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flINFIN
INFINITY PROPERTY AND CASUALTY CORPORATION

leader in bringing specialized automobile insurance programs to the marketplace

Infinity Property and Casualty delivers innovative products and services that are

designed to meet the diverse and evolving insurance needs of consumers

F1NANCIIAL HflGHUGHTS

2010 2009 2008 2007 2006

Gioss Wiittcn Piemiuni Giowth 12.2% 5.4% 12.0% 3.3/o 0.2o

GAAP combined Ratio 89.6% 88.5% 92.5% 93.5c 90.8%

Hi nings Per Share 6.95 5.09 1.23 3.87 4.2

Operating Earnings per Share 6.12 6.10 4.53 4.06 4.19

Return on Aveiage Equity 14.3% 12.3c 3.4% 11.4% 13.5%

Operating Return on

Avei age Equity 12.6% 14.8c 12.6 11.9% 13.3%

Book Value Pci Share $53.03 $45.80 $37.14 $37.11 $33.88

Cash Dividend per Common Shaie 0.56 18 O.4d 0.36 0.30

Excludes aftei tax eat ed gains losses un inveOnients



dividend over 227% CAGR of 16% and repurchased

over 42% of common shares issued All these actions

am rnncistnt with our rnmmitmnt tn the maximiza

tion of shareholder value The equity market in 2010

responded favorably by generating total return to

Infinitys shareholders of 53 8% Not too many com

panies in the insurance marketplace can boast of this

level of returns

DESIGNING OUR FUTURE

Beginning in late 2009 we embarked on journey to

aggressively grow the business in our chosen markets

We began this journey with no illusions that the trek

would be easy The insurance market at the time was

soft with many of our competitors reducing rates

advertising heavily and compensating agents gener

ously But we saw the chance to grow our brand build

even stronger agency relationships improve our pric

ing plans and leverage our infrastructure in order to

grnw ur markt sharp in nur cnlnrt urban znnPs flur

strong financial results in 2010 reflect our willingness

and ability to seize opportunities that presented them

selves in the marketplace at the time

As we move into 2011 we continue to be optimistic

about our prospects to grow our business profitably

Market conditions are still challenging but opportuni

ties continue to exist that will permit us to execute our

plans Improving macro economic conditions should

help but our strategic plans do not rest solely on

stronger economy to get us to our destination Instead

we must continue to set ourselves apart from our com

petitors as we tiy to deliver more value to oui custom

ers for less

DESIGNING OUR FUTURE

We continue to set ourselves apart from our

competitors as we try to deliver more value

to our customers for less



Dear Shareholder

As have written in past annual reports challenges have always played role in testing our resolve and

2010 was year not without its share of obstacles After 37 years in our industry can report to you that

2010 was year in which our people more than rose to the occasion Our results were certainly uncommon

given our reported earnings per share of $6.95 and operating earnings per share of $6.12 which is the

highest ever reported by Infinity since it went public in 2003 We grew our premiums over 12% in year

when many of our competitors struggled to grow at all and we reported return on equity of 14.3% which

is extraordinary in this difficult economy can say with confidence that we were unafraid of breaking

through all of the conventional boundaries That has always been part of our DNA

DELIVERING VALUE

In looking back at our history sioce becoming public

company in 2003 we have always endeavored to

build great business and sought to deliver extraordi

nary value to our shareholders Over the period 2003

to 2009 we reported anoual average ROEs of 13.3%

and compound average annual total returns to share

holders ot 119% Our success in delivering value to

our shareholders through outstanding operating results

continued io 2010 even uoder difficult cooditions

DEUVERING VALUE

We have always aligned ourselves with ou

shareholders by maintaining our commitmen

to prudent capital management

Beyond our operating results we have always aligned

ourselves with our shareholders by maintaining our

commitment to prudent capital management In 2010

we delivered on this promise by boosting the share

holder dividend by 17% and repurchasing 1.1 million

shares of Infinity stock or about g0 of the outstand

ing shares In February of this year we increased the

shareholder dividend by another 29% These aggres

sive capital management activities are nothing new for

us Since 2003 we have increased the shareholder



DEFYING CONVENTION

It is our philosophy that the

blind pursuit of the conventional

is inherently unprofitable In this

business there is no safety

in crowds

DEFYING CONVENTION

That means that our path to success will not come

from following others Indeed we have always takon

path that has been quite unconventional for our indus

try For example when other companies abandoned

California after the passage of Proposition 1C3 in 1988

we grew the business aggressively and now the state

is our largest When many others in the business were

expanding to other states and lines of business we

narrowed our focus to just eight states Some thought

we would sacrifice profitability as we withdrew from

many smaller markets but tust the opposite hap

pened profits soared Moreovor when others simply

copied product pricing plans trom industry leaders we

developed our own from deeper understanding of

oui data We invested in infrastructuie during the daik

days of 2C08 and we began to grow our business in

late 2CC9 and into 2C1C when others retrenched

Again all this vvas contrary to conventional wisdom

but it allowed us to deliver needcd pioducts to oui

customeis and value to oui shareholders

It is our philosophy that the blind pursuit of the con

ventional is inherently unprofitable In this business

there is no safety in ciowds Excess competition in

market drives profit potential away as multiple com

petitors compete on the least common denominator

price We pifr tn bit rn wher thy aint an ld

baseball manager said We can provide to under

served markets valuable products at fair price with

outstanding service to the delight of the customer and

consequently earn fair profit Shedding light on

where these markets are locatcd is the key We have

done this before as we demonstrated when we weie

one of the first companies to recognize the unmet

insurance needs in the immigrant and first generation

Hispanic markets We continue to research our mar

kets and invest in tools tcchnologies and training in

ordcr to divine othei such hidden opportunities We

will do this in 2C1 with the introducfion of more

sophisticated pricing mcthodologies an integrated

suite of automobile products impioved service stan

dards foi our claims and customer service units and

dU uvuicHulmig uusiiu tu icpuvc uuiiticuuu Ij cvuy

thino we do toward our goal of delivcung valuc to our



customers aod shareholders The work will not be

easy Nevertheless in life nothing that is worthwhile

usually is am confident that with the focused execu

tion of our plans by our dedicated 1900 employees

and 12500 agents and brokers we are up to the chal

lenge We relish the road not taken by others for it is

road that may in fact make all the difference

DARING GREATLY

As the economy struggles to recover it is easy to sur

render to this age of diminished expectations and

dashed hopes to follow the crowd regardless of the

destination We simply chose to defy convention and

travel different path However where others see

insurmountable challenges we see opportunity We

embrace the words of the Nobel prize winning poet

Anatole France who wrote To accomplish great

things we must not only act but also dream not only

plan but believe We indeed believe our future is

bright and have acted with forethought by deliberately

laying the foundation from which to grow upon which

we have set bold plans to grow For it is to the bold

that the future belongs

We appreciate your continued support

James Gober

Chairman President and Chief Fxecutive Cfficer
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CAUTIONARY FATEMENT REGARDING FORWARD-LOOKING SIATEMENIS

Thic Annual Report on Form /0 contains certain statements that could be considered Jbru ard looking

statements which anticipate res 11115 hosed on our estimate assumptions and plans that are subject to

toicertainty These statements are made subject to the safe harbor provisions oft/ic Private Securities Litigation

Reform Act of 1995 All statements in this report not dealing with historical results or current Jacts are forward

looking cuid cite based on estimates assionptions and projections Statements which include the siords

assumes believes seeks expects may should intends likely targets plans

anticipates estimates or the negative version of those words and similar statements oja future orforwarel

looking nature identify forward-looking statements Ewmnples of such forward looking statements include

statements re/citing to expectations concermung market condition premium growth comm gs investment

pegformnance spected losses rate c/ian
gr

and Ic
eiperience

The primary events or circumstances that con/el cause actual results to differ materially from those ekpected by

Infinity include detenninations with respect to reserve adequacy realized gains or losses on the investment

portfblio including at/icr than-temporary impairments for credit losses rising boclil injury loss cost trends

undesired business miy or risk profde Jar new business elevated unemployment rates eutel the proliferation of

illegal immigration legislatimi in key Focus States Infinity undertakes no obligation to publicly update or revise

cms of the forwardlooking statements For more detailed discussion of some of the foregoing risks cmcl

uncerteunties that could ccuise actual results to diffrr front those contained in the forward-looking statements see

Risk Factors conteunecl in Iteni IA
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PART

ITEM

Business

Introduction

Infinity Property and Casualty Corporation Infinity or the Company is holding company that through

subsidiaries provides personal automobile insurance with concentration on nonstandard auto insurance Infinity

is headquartered in Birmingham Alabama The Company employed approximately 1.900 persons at

December 31 2010

Infinity files its Annual Reports on Form 10 Quarterly Reports on Form 10 Current Reports on Form and

other reports as required with the United States Securities and Exchange Commission SEC Any of these

documents may be read and copied at the SECs Public Reference Room at 100 Street NE Washington D.C

20549 Information regarding the operation of the SEC Public Reference Room may be obtained by calling

800 SEC-0330 Infinitys filed documents may also be accessed via the SEC Internet site at http//www.sec.gov

All of Infinitys SEC filings news releases and other information may also be accessed free of charge on Infinitys

Internet site at http//www.infinityauto.com Information on Infinitys website is not part of this Form 10-K

Please see Note to the Consolidated Financial Statements for additional information regarding the history and

organization of Infinity References to Infinity unless the context requires otherwise include the combined

operations of its subsidiaries collectively the NSA Group and the in force personal insurance business

assumed through reinsurance contract the Assumed Agency Business from Great American Insurance

Company GAl Unless indicated otherwise the financial information herein is presented on GAAP basis

Schedules may not foot due to rounding

The Personal Automobile Market

Personal auto insurance is the largest line of pioperty and casualty insurance accounting for approximately 38%

or S160 billion of the estimated 8425 billion ol annual industry premium Personal auto insurance is comprised

of preferred standard and nonstandard risks Nonstandard auto insurance is intended for drivers who due to

factors such as their driving record age or vehicle type represent higher than normal risk As result

custnmers whn purchase nnnstandard autn insurance general1 pay higher premium for similar erage than

the drivers qualifying for standard or preferred policies While there is no established industry recognized

distinction between nonstandard risks and all other personal auto risks Infinity believes that nonstandard auto

risks constitute approximately 20Cc of the personal automobile insurance market with this percentage fluctuating

according to competitive conditions in the market Independent agents sell approximately 30Cc of all personal

automobile insmance The remainder is sold by captive agents or directly by insurance companies to their

customers Infinity believes that relative to the standard and preferred auto insurance market

disproportionately larger portion of nonstandard auto insurance is sold through independent agents

