 3372.9 3338.9 3377.9 3574.1 3598.0 3718.7 4078.4 4257.6

Gross cumulative redundancy deficiency $1472.4 1191.1 508.0 135.5 617.1 792.9 811.8 708.3 554.3 311.4
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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 $608.1 miffion redundancy from December 31 2005 to December

31 2010 Conditions arid 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 2010 for 2009 and prior

years were primarily due to redundancies that developed during 2010 at Markel International and on

our professional and products liability programs within the Excess and Surplus Lines segment on the

2003 to 2009 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

Liquidity Aud pitI Rusuuius

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 24% at December 31 2010 and 26% at December 31 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 borrowing capacity to respond quickly

when future opportunities arise

At December 31 2010 our holding company Markel Corporation held $885.6 million of invested

assets which approximated 12 times annual interest expense compared to $1020.9 million of

invested assets at December31 2009 In order to maintain prudent levels of liquidity we seek to

maintain mvested assets at Markel Corporation of at least two times armual 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 October 2010 we completed our acquisition of Aspen Total consideration for this acquisition

was $135.6 million As part of the consideration outstanding options to purchase shares of Aspens

common stock were converted into options to purchase 58116 shares of our common stock at an

average exercise price of $225.94 per share These options had fair value at acquisition of $6.7

million net of taxes Aspen shareholders also received contingent value rights that may result in the

payment of additional cash consideration depending among other things upon the development of

FirstComps loss reserves and loss sensitive profit commissions over time Based on current

expectations we believe that it is unlikely that
any contingent consideration will be paid related to

the contingent value rights

In November 2010 our Board of Directors approved the repurchase of up to $200 miJlion 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

The Program has no expiration date but maybe terminated by the Board of Directors at any time



This repurchase program replaced previous repurchase program
that had been approved by the Board

of Directors in August 2005 As of December 31 2010 we had repurchased 7956 shares of our

common stock at cost of $2.8 million 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 2010 our domestic insurance subsidiaries

could pay dividends of $197.0 million 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 2006 which provides that dividends may othy be paid out of

profits available for that purpose

Net cash provided by operating activities decreased to $223.3 mfflion in 2010 from $282.5 millionin

2009 and $397.0 million in 2008 The decrease in 2010 compared to 2009 was due to lower cash flows

from underwriting activities in the Excess and Surplus Lines segment and the receipt in 2009 of

$33.6 millionrelated to our 2008 federal income tax refund 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

Net cash used by investing activities was $283.3 million $333.7 millionand $152.0 millionin 2010

2009 and 2008 respectively During 2010 given the improvement in the financial markets over the

latter half of 2009 and continuing into 2010 we increased our purchases of fixed maturities and

equity securities and have been gradually shifting our investment portfolios allocation from

short-term investments and cash and cash equivalents to higher yielding investment securities Net

cash used by investing activities included $214.2 miJlion $154.9 millionand $10.1 million of cash

net of cash acquired used to complete acquisitions in 2010 2009 and 2008 respectively See note 21

of the notes to consolidated financial statements for discussion of acquisitions

Invested assets increased to $8.2 billion at December 31 2010 from $7.8 billion at December 31

2009 Net unrealized gains on investments net of taxes were $581.3 million at December 31 2010

compared to $417.8 million at December 31 2009 The increase in net unrealized gains on

investments net of taxes in 2010 was primarily due to an increase in the estimated fair value of both

our fixed maturity and equity portfolios as result of continued recovery following the disruptions in

the financial markets during 2008 and the first hail of 2009 Equity securities were $1.7 billion or

21% of invested assets at December31 2010 compared to $1.3 billion or 17% of invested assets at

December 31 2009 See note 2i of the notes to consolidated financial statements for discussion of

restricted assets
111



Markel Corporation Subsidiaries

MAAGEMETS ISCUSSI NALYSS

FIACFI PEMTIS

Net cash used by financing activities was $45.6 millionin 2010 compared to net cash provided by

financing activities of $251.6 millionin 2009 and net cash used by financing activities of $58.3 million in

2008 During 2010 cash of $45.2 millionwas used to repurchase shares of our common stock During

2009 we received net proceeds of $347.2 millionassociated with the issuance of $350 million of 7.125%

unsecured senior notes due September 30 2019 and we repaid $150 million of borrowings that were

outstanding under our $375 millionrevolving credit facility During 2008 we borrowed $100 million

under our revolving credit facility repaid $93.1 million on our 7.00% unsecured senior notes which

matured May 15 2008 and used cash of $60.6 millionto repurchase shares of our common stock