The personal auto insurance industry is cyclical characterized by periods of price competition and excess

capacity followed by periods of higher premium rates and shortages of underwriting capacity Infinity belie\ es

that the current competitive environment differs by state In some states underwriting results are favorable and

competitors are taking rate decreases while in other states underwriting results are poor and competitors are

increasing rates In Infinitys largest state by premium volume California Infinity believes the market is soft

marked by aggressive competition for independent agents business through increased sales and commission

incentives

Industry-wide rates increased 4.0% during 2008 4.7% in 2009 and 4.4% in 2010 Infinitys filed
average rate

adjustments on its personal auto business were 2.6% o3C and 1.2Cc for 2008 2009 and 2010 respectiel
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The personal auto insurance industry is highly competitive and except for regulatory considerations there are

relatively few barriers to entry Infinity generally competes with other insurers based on price coverage offered

claims handling customer service agent commission geographic coverage
and financial strength ratings

Infinity competes with both large national writers and smaller regional companies In 2009 the five largest

automobile insurance companies accounted for approximately of the industrys net written premium and the

largest ten accounted for approximately 68% 2010 industry data is not available Approximately 353 insurance

groups compete in the personal auto insurance industry according to SNL Financial Some of these
groups

specialize in nonstandard auto insurance while others insure broad spectrum of personal auto insurance risks

Operations

Infinity is organized along functional responsibilities with the following centralized departments product

management marketing claims customer service accounting treasury human resources and information

technology resources Frequent executive team meetings which include the Chief Executive Officer the Chief

Financial Officer the Chief Legal Officer the Chief Marketing Officer the Chief Product Management Officer

and the Chief Claims Officer allow for sharing of information among functional departments and for setting

policies and making key strategic decisions

In recent years Infinity has made efforts to improve service levels and more consistently and cost effectively

manage its operations The company consolidated certain customer service centrali7ed claims and information

technology back office operations and opened bilingual customer service call center to improve its service

capabilities

Infinity estimates that approximately 77% of its personal auto business in 2010 was nonstandard auto insurance

compared to 79% in 2009 Based on data published by AM Best Infinity believes that it is the fourth largest

provider of nonstandard auto coverage through independent agents in the United States Infinity also writes

standard and preferred personal auto insurance monoline commercial auto insurance and classic collector

automobile insurance

Summarized historical financial data for Infinity is presented below in thousands

Iss else months ended Deceniher 31

2010 2009 2008

Gross written premium 952426 5848812 S896.899

Net written premium 946869 843869 892.090

Net earnings 91523 70.594 19.257

As of Decemher 31

2010 2009

Total assets 357 $1806327

Total liabilities 1191173 1188167

Total shareholders equity 661184 618.160

Infinity has history of favorable underwriting results The following table compares Infinitys statutor

combined ratio net of fees in past years with those of the private passenger auto industry The statutory

combined ratio is the sum of the loss ratio the ratio of losses and loss adjustment expenses LAE to net

earned premium and the expense ratio when calculated on statutory accounting basis the ratio of

underwriting expenses net ol fees to net ssritten premium When the combined ratio is rmder 0%
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underwriting results are generally considered profitable when the ratio is over 100% underwriting results are

generally considered unprofitable Infinity has consistently performed better than the industry as shown below

2010 2009 2008 2007 2006 2006-2010 2001-2010

Infinity 88.4% 87.7% 91.2% 91.8% 88.7% 89.6% 92.1%

Industry 99.7% 101.3% 100.3% 98.3% 95.5c 99.0c 99.3%

Percentage points better than industry 11.3% 14.1% 9.1% 6.5% 6.8c 9.4c 7.2%

Private passenger auto industry combined ratios for 2000 through 2009 were obtained from A.M Best

A.M Best dala were nnt availahle fnr 2010 The industry cnmhined ratin fnr 2010 is an estimate based no

data obtained from Conning Research and Consulting

Products

Personal Automobile is Infinitys primary insurance product It provides coverage to individuals for liability to

others for bodily injury and property damage and for physical damage to an insureds own vchicle from collision

and various other perils In addition many states require policies to provide for first party personal injury

protection frequently rcferred to as no fault coverage Infinity offers three primary products to individual

drivers the Low Cost product which offers the most restrictive co erage the Value Added product which offers

broader coverage and higher limits and the Premier product which offers the broadest coverage and is designed

for standard and prefei red risk drivers For the year ended December 31 2010 Infinitys mix of personal

automobile written premium was 39% Low Cost 56% Value Addcd and 5% Premier

Commercial Vehicle provides coverage to businesscs for liability to others for bodily injury and property damage

and for physical damage to vehicles from collision and various other perils Infinity offers monoline commercial

automobile insurance to businesses with fleets of 12 or fewer vehicles Businesses that arc involved in what

Infinity considers ha7ardous operations or interstate commerce are generally avoided

Classic Collector pros ides protection for classic collectible automobiles Infinity Classic Collector program

provides coverage to indis iduals with classic or antique automobiles tor liability to others for bodily injury and

property damage and foi physical damage to an insureds own vehicle from collision and various other perils

Infinitys thiee product groups contributed the following percentages of total gross written premium

Twehe months ended 1eceniher 31

2010 2009 2008

Personal Automobile 93/c 92% 93/c

Commercial Vehicle 6% 6% 5%
Classic Collector Icc 7% 7%

Total 100% 100c 100%

Distribution and Marketing

Infinity distributes its products primarily through network of over 12500 independent agencies and brokers

with approximately 16000 locations In 10 three independent agencies each accounterl for between 2.0%

and 3.6% of Infinitys gross written premium four other agencies each accounted for between 1.0cc ann 1.8cc of

the Companys gross written premium and 14cc of the agency force produced 8Oc of In initys gross written

premium In California Infinitys largest state by premirii volume 40 independent agents and brokers produced

44tc of gross
written premium which represents 27% countryss ide
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Infinity also fosters agent relationsbips by pros iding tbem with access to Infinitys Internet web-based software

applications along with programs and sen ices designcd to strengthen and expand their marketing sales and

service capabilities Infinitys Internet based softwarc applications provide many of its agents with real time

underwriting claims and policy information Infinity believes the
array

of services that it offers to its agents adds

significant value to the agents businesses For example Providing Agents Servicc and Support Program is

Infinitys incenti cbased program through which agents receive assistance in critical areas such as training

advertising and promotion In 2010 Infinity spent s6.9 million on co op advertising and promotions

Infinity also collaborates with non affiliated property and casualty insurers that have their own captive agency

forces These companies usLially piovide standard and preferred auto coverage through one of their own

companies while utilizing Infinitys companies for their nonstandard risks Infinity believes these relationships

are mutually beneficial because its partners gain access to Infinitys nonstandard auto expei tise and Infinity

gains access to new distribution channel

Infinity is licensed to write insurance in all 50 states and the District of Columbia but is committed to growth in

targeted urban areas Urban Zones identified within select Focus States that management belies es offer the

greatest opportunity for premium growth and profitability Infinity classifies the states in which it operates into

three categories

Focus States Infinity has identified Urban Zones in these states hich include Arizona California

Florida Geuigia Illinois Nc ada Pcnnsyl\ ania and Tcxas

Maintenance States Infinity is maintaining its writings in these states which include Alabama

Colorado Connecticut South Carolina and Tennessee Infinity believes each state offers the Company

an opportunity for underwriting profit

Other States Includes II states where Infinity maintains renewal book of personal auto business

Infinity further classifies the Focus States into two categories

Urban Zones include the following urban areas

Ariiona Phoenix and Tucson

California Bay Area Los Angeles Sacramento San Diego and San Joaquin Valley

Florida Jacksonville Miami Orlando Sarasota and Tampa

Georgia Atlanta

Illinois Chicago

Nevada Las Vegas

Pennsylvania Allentown and Philadelphia

Texas Dallas Fort Worth Houston and San Antonio

Nonurban Zones include all remaining areas in the Focus States outside of designated Urban

Zone

Infinity continu2dly evaluates its market opportunities thus the Focus States Urban Zones Maintenance States

and Other States ma chanae over time In the table below Infinits has restated 2009 and 2008 premmm to be

consistent \vith the 2010 classification of Urban Zones Focus States Maintenance States and Other States
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Total gross written premium among the three state categories are as follows

Tsselve months ended Decemher 31

Pci sonal Auto Insuiaoce 2010 2009 2008

Focus States

California

Urban Zones 48.96/c 53.1% 50.1%

Non-urban Zones 0.9% 1.1% 1.2%

Florida

UrbanZones 11.2% 8.1% 8.7%

Non urban Zones 5.4% 4.3% 4.5%

Texas

Urban Zones 5.3% 4.5% 4.8%

Non-urban Zones 1.4Cc 1.2% 1.2%

Pennsylvania

Urban Zones 4.7% 3.8% 3.3%

Non urban Zones 1.3% 1.7% 2.0%

Ari7ona

Urban Zones 3.3% 2.7% 3.4%

Non-urban Zones O.lCc 0.1% 0.1%

Georgia

Urban Zones 2.2% 2.26ü 2.8%

Non urban Zoncs 1.9% 1.9% 2.5%

Nevada

Urban Zones 2.1Cc 2.6% 2.6%

Non-urban Zones 1% iCc 0.0%

Illinois

Urban Zones 1.1Cc 0.76c 0.2%

Non urban Zones 0.3Yc 0.2Cc 0.1%

Total Focus States 90.3cc 88.3% 87.4c

Maintcnance States 2.4% 3.2c 5.0%

Other States 0.3Cc 0.6c 0.4%

Subtotal 92.9% 92.1c 92.8cc

Commercial Vehicle 6.0c 6.3Cc 4.8%

Classic Collector I0c 1.6% 2.4%

Other 0.0% 0.0% 0.1Cc

Total all states and all lines 100.0% 100.0% 100.0%

Total in thousands all states and all lincst1 952426 848.8 16 896902

2009 and 2008 exclude less than 50.1 million each of premium written on behalf of other companies

Infinitys distribution and marketing ef forts are implemented with focus on maintaining low cost structure

Controlling expenses
allows Infinity to price competitively and achieve better underwriting returns Over the five

years ended 2009 yeais
for which industry data are available from AM Best Infinitys statutor ratio of

underwi iting expenses to premium written has averaged 21.2CC which is 5.8 points better than the independeot

agency segment of the private passenger automobile industry average of 27.0% for the same period
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Claims Handling

Infinity strives for accuracy consistency and fairness in its claim resolutions Infinity claims organi/ation

employs approximately 950 people has 28 field locations aod provides 24 hour seven days per week toll-h-ce

service for its customers to report claims Infinity predominaotly uses its own local adjusters aod appraisers who

typically respond to claims withio 24 hours of report Included in the 28 field locations are 10 claims service

centers which allow customers to bring in their vehicles for damage appraisal

Infinity is committed to the field handling of claims io Urhao Zones and believes it provides when compared to

alternative methods better service to its customers aod better control of the claim resolution process Infinity

opens claims branch offices in the Urban Zones where the volume of business will support them Customer

interactions can occur with generalists initial and continuing adjusters and specialists staff appraisers field

casualty representatives and special investigators based on local market volrmm density and performance

In addition to the use of field claims handling Infinity uses two centralied claims call centers one in

Birmingham Alabama and another in McAllen Texas to receive initial reports of losses and to adjust simple

property damage claims

Ratings

A.M Bet ha a5signcd Infinitys inurancc company ubidiarics group financial hrength rating of

Excellent According to A.M Best ratings are assigned to insurers that in AM Bests opinion have

excellent ability to meet their ongoing insurance obligations AM Best bases its ratings on factors that concern

policyholdei and not upon factors concernine ins estor protection

Regulatoiy En vironinent

Infinitys insurance company subsidiai ies are subject to egulation and
supers

ision by insurance departments of

the jurisdictions in ss hich they rue domiciled or licensed to transact business State insurance departments have

broad administratis powei ielatine to licensing insurers rmd agents regulating preimum iates and policy forms

esiahfishing reserve and insestment reqiurements piescrihing statutory accountin2 methods and the foim and

content of statutory financial reports and regulatine methods and processes of how an insurer conducts its

business Examples of the latter include the establishment in California of auto rating factor mid rate approval

regulations proscription on credit based insurance scoring prohibition of certain business practices with auto

body repair shops and attempts to set uniform auto body repair shop parts and labor ates

Under state insols ency and guaranty laws regulated insurers can be assessed 01 required to contribute to state

guaranty
hinds to cover policyholder losses resulting from insurer insols encies Insurers are also requued by many

states as condition of doing business in the state to participate in various assigned risk pools

facilities or underwriting associations which
pros

ide insurrmce coverage to indis idurds who othersvise ruc unable to

prirchase that coverage in the voluntary market Participation in these involuntars plans is generally in proportion to

voluntary writings of related lines of business in that state The underwi itinc results of these plans tracfitionalls base

been unprofitable The amount of premium Infinity might be requi ed to assume in given state in connection with

an involuntary plan mas be reduced because of credits Infinity may receive for nonstandruxl policies that it

voluntarily writes Many states also base laws and regulations that limit an insurers ability to exit maiket Foi

example certain states limit an automobile insui ers ability to cancel and nonreness policies

State insurance departments that have jurisdiction os er Infinitys insurance subsicbaries ma conduct routinc

on-site isits and examinations of the companies affairs At December 31 2010 Infinit\ insurance subsidiaries
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were involved in claims practices examination in California Infinitys largest state by piemium volume As of

February 25 2011 this examination has not been completed These examinations have from time to time given

rise to and are likely to give rise to in the future regulatory orders requiring remedial injunctive or other action

on the part of an insurance subsidiary or the assessment of substantial fines or other penalties against Infinitys

insurance subsidiaries E\ ery five years Infinity insurance subsidiaries are subject to financial examination

by the states in which the subsidiaries are domicilcd

The insurance laws of the states of domicile of Infinitys insurance subsidiaries contain provisions to the cffect

that the acquisition or change of control of domestic insurcr or of any entity that controls domestic insurer

cannot be consummated without the prior appros
al of the relevant insurance regulatot In addition certain state

insurance laws contain provisions that require pre acquisition notitication to state acencies ol change in control

with respect to nondomestic insurance company licensed to do business in that state Such approval

requirements may deter delay or prevent certain transactions affecting the ownership of Infinitys common

stock

Infinity is holding compan with no business operations of its own Consequently Infinitys ability to pay

dividends to shareholders and meet its debt payment obligations is largely dependent on dividends or other

distributions from its insurance company subsidiaries current investments and cash held State insur2mce laws

restrict the ability of Infinitys insurance company subsidiaries to declare shareholder dividends These

subsidiaries may not make an extraordinary dividend until thirty days after the applicable commissioner of

insurance has recei ccl notice of the intended di idend and has either not objected or has approved the payment

of the extraordinars clis idend within the 30 day period An extraorclinars dividend is deuinecl as any dividend or

distribution that together with other distributions made within the preceding twels months exceeds the greater

of of the insurers surplus as of the preceding December 1st or the insurers net income for the twelve

month period ending the preceding December 31st in each case determined in accordance with statutors

accounting practices In addition an insLrres remaining sur plus after payment of cash dividend to shareholder

affiliates must be both reasonable in relation to its outstancline liabilities 2ulcl adequate to its financial needs

If shareholder clis iclend does nut rise to the statutory les ci of an extraordinu di iclend then it is an ordinary

dividend While an insurance companys ability to pa an orclinars dis idenci clues not require the approvad of

state insurance department the eonipan must file 10 da notice of ordinary dividend with the appropriate

insur2mee departments Insurance compmies that fail to notils an rnsur2ulee clepar tment of the payment of an

ordinars dividend ue assessed administrative fines

The ordinary dividend capacity and payment aeti ity of Infinits insurance companies for the two most recent

years as well as the clix idenci capacity for the upcoming year are shown in the following table in thousands

2011 2010 2009

Maximum ordintuy dis iciends asailable to Infinity 896.000 8107000 843000

Dividends paid from subsidiaries to par cut 100000 890000

The 201 dividend LaprLity deereused frorrr 2010 her_arose of deehne in statutory ineuure resulting frurrr

decrease in drndler\s ritincz income The dividend capaeit for 2010 increased because of an increase ui statutory

income resLrlting from rise in redundancy of loss ieserves mcl reduction in other than tempora impairment

eharxes in 2009 as compared to 2008 In the table abos dividends paid from subsidiaries in 2009 include 860

million extraordliniar clix icienci for which Infinits reeei\ ccl regulators approval

State insurance laws require Infinit subsidiaries to maintain specified les els of statutors capital and surplus

GenerLdl the net admitted assets of insuramee companies that subject to other applicable insurance la\s and
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regulations are available for transfer to the parent company cannot include the net admitted assets required to

meet the minimum statutory surplus requirements of the states where the companies are licensed In addition for

competitive reasons Infinitys insurance company subsidiaries need to maintain adequate financial strength

ratings from independent rating agencies Both of these factors may limit the ability of Infinitys insurance

subsidiaries to declare and pay dividends
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ITEM 1A

Risk Factors

Infinitys business operations face number of risks The risks below should he read and considered with other

information provided in this report and in other reports and materials the Company has filed with the SEC Jo

addition to these risks other risks and uncertainties not presently known to Infinity or that the Company currently

believes to be immaterial may also adversely affect our business

Sustained elevated levels of unemployment may disproportionately affect Infinitys target consumers and

could adversely affect time Jomnpany premium revenue and profitability

Continued elevated unemployment levels and low consumer confidence could negatively affect insurance buying

behavior Infinity belies es that these economic factors disproportionately affect consumers of nonstandard

automobile insurance Customers may choose not to purchase coverage to let coverage lapse on renewal or to

opt for liability coverage only These factors may adversely affect Infinitys premium revenue and profitability

Profitability nay be affected if InfInity fails to accurately price the risks it underwrites

Infinitys profitability depends on its abilits to set premium rates accurately Inflationary pressures on medical

care auto parts and repair services costs complicate pricing ss ith accuracy Accruate pricing is also dependent on

the availability of sufficient reliable data on which to project both severits and frequency trends and timely

recognition of changes in loss cost trends This process poses more of challenge in markets svhere Infinit has

less pricing experience Infinity could under price risks which could negativel affect its profit margins or

overprice risks which could reduce sales olume and competitis eness Either scenario could adversely affect

profitability Additionally Infinity is implementing nesv pricing methodology in seven of the eieht Focus States

during 2011 which could affect the Companys ability to attract ness customers and retain current customers as

well as its ability to maintain or impros underwriting mareins

Infinitys future profitability may be adversely atjcted by its growth initiative

Infinity intends to puisue further piemium growth in its FocLis States Increased uncertainty stemming from an

increase in new business might result in inaccuiate pricing for the business or failure to adequately reserse for

losses associated with it Infinitys new business combined ratios typically run 20 to 35 points higher than

renewal business combined ratios clue to higher commission and acquisition expenses as well as typically higher

loss ratios Because of these factors Infinitys future profitability may be negatis ely impacted

Because of the significant concentration of Infinity business iii California infinitys profitability may be

adversely affected by negative developments in the California insurance mnamket and economic environment

California Infinitys largest market generated approximatel 3c/ of Infinitys gross ssritten premium in 2010

Infinitys California business also generates substantial underwriting piofit Consequently Infinitys resenues

and profitability are affected by the dynamic nature of regulatory legal competitive uid economic conditions in

that state including rising unemployment Examples of potentially aclvei se regulatoiy or judicial des elopments

or proposed legislation in California include lass aimed at curtailing unlawful immigration altering the amount

of claumages claimant ma recover from an insured for medical treatment estricting the use of territors as rate

factor and limiting the after tax rate of return allowed an insurer These developments could negatis cIa aft ect

premium revenue and make it more expensis or less profitable for Iniinit to conduct business in the state

10
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Infinity relies upon limited number ofindependent agents to generate substantial portion of its business If

Infinity were unable to retain or increase the level of business that these independent agents place with

Infinity or increase the level of business generated by other agents the Companys revenues would be

negatively affected

Approximately 14% of the Companys 12500 independent agents accounted for approximately 80% of Infinitys

gross written premium in 2010 Infinity must compete with other insurance carriers for the business of these

agents in an increasingly competitive marketplace Some competitors offer more advanced systems to quote and

process business larger varicty of products lower prices for insurance coveragc higher commissions or more

attractive cash and non cash incentives

Infinity is vulnerable to reduction in business written through the independent agent distribution channel