Reinsurance recoverable on paid and unpaid losses was $0.9 billion at December 31 2010 compared to

$1.0 billion at December 31 2009 The decrease in 2010 was due in part to reduction in the reinsurance

recoverable on unpaid losses related to favorable development on prior years loss reserves Reinsurance

recoverable on paid and unpaid losses at December 31 2010 included $41.3 million of estimated

reinsurance recoverables related to the Deepwater Horizon drilling rig explosion in April 2010

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

contracts is to reduce our loss
exposure to long-tailed liabifities 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

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 2010 our

reinsurance recoverable balance for the ten largest reinsurers was $692.5 million representing 68% of

our consolidated balance before considering allowances for bad debts Of the amounts due from the ten

largest reinsurers 95% 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 $247.3 million at

December 31 2010 collateralizing reinsurance recoverable balances due from our ten largest reinsurers

See note 13 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

Excess London Insurance

Surplus Specialty Insurance Discontinued

Lines Admitted Market Lines Consolidated

December 31 2010

Case reserves 706624 201403 903015 297401 2108443

IBNR reserves 1736363 427372 917384 208844 3289963

ToTAl 2442987 628775 1820399 506245 5398406

December31 2009

Casereserves 744965 116862 948756 337295 $2147878

IBNR reserves 1875154 266958 906258 2.30848 3279218

ToTAL $2620119 383820 1855014 568143 $5427096

Unpaid losses and loss adjustment expenses at December31 2010 decreased 1% compared to 2009 due in

part to experiencing $278.0 million of favorable development on prior years loss reserves The increase in

the Specialty Admitted segments loss reserves in 2010 was primarily due to the acquisition of Aspen 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

The following table summarizes our contractual cash payment obligations at December 31 2010

Payments Due by Periodw

Less than 1-3

Total year years

4-5 More than

years years

Ifl See notes and 14 of the notes to consolidated financial statements for further discussion of these obligations

Senior long-term debt and other debt excluding unamortized discount was $1.0 billion and $974.1

millionat December 31 2010 and 2009 respectively On June 2010 we entered into new revolving

credit facility which provides $270 million of capacity for working capital and other general corporate

purposes This facility replaced our previous $375 million revolving credit facility and expires in June

2013 We had no borrowings outstanding related to revolving credit facilities during 2010

We were in compliance with all covenants contained in our revolving credit facility at December31

2010 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 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

1J

dollars in thousands

dollars in thousands

Senior long-term debt and other debt 1025597 7264 258613 23468 736252

Operating leases 115834 17689 33581 30211 34353

Unpaid losses and loss adjustment

expenses estimated 5398406 1267253 1702948 968163 1460042

To-cAL 6539837 1292206 1995142 1021842 2230647
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December 31 2010 Payment patterns for losses and loss adjustment expenses were generally 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 will
vary possibly

significantly from the estimates shown in the preceding table

At December 31 2010 we had unrecognized tax benefits of $24.6 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 2011

At December 31 2010 we had $1.6 billion of invested assets held in tmst 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 2i 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 may be

inadequately capitalized Under the NAJCs requirements domestic insurer must maintain total

capital and surplus above calculated threshold or face varying levels of regulatory action At

December 31 2010 the capital and surplus of each of our domestic insurance subsidiaries was above

the minimum regulatory thresholds

Capital adequacy of our international insurance subsidiaries is regulated by the Financial Services

Authority At December31 2010 the capital and surplus of each of our internarional insurance

subsidiaries was above the minimum regulatory thresholds

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 believe that we have sufficient liquidity to meet

our capital needs

MlrkRt Risk Hiscliisies

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 cunency exchange

rates and commodity prices Our consolidated balance sheets include assets and liabilities 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 cunency exchange rate risk associated with our

international operations We have no material commodity risk



Credit risk is the potential loss resulting from adverse changes in an issuers ability to repay its debt

obligations 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 Net unrealized investment gains on fixed maturities were $174.2 million at

December 31 2010 compared to net unrealized investment gains on fixed maturities of $150.4

million at December 31 2009 and net unrealized investment losses on fixed maturities of $129.8

million at December 31 2008 The favorable change in the estimated fair value of our fixed maturity

portfolio during both 2010 and 2009 was due in part to decreased credit risk as the financial markets

improved and credit spreads narrowed during the latter half of 2009 and into 2010