Reliance on the independent agency as its primary distribution channel makes Infinity vulnerable to the growing

popularity of directly to the consumer distribution channels particularly the Internet Approximately 70% of all

personal automobile insurance sold in the United States is sold direct or through captive agents agents employed

by one company or selling only one companys products and approximately 30c is sold by independent agents

material reduction in business generated through the independent agency channel could negatively affect

Infinitys rcvenues and growth opportunities

Judicial regulatory and legislative changes or challenges to prevailing insurance industry practices are

ongoing some of which could adversely affect Infinitys operating results

Political judicial economic and financial developments occasionally lead to challcnges or changes to established

industry practices Recent examples include challenges to the use of credit and other rating factors in making

risk selection and pricing decisions ii the use of automated databases in the adjustment of claims and iii the

manner in which insurers compensate brokers Some result in class action litigation regulatory sanctions and

substantial fines or penalties It is difficult to predict the outcome or impact of current challenges or to identify

others that might be brought in the future

The failure to maintain or to further develop reliable and efficient infnnatiomm technology systems would be

disruptive to Infinity operations and diminish its ability to compete successfully

Infinity is highly dependent on efficient and uninterrupted performance of its information technology and

business systems These systems quote process and servicc Infinitys business and perform actuarial functions

necessary for pricing and product development These systems must also be able to undergo peiiodic

modifications and improvements without interruptions or untimely delays in service This capability is crucial to

nieeting growing customer demands for user friendly online capabilities and corn enient quality service The

Company is undergoing fundamental changes and improvements to its claims and policy services platform

including plans to migrate California its largest state by premium volume to new claims and polic services

platform in 2011 failure or delay to achieve these improvements could interrupt certain processes or degrade

business upeiutiuiis auid would place Infinity at cuiiipctitive disad antage

The inability to recruit develop and retain key personnel could prevent Iminity from executing its key

business and financial objectives

Successful execution of Infinitys key business and financial objectis es will depend in part upon the continued

services of its Chief Executive Officer Janies Gober alone with its ability to retain and develop kes personnel

and to attract new talent The highly competitive nature of the industry along with the ads antaees that largei

11
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better-known firms possess
in the recruiting process poses challenge The loss of

any of the executive officers

or key personnel or the inability to attract and retain new talent could binder the Company in meeting or

exceeding its business and financial objectives

Infinitys financial position may be affected if the Company fails to establish accurate loss reserves

Infinitys loss reserves are based on the Companys best estimate of the amounts that will be paid for losses

incurred as well as losses incurred but not reported The accuracy of these estimates depends on number of

factors including but not limited to the availability of sufficient and reliable historical data inflationary pressures

on medical and auto repair costs changes in frequency and severity tiends and changes in the Companys claims

settlement practices Because of the inherent uncertainty involved in the practice of establishing loss reserves

ultimate losses paid could ary materially from recorded reserves and may adversely affect our operating results

Increases in interest rates may result in reduction in the fair value of Infinitys fixed income portfolio

Changing inflation expectations and the cessation of monetary easing by the Federal Reserve or other similar

macroeconomic events could result in an increase in general market interest rates Such an increase would result

in decline in the fair value of Infinitys $1.2 billion fixed income portfolio Based on the duration of the fixed

portfolio at December 31 2010 of 3.6 years parallel shift in market yield of 100 basis points would result in an

estimated decline in the fair value of the portfolio of approximately $27.1 million $41.7 million pre tax which

represents 4.lE of the tutal GAAP shateholders equity Decembei 31 2010

Increases in market interest rates and the resulting decrease in the fair value of Infinitys fixed income portfolio

could miterially affect Infinitys financial condition

Extra-contractual losses arising from bad faith claims could materially reduce Infinitys profitability

In California Florida and other states where Infinity has substantial operations the judicial climate case law or

statutoiy framework are often iewed as unfavorable toward an insurer in litigation brought against it

policyholders and thirclpart claimants This tends to increase Infinitys exposure to extra contractual losses or

monetary damages beyond policy limits in what are known as bad faith claims for which reinsurance may be

unavailable Such claims have in the past and may in the futuje result in losses to Infinity that materially reduce

the Companys profitability

Infinitys goodwill may be at risk for impairment if actual results regarding growth and profitability vary from

Infinitys estimates

At December 31 2010 Infinity had $75.3 million or approximately $6.04 per share of goodwill In accordance

with the Goodwill topic of the FASB Accounting Standards Codification Infinity performs impairment test

procedures for goodwill on an annual basis These procedures require Infinity to calculate the fair value of

goodwill compare the result to its carrying value and record the amount of any shortfall as an impairment

chuge

Infinity uses variety of methods to test goodwill for impairment including estimates of future discounted cash

flows and comparisons of the market value of Infinity to its major competitors Infinitys cash flow projections

rely on assumptions that are subject to uncertainty including premium growth loss and loss adjustment expense

ratios interest rates and capital requirements If actual results differ significantly from these assumptions the fair

value of Infinitys goodwill could fall below its carrying value and the Company could be required to recoi ci an

impairment charge

12
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At September 30 2010 test results indicated that the fair value of Infinitys goodwill exceeded its carrying value

and no impairment charge was required at that date Additionally there was no indication of impairment at

December 31 2010

ITEM lB

Unresolved Staff Comments

None

ITEM

Properties

Infinitys insurance subsidiaries lease 614540 square feet of office and warehouse
space

in numerous cities

throughout the United States All of these leases expire within ten years The most significant leased office

spaces are located in Birmingham Alabama and suburban Los Angeles California See Note 14Commitments

and Contingencies of the Notes to Consolidated Financial Statements for further information about leases

Infinity owns 33515 square foot building in McAlIen Texas

In 201U Infinity entered into definitive sales contract to purchase the 111OU2 square foot Liberty Park facility

that it currently leases in Birmingham for $16.1 million Infinity expects to use current funds to complete the

purchase in 2011

ITEM

Legal Proceedings

See Note 13Legal and Regulatory Proceedings of the Notes to Consolidated Financial Statements for

discussion of the Companys material Legal Proceedings

ITEM

Removed and Reserved

13
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ITEM

Market for Registrants Common Equity Related Stockholder Matters and Issuer Purchases of Equity

Securities

Infinity had 62 registered holders of record and an estimated 3233 total holders at February 11 2011 Infinitys

common stock is listed and traded on the NASDAQ Global Select Market under the symbol IPCC The stock

prices in the following table are over-the counter market quotations that reflect transactions between dealers

retail markups and commissions are not reflected These prices may not represent actual transactions The

Companys closing per-share stock price on February 11 2011 was $60.66 Sec Note 15 Additional

Information of the Notes to Consolidated Financial Statements for information about restriction on transfer of

funds and assets of subsidiaries

Infinity Quarterly High and Low Stock Prices and Dividends Paid by Quarter

For the quarter coded

March 31 2009

June 30 2009

September 30 2009

December 31 2009

March31 2010

June 30 2010

September 30 2010

December 31 2010

Itigh Low

47.54 30.78

39.54 31.59

45.66 35.76

43A9 38.20

46.31 36.93

49.67 43.54

49.80 45.01

64.60 48.01

Close

33.93

36.46

42.48

40.64

45.44

46.18

48.77

61.80

December31 2009

Dccembcr 31 7010

47.54

61.60

30.78

36.93

40.64

61.80

0.48

0.56

l3.0%
52.1%

12.0%

53.4c-

Calculated by dividing thc difference between Infinitys share pricc at the end and the beginning of the

periods presented by thc sharc price at the beginning of the period presented

Calculated by dividing the sum of thc amount of dividends assuming dividend reinvestment during the

period presented and ii the ditference bctween Infinitys share price at the end and the beginning of the

periods presented by the share price at the beginning of the period presented

The information required under the heading Equity Compensation Plan Information is provided under Item 12

herein

During the fiscal year ended December 31 2010 no equity securities of the Company were sold by the Company
that were not registered under the Securities Act of 1933 as amended

Dividends Declared Return to Shareholders Return to Shareholders

and Paid Per Share excluding dividends including dividends

0.12 27.4% 27.l%
0.12 7.5% 7.8%

0.12 16.5% 16.8%

0.12 4.3% 4.0%
0.14 11.8% 12.2%

0.14 1.6% 1.9%

0.14 5.6% 5.9%

0.14 26.7% 27.0%

For the tsselve months

ended

14
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The following table presents information with respect to purchases of common stock of the Company made

during the three months cnded December 2010 by the Company or any affiliated purchaser of the Company
as defined in Rule l0b-18a3 under the Exchange Act

Issuer Purchases of Equity Securities

Total Number of

Shares Purchased as

Part of Publicly

Average Price Announced Plans or

Paid per Share Programs

Approximate Dollar

Value that May Yet Be

Purchased Under the

Plans or Programs

Average price paid per share excludes commissions

During the third quarter of 2010 Infinity exhausted the remaining authority under its previous share and

debt repurchase piogram On August 2010 Infinitys Board of Directors approved an additional $50.0

million share and debt repurchase program expiring on December 31 2011

Total Number
of Shares

PurchasedPeriod

October 2010 October 31

2010 3/800 SSt.23 37800 $424O85t6

November 2010 November 30

2010 32.700 $58.03 32700 840569.832

December 201 0December

2010 40.200 $62.49 40200 $38056644

Total 110700 S57.33 110700 $38056644



INFINITY PROPERTY AND CASUALTY CORPORATION 10-K

The following graph shows the percentage change in cumulative total shareholder return on Infinitys common

stock over the five years ending December 31 2010 The return is measured by dividing the sum of the

cumulative amount of dividends assuming dividend reinvestment during the periods presented and the

difference between Infinitys share price at the end and the beginning of the periods presented by the share price

at the beginning of the periods presented The graph demonstrates cumulative total returns for Infinity the Center

for Research in Security Prices CRSP Total Return Index for NASDAQ U.S Index and the CRSP Total

Return Index for the NASDAQ Insurance Stocks SIC 6330 6339 U.S Fire Marine and Casualty Insurance

Company from December 31 2005 through December 2010

190

170

150

130

110

90

70

50

Cumulative Total Retura

0- IPCC ---Lw-- NASDAQ Index NASDAQ Insurance Stocks

Cumulative Total Retura as of December 31 2010

Assumes $100 investment at the close of trading on December 31 2005

12/31/06

13 1.005

109.83

113.068

12/31/07

98.6 18

119 141

113.301

12/31/10

174.495

97.946

123 .39

12/31/05 12/31/2006 12/31/2007 12/31/2008 12/31/2009 12/31/2010

12/31/05

IPCC 100.000

NASDAQ U.S Index 100.000

NASDAQ Insurance Stocks 100.000

12/31/08 12/31/09

128.839 113.467

57.414 82.526

104.952 109.609
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ITEM

Selected Financial Data

in thousands except per share data 2010 2009 2008 2t07 2006

Infinity

Gross written premium 952426 848816 896902 $1019011 986741

Net written premium 946869 843869 892090 1014262 982190

Net written premium growth 12.2c 5.4% 12.0c 3.3% 0.3%

Net premium earned 905.919 848391 922451 1031564 948665

Total revenues 961276 883424 930918 1.098226 1021343

Loss LAE ratio 67.0% 66.5% 70.3% 70.5% 67.0%

Underwriting ratio 22.6% 22.0% 22.2% 23.0/c 23.8%

Combined ratio 89.6% 88.5% 92.5% 93.5% 90.8%

Net earnings 91523 70594 19257 71944 87282

Net earnings per diluted share 6.95 5.09 1.23 3.87 4.26

Return on average common

shareholders equity 14.3c 12.3% 3.4c 11.4% 13.5%

Cash and investments $1283624 $1285831 $1190962 $1359002 $1419428

Total assets 1852357 1806327 1739958 1952300 2018931

Unpaid losses and LAE 477.833 509114 544756 618409 596029

Debt outstanding 194729 194651 199567 199496 199429

Total liabilities 1191173 1188167 1214627 1.351075 1354330

Shareholders equity 661184 618160 525331 601224 664.601

Cash dividend per common share 0.56 0.48 0.44 0.36 0.30

Common shares outstanding 12469 13497 14146 16200 19617

Book value per common share 53.03 45.80 37.14 37.11 33.88

Ratios

Debt to total capital 22.8% 23.9% 27.5% 24.9c 23.1%

Debt to tangible capital 24.9% 26.4% 30.7% 27.5% 25.3%

Interest coverage 12.9 11.1 5.9 10.8 12.9
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Managements Discussion and Analysis of Financial Condition and Results of Operations

ITEM

Managements Discussion and Analysis MDA of Financial Condition and Results of Operations

INDEX TO MDA
Page
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Accruals for Litigation 27
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Investments 29
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Equity Price Risk 37
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Underwriting 38

Premium 38

Profitability 41
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Realized Gains Losses on Investments 45

Other Income 46

Interest Expense 46

Corporate General and Administrative Expenses 46

Loss on Repurchase of Debt 47

Other Expenses 47

Income Taxes 48

Recently Issued Accounting Standards 48

See Cautionary Statement Regarding Forward-Looking Statements on page

Overview

Despite generally weak economy the Company enjoyed strong growth in written premium during 2010 The

fourth quarter of 2010 marks the fifth consecutive quarter that the Company has experienced growth in written

premium This increase is result of aggressive marketing efforts intended to expand Infinitys presence in its

target markets including the appointment of new agents in the Urban Zones and increased advertising and

agency incentives See Results of Operations Underwriting Premium for more detailed discussion of

Infinitys gross written premium growth

Net earnings and diluted earnings per share for the year ended December 31 2010 were $91.5 million and $6.95

respectively compared to $70.6 million and $5.09 respectively for 2009 The increase in diluted earnings per

share for 2010 is primarily due to an increase in earned premium coupled with decline in other-than-temporary

impairment losses
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Infinity had net realized gain on investments of $10.4 million at December 31 2010 compared to net realized

loss of $14.8 million in 2009 Included in the net realized gain for 2010 is $2.9 million of other than-temporary

impairments on fixed income securities compared with $19.9 million of impairments during 2009

Included in net earnings for the year ended December 31 2010 were $48.0 million $73.9 million
pre tax of

favorable development on prior accident period loss and LAE reserves compared to $42.5 million $65.4 million

pre-tax of favorable development during 2009 The following table displays combined ratio results by accident

year developed through December 31 2010

Prior Accident

Priur Accident Year FavoL able

Year Favorable Unfavorable
Accident Year Combined Ratio Unfasorable Development

Developed Through Development in millions

Accident Dec Mar June Sep Dec Q4 YTD Q4 YTD
Year 2tt9 2t10 2010 2010 2t10 2010 2010 2010 201t

Prior .. 1.3 2.0

2004 85.4/c 85.3% 85.3% 85.1% 85.0% 0.lc/c 0.3% 0.5 2.9

2005 88.6Cc 88.4cc 88.3% 88.2c 88.1% 0.0c 0.5c 0.4 4.5

2006 9l.3C/c 91.1% 90.9c 90.8c 90.6% 0.1% 0.7% 1.4 6.2

2007 94.0% 93.7% 93.4% 93.1% 92.8% 0.3% 1.2% 2.6 12.3

2008 94.l% 93.9% 933% 92.8% 92.1% 0.7% 2.0c 6.3 18.6

2009 96.2% 95.5% 94.4% 93.9% 93.0% 0.9% 3.2% 7.6 27.5

2010 YTD 99.7% 100.3% 98.7% 977%

$20.1 $73.9

Recent accident years are less developed than prior years and must be interpreted with caution However the

upward trend in the 2009 and 2010 accident year combined ratios reflects an increase in new business during

these years In 2009 new business earned premium accounted for 3S% of total earned premium while in 2010

new business accounted for 4O% of total earned premium Infinitys new business combined ratios typically run

20 to 35 points higher than renewal business combined ratios due to higher commission and acquisition expenses

as well as typically higher loss ratios See Results of Operations Underwriting Profitability for more

detailed discussion of Infinitys underwriting results

Infinitys book value per share increased 15.8% from S45.80 at December 31 2009 to $53.03 at December 31

2010 This increase was primarily due to earnings and the change in unrealized net gains on ins estments net of

shareholder dividends Return on equity for the year ended December 31 2010 was 14.3/c compared to 12.3%

for 2009

Critical Acconnting Policies

See Note Siçnficoot Repoctiog and Accounting Policies of the Notes to Can validated Financial Statements

The preparation of financial statements recluires management to make estimates and assumptions that can has

significant effect on amounts reported in the financial statements As more inlormation becomes known these

estimates and assumptions could change and thus impact amounts reported in the future Management belies es

that the establishment of insurance reserves the determination of other thantemporary impairment on

investments and accruals for litigation are the areas where the degi cc of judgment required to determine amounts

recorded in the financial statements make the accounting policies ciitical
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Insurance Reserves

Insurance reserves or unpaid losses and LAE are managements best estimate of the ultimate amounts that will

be paid for all claims that ha\ been reported up to the date of the current accounting period but have not yet

been paid ii all claims that have occurred but have not yet been reported to the Company incurred but not

reported or IBNR and iii unpaid claim settlement expenses

IBNR reserves are established for the quarter and year-end based on quarterly reserve analysis by the

Conipany actuarial staff Various standard actuarial tests are applied to subsets of the business at state

product and coverage level Included in the analyses are the following

Paid and incurred extrapolation methods utilizing paid and incurred loss de\ elopment to predict

ultimate losses

Paid and incurred frequency and severity methods utilizing paid and incurred claims count

development and paid and incurred loss development to predict ultimate average frequency i.e claims

count per auto insured or ultimate average severity cost of claim per claim and

Paid and incurred Bornhuetter-Ferguson Methods adding expected development to actual paid or

incurred experience to project ultimate losses

For each subset of the business es aluated each test generates point estimate based on des elopment factors applied

to knossn paid and incurred losses and claim counts to estimate ultimate paid losses and claim counts Selections of

factors are based on historical loss development patterns with adjustment based on professional actuarial judgment

where anticipated development patterns vary from those seen historically This estimation ol IBNR requires

selection of hundreds of such factors single point estimate for the subset being evaluated is then selected from the

results of various tests based on combination of simple averages
of the point estimates of the various tests and

selections based on professional actuarial judgment During recent years paid methods have been less reliable

because of changes in settlement practices so Infinity has more heavily relied on incurred methods

Estimating the liability for unpaid losses and LAE is inherently judgmental and is influenced by factors that are

subject to significant ariation Infinity estimates liabilities for the costs of losses and LAE for both reported and

unreported IBNR claims based on historical trends in the lollowing areas adjusted br des iations in such trends

Claims settlement and payment practices

Business mix

Coverage limits and deductibles

Inflation trends in auto repair and medical costs and

Legal and regulatory trends affecting claims settlements

Where deviations from historical trends in these key areas exist when possible quantitative and qualitatis

modifications to or selections of such factors are made to ret leet such deviations Management analyzes the

adequae of resers es using actuarial data and analytical resers development techniques including projections of

ultimate paid losses to determine the ultimate amount of reserves The list of historical trends pros icled above are

nonexhaustive examples of major factors taken into account in developing these estimates

Infinity res iews loss reserve adequacy quarterly by accident year at state and coverage les el while it res iews

reserves quatterly for the Assumed Agency Business only at the coverage les el Reserves are adlustedl as

additional infoi mation becomes known Such adjustments are reflected in current year operations Loss and LAE

resers es are also certified to state regulators annually
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During each quarterly review by the internal actuarial staff using the additional information obtained with the

passage
of time factor selections are updated which in turn adjust the ultimate loss estimates and held IBNR

reserves for the subset of the business and accident periods affected by such updates The actuarial staff also

performs various tests to estimate ultimate average severity and frequency of claims Severity represents the

average cost per claim and frequency represents the number of claims per policy As an overall review the staff

then evaluates for reasonableness loss and LAE ratios by accident year by state and by coverage