During the latter hail of 2010 credit spreads on our municipal bond holdings widened reflecting

general concern about the growing number of municipalities experiencing financial difficulties in

light of the adverse economic conditions experienced over the past several years
We manage the

exposure to credit risk in our municipal bond portfolio by investing in high quality securities and by

diversifying our holdings which are typically general obligation or revenue bonds related to essential

products and services

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 AA7 with approximately 93% rated or better by at least one

nationally recognized rating organization Our policy is to invest in investment grade securities and

to minhnize investments in fixed maturities that are unrated or rated below investment grade At

December 31 2010 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

The estimated fair value of our investment portfolio at December 31 2010 was $8.2 billion 79% of

which was invested in fixed maturities short-term investments and cash and cash equivalents and

21% of which was invested in equity securities At December 31 2009 the estimated fair value of

our investment portfolio 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

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 duration 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 2010 we did not hold

material investments in auction rate securities loans held for sale or mortgage-backed securities

backed by subprime or Alt-A coliateral
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Equity Pri Risk

We invest portion of shareholder funds in equity securities 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 pnces 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 2010 our equity portfolio was concentrated in terms of the number of issuers and

industries Such concentrations can lead to higher levels of price volatility At December 31 2010

our ten largest equity holdings represented $941.9 million or 55% of the equity portfolio

Investments in the property and casualty insurance industry represented $413.4 million or 24% of

our equity portfolio at December 31 2010 Our investments in the property and casualty insurance

industry included $230.1 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

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 2010 and 2009 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 December31 2010

Equity Securities 1722 35% increase 2325 12.5%

35% decrease 1119 12.5

As of December 31 2009

Equity Securities 1350 35% increase 1822 10.5%

35% decrease 877 11.0



IltIrIst RItI 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 predominantly 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 3.5 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 equity 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 portfolio is managed with consideration given to

the estimated duration of our liabifities 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 result The usefulness of single point-in-time model is limited as it

is unable to accurately incorporate the full complexity of market interactions
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The following table summarizes our interest rate risk and shows the effect of hypothetical changes in interest rates as of

December31 2010 and 2009 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
IN VESTMENTS

As of December31 2010

Total Fixed Maturity

Investments 6502 200 bp decrease 7077 8.8% 12.1%

100 bp decrease 6798 4.6 6.2

100 bp increase 6197 4.7 6.4

200 bp increase 5905 9.2 12.6

As of December 31 2009

Total Fixed Maturity

Investmentsl 6455 200bp decrease 6982 8.2% 11.3%

100 bp decrease 6728 4.2 5.9

100 bp increase 6172 4.4 6.1

200bpincrease 5898 8.6 12.1

LIABILITIES

As of December 31 2010

Borrowings 1086 200 bp decrease 1214

100 bp decrease 1148

100 bp increase 1022

200 bp increase 962

As of December31 2009

Borrowings 1011 200bp decrease 1148

100 bp decrease 1078

100 bp increase 946

200 bp increase 886

1J Includes short-term investments and cash and cash equivalents

Changes in estimated fair value have no impact on shareholders equity
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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 liabilities 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 generally 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 2010 and 2009 approximately 89% and 87% 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 2010 and 2009 would have changed by approximately

$10.8 million and $14.3 million 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 2010 and 2009 would have changed by

approximately $8.8 mfflion and $11.7 million respectively The selected hypothetical changes

do not indicate what could be the potential best or worst case scenarios

IplI IlfItil

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

Th
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As of December 31 2010 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

13a-15 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 Furthei the design of control system must reflect the fact that there are

resource constraints and the benefits of controls must be considered relative to theft costs

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

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 achieving its stated goals under all

potential future conditions

Based upon our controls evaluation the CEO and CFO concluded that effective Disclosure

Controls were in place to ensure that the information required to be disclosed in reports we ifie

or submit under the Securities Exchange Act of 1934 is recorded processed summarized and

reported within the time periods specified in the Securities and Exchange Commissions rules

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 2010

See Managements Report on Internal 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 85