Factors that can significantly affect actual frequency include among others changes in weather driving patterns

or trends and class of driver Estimates of average frequency can be affected by changes in claims settlement and

reserving practices Auto repair and medical cost inflation jury awards and changes in policy limit profiles can

affect loss severity Estimation of LAE reserves is subject to variation from factors such as the use of outside

adjusters frequency of lawsuits claims staffing and experience levels

Management believes that Infinitys relatively low average policy limit and concentration on the nonstandard

auto driver classification help stabilize fluctuations in frequency and severity For example approximately 89%

of policies included within the nonstandard book of business include only the state-mandated minimum policy

limits for bodily injury which somewhat mitigates the challenge of estimating average severity These low limits

tend to reduce the exposure of the loss reserves on this coverage to medical cost inflation on severe injuries since

the minimum policy limits will limit the total payout

Ultimate loss estimates excluding extra contractual obligation ECU losses usually experience the greatest

adjustment within the first twelve months after the accident year Accordingly the highest degree of uncertainty

is associated with reserves for the current accident year because the current accident year contains the greatest

proportion of losses that have not been reported or settled and these elements must be estimated as of the current

reporting date Thc proportion of losses with these characteristics typically diminishes in subsequent years

As compared with loss and LAE reserves held at December 31 2010 the indicated results from utilized estimates

of loss and LAE could range from an adequate reserve position to redundancy of approximately 12% or $56.3

million These ranges do not present forecast of future redundancy since actual development of future losses on

current loss ieserves may vary materially from those estimated in the year end 2010 reserve tests Reserves

recorded are managements best estimate of the ultimate amounts that will be paid

ECU losses represent estimates of losses incurred from actual or threatened litigation by claimants alleging

improper handling of claims by the Company which are commonly known as bad faith claims Oftentimes the

onset of such litigation subsequent discovery settlement discussions trial and appeal may occur several years

after the date of the original claim Because of the infrequent nature of such claims liability for each case is

accrued based on the facts and circumstances in accordance with the Loss Contingency topic of the FASB

Accounting Standards Codification which requires that such loss be probable and estimable As such no reserve

is permissible for IBNR for threatened litigation yet to occur on accidents with dates prior to the balance sheet

date Consequently the effect of setting accruals for such items likely will result in unfavorable reserve

development in the following reserve table

Calendar year losses incurred for ECU losses net of reinsurance over the past five calendar years have ranged

from $0.3 million to Sl8.6 million averaging $8.9 million per year Gross of reinsurance ECU losses have

ranged from $0.3 million to $21.1 million averaging $10.1 million over the past five calendar years Losses for

2010 2009 and 2008 have been $0.3 million $0.3 million and $18.6 million respectively

The following tables present the development of Infinitys loss reserves net of reinsurance on GAAP basis for

the calendar years 2000 through 2010 The Infinity table includes the loss resers es of the NSA Group through

21



INFINITY PROPERTY AND CASUALTY CORPORATION 10-K

Managements Discussion and Analysis of Financial Condition and Results of Operations

December 31 2002 the addition of the Assumed Agency Business on January 2003 and those of Infinity conibined for

2003 and all subsequent years The top line of each table shows the estimated liability for unpaid losses and LAE recorded at

the balance sheet date for the indicated years The next line captioned Liability for unpaid losses and LAE as re-estimated

at December 31 2010 shows the re estimated liability as of December 31 2010 The remainder of the table presents

intervening development as percentages of the initially estimated liability The development results from additional

information and experience in subsequent years The middle line shows cumulative deficiency redundancy which

represents the aggregate percentage increase decrease in the liability initially estimated The lower portion of the table

indicates the cumulative amounts paid as of successive periods as percentage of the original loss reserve liability

These tables do not present accident or policy year development data Furthermore in evaluating the reestimated liability

and cumulative deficiency redundancy it should be noted that each percentage includes the effects of changes in 2u1ounts

for prior periods Conditions and trends that have affected development of the liability in the past may not necessarily exist in

the future Accordingly it is not appropriate to extrapolate future redundancies or deficiencies based on these tables

INFINITY
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in millions

Liability for unpaid losses

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010

LAE
As originally

estimated

As te estimated at

630 611 710 707 66 610 568 a90 a24 491 5461

December 31

0l0 713 717 798 710 610 a13 468 482 41 417 N/A

Liability re esti mated

One year latet

Two yeats later

Three years later

Font years later

Five years latet

Six years latet

Seven years later

EHht ar later

Nine yeats later

Ten years
later

Cumulative deticiency

redundancy 13.2Cc 17.DCc 11.0Cc 3Cc 8.8Cc 6.OY/c 7.6c 8.3Cc 21 .3Yc l5.0Cc N/A

Cumulative defictency

redundancy excluding

ECO losses 5.7Cc 8.6Cc 3.0Cc 8.3Cc 17.1 Cc 22.7c 21 .9 21 .Dc Cc N/A

Cumulative paid as ot

One year later

Two years later

Three yeats later

Four years latet

Five years later

Six years later

Seven yeats later

Eight years latet

Nine yeats later

Ten ears latet

53.3Cc

76.2C/c

92.OC

100.0Cc

04.9C

106.5Cc

107.3Cc

II

2.4C

II .6Cc

51.3Cc SOPCc 48.4Cc 5.6/c 50.3Cc 48.4cc 4.6Cc 46.8CC 48.2Cc

80P/c 77.1Cc 75.8Cc 72.6Cc 66.5Cc 69.1Cc 67.4Cc 61.0Cc

96.3C 943C 87.7C 80.lC 774C 74.8C 72.9Cc

105.6Cc 101 .acc 91.6Cc 87.3Cc 799Cc 77.4Cc

109.2Cc 103.7Cc 97.4Cc 88c 81.1Cc

11 04C 08.8c 98.1Cc 89.3Cc

115.8Cc 109.3Cc 98.77c

116.0Cc 109.7Cc

116.3Cc

2002 includes S126 rcsultinci from the addition ol the \ssumed Aeenc Bustness
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The following is reconciliation of Infinitys net liability to the
gross liability for unpaid losses and LAE in millions

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010

As originally estimated

Net liability shown above $630 $611 $719 $707 669 610 568 590 524 491 $461

Add reinsurance recoverables 13 37 33 32 27 16 28 28 21 18 17

Gross liability $643 648 8752 $739 $696 $626 596 618 545 $509 $478

As re estimated at

December 31 2010

Nt1iability hown above $713 $717 $798 $710 610 513 468 482 412 417 N/A

Add reinsurance recoverables 51 81 77 58 49 39 33 32 26 22 N/A

Gross liability $764 $798 $876 $768 659 $552 501 514 438 440 N/A

Gross cumulative deficiency

redundancy 18.8% 23.3% l6A% 3.9 5.4% 1.8c 15.9 16.9% 19.6% 13.6% N/A

Gross cumulative deficiency

redundancy excluding ECO

losses 8% 111% 3% 6.8c l5.5 l9.4% 22.0% 20.8% 19.7Cc l3.7% N/A

2002 includes $126 resulting from the addition of the Assumed Agency Business
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The following table presents in millions the development of loss reserves for the Assumed Agency Business

through December 31 2002 Development for 2003 for the Assumed Agency Business is included in the Infinity

table above Under the reinsurance agreement entered into with GAl Infinitys insurance subsidiaries assumed

the net reserves from GAl Accordingly gross reserves and net reserves are the same

ASSUMED AGENCY BUSINESS

2000 2001 2002

Liability for unpaid losses LAE
As originally estimated 106 116 $126

As re estimated at December 31 2010 108 116 N/A

Liability re-estimated

One
year later 104.9% 106.8%

Two years later 106.8% 10 1.6%

Three
years

later 102.8% 103.4%

Four years later 104.5% 103.7%

Five years later 104.2c 101.5%

Six years later 102.7% 10 1.3%

Seven years later 102.8% 100.6%

Eight years later 102.1% 99.5%

Nine years later 10 1.9% 99.9%

Ten years later 102.5%

Cumulative deficiency redundancy 2.5% 0.l%

Cumulative paid as of

One year later 47.0% 43.6%

Two years later 70.8% 60.2%

Three years later 80.8% 79.7%

Four years later 91 .60c 90.4%

Five years later 96.3% 94.6%

Six years later 98.6% 97.1%

Seven years later 100.0% 98.4%

Fight years later IOftQ% Q8.Qd/c

Nine years later 101.4c 99.7%

Ten years later 102.1%

The Company finds it useful to evaluate accident year loss and LAE ratios by calendar year to monitor reserve

development The following table presents by accident year loss and LAE ratios including IBNR

Accident Year Loss and LAE Ratios Through Calendar Year End

2001 2002 2003 2004 2005 2006 2007 2008 2009 2010

Accident Year

2001 82.5% 81.8% 83.2% 83.9c 84.4% 84.0% 84.0% 84.0% 83.8% 83.8%

2002 81.1% 79.1% 79.8% 80.5% 80.6% 80.3% 80.0% 79.8% 79.7%

2003 78.1% 73.2c 72.9% 72.3% 71.7c 70.9c 70.5% 70.4c

2004 71.0c 68.2% 66.3c 65.4c 64.3% 63.7% 61.4%

2005 70.5% 69.6% 67.8c 66.2% 65.2c 64.8%

2006 70.3% 1.0% 68.9% 67.4c 66.8%

2007 1.9% 72.5% 71.0c 69.8%

2008 73.% 1.9% 69.9%

2009 74.2c 71.0%

2010 75.1cc
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The following table summarizes the effect on each calendar year of reserve re estimates net of reinsurance for

each of the accident years presented The total of each column details the amount of reserve re-estimates niade in

the indicated calendar year and shows the accident years to which the re-estimates are applicable The table

includes the loss reserves of the NSA Group the Assumed Agency Business and those of Infinity combined

Favorable reserve re estimates are shoss in parentheses

in millions 2003 2005 2006 2007 2008 20t9 2010

Accident year

2000prior $16 $12 $16

2001

2002

2003 34
2004 24 17
2005 17 15 10
2006 21 14
2007 16 12
2008 15 19
2009 28

Total $07 531 $03 529 $65 574

During calendar year 2010 Infinity experienced 873.9 million of favorable reserve development primarily from

loss and LAE reserves relating to bodily injury coverage
in the California Connecticut Florida and Pennsyls ania

nonstandard programs as well as in the Commercial Vehicle program During calendar
years

2009 and 2008

Infinity experienced $65.4 million and $29.4 million respectively of favorable development primarily from loss

and LAE resers es relating to bodily injury and property damage coverages in the California Florida and

Pennsyls ania nonstandard programs The fas orable development os cr the last several years has resulted from two

significant changes in claims practices beginning in 2006 for which thc effect on loss and LAE payment patterns

has been recognized in 7008 2009 and 2010

First the Company changed its approach to handling claims in litigation Historically the majority of litigation

claims were handled in the Companys field offices utilizing outside legal counsel In 2006 and 2007 the

Company chose to utilize in house legal counsel more extensis ely which has pros en to be more cost effective

than outside counsel This change in approach brought about gradual reduction in legal costs which began to

lower LAE During 2006 and 2007 the reduction in paid LAE was gradual with little effect on historical LAE

patterns This gratlual change resulted in slight decreases in des elopment pattei ns and niodest releases of LAE

redundancy Howes er by the end of 008 the development patterns fell by anywhere from 8tc to 3ff

depending on the development period from the level of the 2007 year end analysis The des elopment patterns

fell another 7ff to 3ff in 2009 1mm the level of the 2008 yearend analysis These changes resulted in more

substantial release of LAE redundancy in 2008 and 2009

Second beginning in 2006 the claims department began placing greater emphasis on settling undisputed claims

in reduced number of days after the loss date more timely settlement of such claims ieferied to as increased

tempo svas expected to reduce the companys claim expenses especially in the cost of tental car coverage

These changes in settlement practice resulted in increased claim
pLt

ments for tIes elopment pci iods in svhich the

change took place In was not apparent in either the 2006 oi 2007 loss reserve estimation process ss hether the

increase in claim payments resulted from deteriorating undei svriting results ss hich could lead to additional loss

development oi from the increase in tempo which svould not necessarily lead to Further loss des elopment \s

discussed earlier Infinitys actuaries use mrduie of paid and incurred tests to determine the ultimate resers
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need The change in tempo created large variance in the indicated need between the paid and incurred tests

Over time as accident years matured it became clear the paid tests had over estimated the reserve and that the

incurred test results provide better estimates of the ultimate reserve need

Because Infinitys selected reserves are influenced by both the paid and incurred tests as the two sets of tests

have converged for accident years 2007 through 2009 the Company has seen favorable development However

as the effects of the increased claims settlement tempo have been in place for some tinie the impact on the paid-

incurred test differences are expected to continue to dissipate The premium growth in 2010 adds another level of

uncertainty to loss reserving that could cause either future redundancies or deficiencies

Other-than-Temporary Losses on Investments

The determination of whether uarealized losses on investments are other than temporary requires judgment

based on subjective as well as objective factors Factors considered and resources used by management include

whether the unrealized loss is credit-driven or result of changes in market interest rates

the length of time the securitys market value has been below its cost

the extent to which fair value is less than cost basis

the intent to sell the security

whether it is more likely than not that there will be requirement to sell the security before its

anticipated recovery

historical operating balance sheet and cash flow data contained in issuer SEC filings

issuer news releases

near-term prospects for improvement in the issuer and/or its industry

industry research and communications with industry specialists and

third-party research and credit rating reports

Management regularly evaluates its investment portfolio for potential impairment by evaluating each security

position that has any of the following fair value of less than 95c of its book alue an unrealized loss that

equals or exceeds $100000 or one or more impairment charges recorded in the past In addition management

reviews positions held related to an issuer of previously impaired security The process of evaluation includes

assessments of each item listed above Since it is not possible to accurately predict if or when specific security

will become other than-temporarily impaired total impairment charges could be material to the results of

operations in future period

For fixed maturity securities that are other than-temporarily impaired Infinity assesses its intent to sell and the

likelihood that the Company will be required to sell the security before recovery of its amortized cost If fixed

maturity sectirity is considered other-thantemporarily impaired but the Company does not intend to and is not

more than likely to be required to sell the security before its recovery to amortized cost the amount of the

impairment is separated into credit loss component and the amount due to all other factors The excess of the

amortized cost over the present value of the expected cash flows deterniines the credit loss component of an

impairment charge on fixed maturity security The present value is determined using the best estimate of cash

flows discounted at the effective interest rate implicit at the date of acquisition for non structured securities or

the book yield for structured securities The techniques and assumptions for determining the best estimate of
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cash flows vary depending on the type of security The credit loss component of an impairment charge is

recognized in net earnings while the non-credit component is recognized in accumulated other comprehensive

income if Infinity intends to sell or will more likely than not be required to sell security the entire amount of

the impairment is treated as credit loss

Accrnals for Litigation

Infinity continually evaluates potential liabilities and reserves for litigation using the criteria established by the

Loss Contingency topic of the FASB Accounting Standards Codification Under this guidance reserves for loss

may only be recorded if the likelihood of occurrence is probable and the amount is reasonably estimable

Management considers each legal action and records reserves for losses in accordance with this guidance

Infinity believes the current assumptions and other considerations used to estimate potential liability for litigation

are appropriate Certain claims and legal actions have been brought against Infinity for which under the rules

described abo no loss has been accrued While it is not possible to know with certainty the ultimate outcome

of these claims or lawsuits management does not expect
them to have material effect on Infinitys financial

condition or liquidity See Note 13 Legal and Regulatory Proceedings of the Notes to Consolidated Financial

Statements for discussion of the Companys material Legal Proceedings

Goodwill

in accordance with the Goodwill topic of the FASB Accounting Standards Codification Infinity performs

impairment test procedures for goodwill on an annual basis These procedures require Infinity to calculate tbe

fair alue of goodwill compare the result to its carrying value and iecord the amount of any shortfall as an

impairment charge

Infinit performed this test as of September 30 2010 using variety of methods including estimates of future

discounted cash flows and compaiisons of the market value of Infinity to its major competitors Infinitys cash

floss projections rely on assumptions that are subject to uncertainty including premium growth loss and LAE

ratios interest rates and capital requirements

The September 30 2010 test results indicated that the fair value of Infinitys goodwill exceeded its carrying

value and there was no impairment charge required at that date Additionally there svas no indication of

impairment at December 2010

Liquidity and Capital Resonrces

Ratios

The National Association of Insurance Commissioners NAIC model law for risk based capital RBC
provides formulas to determine the amount of capital that an insurance company needs to ensure that it has an

acceptable expectation of not becoming financially impaired At Decembcr 31 2010 the capital ratius of all

Infinity insurance subsidiaries exceed the RBC requirements

Sources of Fit uuds

Infinity is organized as holding company whose operations are conducted by its insurance subsidiat ies

Accordingly Infinity will ha continuing cash needs for administrative expenses the payment of interest on

borrowings shareholder clix idencls share repurchases and taxes
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At December 31 2010 Infinity had $195 million principal of senior notes due 2014 bearing fixed 5.5%

interest rate the Senior Notes outstanding Interest paynients on the Senior Notes of $5.4 million are due each

February and August through niaturity in February 2014 During 2009 Infinity repurchased $5.0 million of the

Senior Notes See Note Long Term Debt of the Notes to Consolidated Financial Statements for more

information on the Senior Notes

In August 2010 Infinity filed shelf registration statement with the Securities and Exchange Commission

which will allow the Company to sell any combination of senior or subordinated debt securities common stock

preferred stock warrants depositary shares and units in one or more offerings should the Company choose to do

so in the future

In February 2011 Infinity increased its quarterly dividend to 50.18 per share from $0.14 per share At this

current amount Infinitys 2011 annualized dividend payments will be approximately $9.2 million

In October 2006 the Company announced that the Board of Directors appros ed share repurchase program

expiring on the earlier of December 2008 or the completion of all purchases contemplated by the program

whereby the Company may repurchase up to an aggregate amount of $100 million of its outstanding common

shares On August 2009 the Board of Directors increased the authority by $28.8 million to $50.0 million as of

that date modified the authority to include the repurchase of Infinitys debt and extended the date to execute this

program to Deceniber 2010 During 2009 Infinity repurchased 689500 shares at an average cost excluding

commissions of $36.24 Infinity also repurchased $5.0 million in debt during 2009 During the third quarter of

2010 Infinity exhausted the remaining repurchase authority under this program On August 2010 Infinitys

Board of Directors approved an additional 550.0 million share and debt repurchase program expiring on

December 31 2011 During 2010 Infinity repurchased 1114200 shares at an average cost excluding

commissions of $46.79 As of December 31 2010 Infinity had $38.1 million of authority remaining under this

program

Funds to meet expenditures at the holding company come primarily from dividends from the insurance

subsidiaries as well as cash and investments held by the holding company As of December 31 2010 the holding

company had 5221.8 million of cash and investments In 2010 Infinitys insurance subsidiaries paid Infinity

51 Out million in dis idends In 7011 Infinitys insurance subsidiaries may pay Infinity up to 59o.0 million in

ordinary dividends without prior regulatory approval

In August 2008 Infinity entered into an agreement for $50 million threeyear res olving credit facility the

Credit Agreement that requires Infinity to meet certain financial and other covenants Infinity is currently in

compliance with all covenants under the Credit Agreement At December 31 2010 and 2009 there were no

borrowings outstanding under the Credit Agreement Infinity intends to renew this agreenent prior to its

expiration in August 2011

Infinitys insurance subsidiaries generate liquidity to satisfy their obligations primarily by collecting and

iii cstiug premium in advance uf paying claims Infinitys insurance subsidiarics had positive cash flow from

operations of approximately S73.3 million in 2010 587.0 million in 2009 and $27.0 million in 2008 In addition

to satisfy their obligations Infinitys insurance subsidiaries generate cash from maturing secuiities from their

combined $1.0 billion fixed maturity porttolio

Management believes that cash and investment balances cash flows from operations or borrowings and

maturities and sales of investments are adequate to meet the future liquidity needs for Infinity and its insurance

subsidiaries
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Contractual Obligations

Infinity and its insurance subsidiaries contractual obligations as of December 31 2010 are in thousands

Postretirement

Long-Term Loss and LAE Benefit Pa3 ments
Due in Debt Interest Operating Leases Reserves Total

2011 10325 $12637 $289505 253 $313120

2012 2013 21450 $21157 133.892 528 $177027

2014-2015 200363 $18075 30511 538 $249487

2016 and after 7191 23925 1.371 32487

Total $232538 $59060 $477833 $2690 $772121

The payout pattern for reserves for losses and LAE is based upon historical payment patterns and do not

represent actual contractual obligations The timing and amounts ultimately paid will vary from these

estiniates as discussed above under Critical Accounting Policies and in Note Significant Reporting

and Accounting Policies of the Notes to Consolidated Financial Statements

The payments for postretirement benefits do not represent actual contractual obligations The payments

presented represent the best estimate of future contributions

Investments

Gcneral

Infinitys Ins estment Committee which is composed exclusively of independent directors has approved

investment guidelines for the Company and its wholly owned subsidiaries The guidelines specifically address

overall ins estment objectives permissible assets prohibited assets permitted exceptions to the guidelines and

credit quality

Infinity engages two unaffiliated money managers for its fixed income portfolio and internally manages