During the fourth quarter of 2010 we completed the implementation of new billing and

collections system that provides single billing and collections solution for our wholesale

insurance operations

There were no other changes in our internal control over financial reporting during the fourth

quarter of 2010 that materially affected or are reasonably likely to materially affect our internal

control over financial reporting
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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 cunent 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 actively manage our

exposure however if there is covered terrorist attack we could sustain material losses

the impact of the events of September 11 2001 will depend on the resolution of on-going insurance

coverage litigation and arbitrations

the frequency and severity of catastrophic events including earthquakes and weather-related

catastrophes is unpredictable and in the case of weather-related catastrophes 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 environmental reserves in the loss estimation

process can adversely impact the adequacy of loss reserves and the allowance for reinsurance

recoverables

we have exposure to losses associated with the adverse conditions in the residential mortgage

market principally with
respect to loan transactions that occurred before the end of 2008 our loss

reserves are based on judgments about the future performance of the underlying loans however

continued weakness or other disruprions in the residential housing markets may result in

additional loss experience and require strengthening of our loss reserves

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
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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 may be heightened by market volatility

economic conditions changes in government support for education healthcare and infrastructure

projects and foreign currency exchange rates among other factors may adversely affect the markets

served by our non-insurance operations and negatively impact their revenues and profitability

we have substantial investments in municipal bonds approximately $2.8 billion at December 31

2010 and although no more than 10% of our municipal bond portfolio is tied to any one state

widespread defaults could adversely affect our results of operations and financial condition

we cannot predict the extent and duration of the current economic slowdown the effects of

government intervention into the markets to address the financial crisis of 2008 and 2009

including among other things financial stability and recovery initiatives changes in tax policy

and the effects of the Dodd-Frank Wall Street Reform and Consumer Protection Act and regulations

adopted thereunder and their combined impact on our industry business and investment

portfolio

we cannot predict the impact of U.S health care reform legislation and regulations under that

legislation on our business

our Atlas system and business
process

initiative may take longer to implement and cost more than

we anticipate and may not achieve all of its objectives

we have recently completed number of acquisitions and may engage in additional acquisition

activity in the future which may increase operational and control risks for period of time

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 wifi 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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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
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Markel Corporation
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Dow Jones Property Casualty Insurance

Years Ended December 31

T.T

2006 2007 2008 2009 2010

2005 2006 2007 2008 2009 2010

100 151 155 94 107 119

100 116 122 77 97 112

100 114 104 78 85 102

Markel Corporation

SP500

Dow Jones Property Casualty Insurance

$100 invested on December 31 2005 in our common stock or the listed index Includes reinvestment

of dividends

MIkIt ividJd Ilfollltiol

Our common stock trades on the New York Stock Exchange under the symbol MKL The number

of shareholders of record as of February 16 2011 was approximately 450 The total number of

shareholders including those holding shares in street name or in brokerage accounts is estimated to

be in excess of 60000 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

2010 were $392.55 and $320.71 respectively See note 22 of the notes to consolidated financial

statements for additional common stock price information
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The following table summarizes our common stock repurchases for the quarter ended December31 2010

Issuer Purchases of Equity Securities

Approximate

Total Dollar

Numbers of Value of

Shares Shares that

Purchased as May Yet Be

Part Purchased

Total Average of Publicly Under

Number of Price Announced the Plans or

Shares Paid per Plans Program
Period Purchased Share or Programs in thousands

October 2010

through

October31 2010 21346

November 2010

through

November3020l0 2225 $351.97 2225 $199217

December 2010

through

December31 2010 5731 $351.03 5731 197205

Total 7956 $351.30 7956 197205

liThe Board of Directors approved the repurchase of up to $200 million of our common stock pursuant

to share repurchase program publicly announced on December 2010 the Program Under the

Program we may repurchase outstanding shares of our common stock from time to time primarily

through open-market transactions The Program has no expiration date but maybe terminated by the

Board of Directors at any time This repurchase program replaced previous repurchase program that

was publicly announced on August 22 2005

Ilccii ICiIJltiEi1 ii i-GAAP Fiici Msu re

The following table reconciles earnings before interest income taxes depreciation and amortization

EBITDA of Markel Ventures to consolidated net income to shareholders

Years Ended December 31

dollars in thousands 2010 2009

Markel Ventures EBITDA 20412 4597

Interest expense 2259 1079

Income tax expense 3558 201

Depreciation expense 3239 1156

Amortization of intangible assets 7145 1040

Markel Ventures net income 4211 1121

Net income from other Markel operations 262582 200517

NET INcoME To Sisizioinzis 266793 201638



Markel Ventures EBITDA is non-GAAP financial measure and is reconciled to consolidated net

income to shareholders in the preceding table Markel Ventures EBITDA reflects income attributable

to our ownership interest in Markel Ventures before interest income taxes depreciation and

amortization We use Markel Ventures EBITDA as an operating performance measure in conjunction

with U.S GAAP measures including revenues and net income to monitor and evaluate the

performance of our non-insurance operations

AllHihIl IHftilltll ShlFlhlIdB MItills

Trisflr AglIt

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 Investor Relations at the address of the corporate offices

listed below 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

American Stock Transfer Trust Co LLC Operations Center 6201 15th Avenue Brooklyn NY 11219

800 937-5449 718 921-8124

lldllt

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 Investor Relations at the address of the corporate offices listed below or

by calling 800 446-6671

Allull SuFlhulduFs 1uutiug

Shareholders of Markel Corporation are invited to attend the Annual Meeting to be held at

Richmond CenterStage 600 East Grace Street Richmond Virginia at 430 p.m May 2011

ffilus

Markel Corporation 4521 Highwoods Parkway Glen Allen Virginia 23060-6148

804 747-0136 800 446-6671
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FETS A0 EX OFFICERS

Alan Kirshner Anthony Markel

Chairman of the Board and Vice Chairman

Chief Executive Officer
Steven Markel

Alfred Broaddus Jr Vice Chairman

Private Investor

Darrell Martm

Douglas Eby Retired Executive Vice President

Chairman and Chief Executive Officer and Chief Fmancial Officer

Realty Finance Corporation Markel Corporation

Stewart Kasen Jay Weinberg
Retired President and Chairman Emeritus

Chief Executive Officer Hirschler Fleischer professional corporation

Famous Brands Inc
Debora Wilson

Lemuel Lewis Retired President and

Retired Executive Vice President Chief Executive Officer

and Chief Financial Officer The Weather Channel

Landmark Communications Inc

EllIltivI fficl1s

Alan Kirshner

Chairman of the Board and Chief Executive Officer since 1986 Director since 1978 Age 75

Anthony Markel

Vice Chairman since May 2008 President and Chief Operating Officer from March 1992 to May2008
Director since 1978 Age 69

Steven Markel

Vice Chairman since March 1992 Director since 1978 Age 62

Michael Crowley

President and Co-Chief Operating Officer since May 2010 President Markel Specialty from February
2009 to May 2010 President of Willis HRH North America from October 2008 to January 2009 President

of Hilb Rogal Hobbs Company from September 2005 to October 2008 Age 59

Thomas Gayner

President and Chief Investment Officer since May 2010 Chief Investment Officer since January 2001

President Markel-Gayner Asset Management Corporation subsidiary since December 1990 Director

from 1998 to 2004 Age 49

Richard Whitt ifi

President and Co-Chief Operating Officer since May2010 Senior Vice President and Chief Financial

Officer from May 2005 to May 2010 Age 47

Gerard Albariese Jr

Executive Vice President and Chief Underwriting Officer since May 2010 Chief Underwriting Officer

from January2009 to May 2010 President and Chief Operating Officer Markel International Limited

subsidiary from September 2003 to August 2008 Age 58

Bntton Glisson

Chief Administrative Officer since February 2009 President Markel Insurance Company subsidiary

from October 1996 to March 2009 Age 54

John Latham

President Wholesale Operations since November 2010 Managing Director Wholesale Regional

Operations from January 2010 to November 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 64

Anne Waleski

Vice President Chief Financial Officer and Treasurer since May 2010 Treasurer from August 2003 to May
2010 Age 44
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AMF Bakery Systems

Richmond Virginia

Diamond Healthcare Corporation

Richmond Virginia

Ellicott Dredge Enterprises LLC

Baltimore Maryland

Panel Specialists Inc

Temple Texas

ParkLand Ventures Inc

Glen Allen Virginia

RetailData LLC

Richmond Virginia

Solbem Inc

Fairfield New Jersey

Northeast Region Mid South Region

Red Bank New Jersey Plano Texas

Southeast Region West Region

Glen Allen Virginia Woodland Hills California

Scottsdale Arizona
Midwest Region

Deerfield Illinois

SiIty Adfflittd Slmllt

Markel Specialty

Glen Allen Virginia

Markel American Specialty Personal and Commercial Lines

Pewaukee Wisconsin

FirstComp

Omaha Nebraska

LiidD Ilsurlli MFklt Slt
Markel International Insurance Company Limited

United Kingdom

Markel Syndicate 3000 at Lloyds

United Kingdom

Markel Syndicate Management Limited

United Kingdom

Effiott Special Risks LP

Toronto Canada
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