Vanguard exchange traded fund designed to track the MSCI U.S Broad Market Index for the equity portfolio

The invesuimnt managers conduct in accordance with the Companys invesuent guidelines all of the

insestment purchases and sales for the Company and its subsidiaries The Companys Chief Financial Officer

and the Investment Committee at least quarterly review the performance of the portfolio management and

compliance svith the Companys investment guidelines Physical custody of securities is maintained at national

banks unaffiliated with the money managers

Infinitys consolidated investment portfolio at December 31 2010 contained $1.2 billion in fixed maturity

securities and $42.3 million in equity securities all carried at fair value with unrealized gains and losses reported

as separate component of shareholders equity on an after tax basis At Deceniber 31 2010 Infinity had pretax

net unrealized gains of $23.9 million on fixed maturities and pretax net tmrealized gains of $13.0 million on

equity securities Combined the pre tax net unrealized gain increased by $7.9 million for the twelse months

ended December 31 2010

Approximately 93.8% ot Infinitys fixed maturity portfolio at December 31 2010 was rated ins estment grade

credit rating of AAA to BBB by nationally recognized rating agencies The average credit rating of Infinitys

fixed maturity portfolio ss as AA at December 2010 Investment grade securities genetally bear loss er yields

and lower degrees of risk than those that are unrated or noninvestment grade Management belies es that high

quality ins estment porttolio is more likely to generate stable and predictable investment teturn
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Since all of these securities are carried at fair value in the Consolidated Balance Sheets there is virtually no

effect on liquidity or financial condition upon the sale and ultimate reali7ation of unrealized gains and losses The

average duration of Infinitys fixed maturity portfolio was 3.6 years at Deceniber 31 2010

Fair values of instruments are based on quoted prices in active markets for identical assets Level

ii quoted prices for similar instruments in active markets quoted prices for identical or similar instruments in

markets that are not active and model-derived valuations in which all significant inputs are observable in active

markets Level or iii valuations derived from valuation techniques in which one or more significant inputs

are unobservable in the marketplace Level

Level securities are U.S Treasury securities an exchange-traded fund and equity securities held in rabbi

trust Level securities are comprised of securities whose fair value was determined using observable market

inputs Level securities are comprised of securities for which there is no active or inactive market for similar

instruments ii securities whose fair value is determined based on unobservable inputs and iii securities that

are not rated by nationally recognized statistical rating organization

third party nationally recognized pricing service provides the fair value of securities in Level Infinity

periodically reviews the third party pricing methodologies and tests for significant differences between the

market price used to value the security and recent sales activity

Summarized information for Infinitys investment portfolio at December 31 2010 fullows in thouanth

c6 of

krnortiied Fair otal Fair

Cost Valor Value

U.S gn\ ernment and aeencies

U.S government 167729 170.286 14.0Cc

Gnvernment-sponsored entities 40.025 4115

Total U.S gnveninlent and agencies 207.754 211.437 l7.3U

State and municipal 392.tb7 396.99 32.iCc

Mortgacte backed CMOs and asset hacked

Residential moitgage backed seculities l9s003 197.615 1621c

Commercial morteaee backed securities 34095 3507t 2.9U

Cnllateraliied moi tgaec obligations

PAC 20.30D 20911 1.7Cc

Sequentials 15295 15664 IL/c

Jumoi 679 570 0.tY

Accretion diiected 477 473 0.0U

Whole loan 47Th 4.781 0.47c

Total CMO 41.530 42.398 3.aVc

Asset-backed securities

Auto loans .l97 26$ 0.4Q

Home equity $52 804 0.1

Credit card teceisables I237 l4I4 l.$c%

Total ABS 27286 27486 2.37C

Tntal mortgaee backed CMOs and asset-backed 297913 302.570 24.$Yc

Corpurates

Investment grade l$7a30 193922 b.9c

Non ins estment giade 68.54$ 72795 6.0Cc

Total corpurates 256079 266.7 17 l.9U

Total lixcd maturities 1153802 1.177718 Yô./

Equity securities 29.333 42.301 LYc

Total ins estmcnt portfolio 183 135 51.220019 111 0Cc
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The following table presents the returns of Infinitys investment portfolios based on quarterly investment

balances as reflected in the financial statements

T%selve months ended December 31

2010 2009 2008

Return on fixed income securities

Excluding realized gains and losses 3.8c 4.2% 4.7%

Including realized gains and losses 4.6% 3.0% 2.1%

Return on equity securities

Excluding realized gains and losses 2.8c 2.5% 1.9%

Including realized gains and losses 5.7c 2.8% 38.7%
Return on all investments

Excluding realized gains and losses 3.7c 4.2% 4.6%

Including realized gains and losses 4.6c 3.0% 0.6%

Exposure to Market Risk

Market risk represents the potential economic loss arising from adverse changes in the fair value of financial

instruments Infinitys exposures to market risk relate primarily to its investment portfolio which is exposed

primarily to interest rate risk and credit risk and to lesser extent equity price risk

The fair value of Infinitys fixed maturity portfolio is directly impacted by changes in market interest rates

generally the fair value of fixed income investnients moves inversely with movements in market interest rates

Infinitys fixed maturity portfolio is comprised of substantially all fixed rate investments with primarily short

term and intermediate term maturities This portfolio composition allows flexibility in reacting to fluctuations of

interest rates In addition the risk of loss in fair value is partially mitigated by higher market rates available for

new funds available for investment The portfolios of Infinitys insurance companies are managed to achiese an

adequate risk adjusted return while maintaining sufficient liquidity to meet policyholder obligations

Interest Rate Risk

Th fair va1ue of Infinity fixed maturity invctmcnt fluctuate in reponsc to changc in market interest rates

Increases and decreases in prevailine interest rates generally translate into decreases and increases respectively

in fair values of those instruments Additionally fair values of interest rate sensitive instruments may be affected

by the creditworthiness of the issuer prepayment options relative values of alternative in estments the liquidity

of the instrument and other general market conditions

The following table summariies the estimated effects of hypothetical increases and decreases in interest rates

resulting from parallel shifts in market yield curves on Infinitys fixed maturity portfolio and long term debt It is

assumed that the effects are realized immediately upon the change in interest rates The hypothetical changes in

market interest rates do not reflect what could he deemed best or worst case scenarios Variations in market

interest rates could produce significant changes in the timing of repayments due to prepayment options available

For these reasons actual results might differ from those reflected in the table

Sensitivit to Instantaneous Interest Rate Changes basis points

in thousands
200 100 50 50 100 20t

Fair value of fixed

maturity portfolio S125474l Sf.217.407 Sll98093 S1.177.718 SI .156991 Sl.136027 S1093.160

Fair value of long term

debt 210.897 204912 0l997 199132 196.316 193.549 188.h4
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The following table provides information about Infinitys fixed maturity investments at December 31 2010

which are sensitive to interest rate risk The table shows expected principal cash flows by expected maturity date

for each of the five subsequent years and collectis ely for all years thereafter Callable bonds and notes are

included based on call date or maturity date depending upon which date produces the most conservative yield

MBS and sinking fund issues are included based on maturity year adjusted for expected payment patterns

Expected Principal Cash Flns

\IBS CMO and Excluding MBS
in thousands ABS nnlv CMO and ABS Total

For the twelve months ended December

2011 60428 8102412 162841

2012 54467 161679 216146

2013 38821 97712 136533

2014 23777 108092 131869

2015 19605 ll0D46 130151

Thereafter 93722 243.736 337.458

Total S290820 $824178 81114998

The cash flows presented take into consideration historical relationships of market yields and prepayment

rates Howes er the actual prepayment rate niay differ from historical trends resulting in actual principal cash

floss that differ from those presented abos

Credit Risk

Infinity manages credit risk by dis ersifying the portfolio to avoid concentiations in any single industry group or

issuer and by limiting investments in securities with lower credit ratings The largest investment in any one fixed

income security excluding U.S government and agencies securities is 57.7 million or 0.7U of the fixed income

investment portfolio The top fis investments in fixed income securities excluding those issued by the U.S

government and its agencies make up 2.8Cc of the fixed income porttolio The f2dr value of non performing fixed

maturities seeuiities that have out piodueed tlmii stated iate of itivestinetit iiicoiue duiiiig the pievious twelve

months was $0.2 million or less than oh the SI .2 billion portfolio as of December 2010

The following table presents the credit rating and fair value in thousands of Infinitys fixed maturity portfolio

by major security type

Rating

Non- of

investment Total

AAA BBB Grade Fair Value Exposure

U.S government and

agencies
821143/ 211.43/ l8.OUc

State and municipal 47169 249920 1.885 8021 396.995 33.7U

Mortgage backed asset

backed and CMO 296.913 7657 302570 25.7Cc

Corporates 12857 l5U 141.638 27896 72795 266717 22.6Cc

Total fair value 8568.376 8267108 8233.522 835.917 577795 81.177.718 100.0c

of total fair value 48.3U 227Cc 19.8Cc .0U 6.2c 100.04
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Other than securities hacked by the U.S government or issued by its agencies Infinitys fixed income portfolio

contains no securities issued by any single issuer that exceed 1% of the fair value of the fixed income portfolio

Since 2007 the mortgage industry has experienced rise in mortgage delinquencies and foreclosures

particularly among lower quality exposures sub-prime and Alt As result many securities with

underlying sub prime and Alt mortgages as collateral experienced significant drops in market value Infinity

has only modest exposure to these types of investments At December 31 2010 Infinitys fixed maturity

portfolio included securities or less than 1c of the total fair value of the fixed maturity portfolio with

exposure to sub-prime and Alt-A mortgages Although these securities have sub-prime mortgages as underlying

collateral all are rated AA or better

The following table presents the credit rating and fair value of Infinitys residential mortgage backed securities at

December 31 2010 by deal origination year in thousands

Rating

All of the $197.6 million of residential mortgage backed securities are government-sponsored enterprises

GSE
The following table presents the credit rating and lair value of 1nfinitys commercial mortgage-backed securities

at December 31 2010 by deal origination year in thousands

Rating

investment

AAA 1388 Grade Fair Value

245 .5 245

4703 4703

583 583

4512 4512

7744 7744

15.181 15181

2103 7103

$35070 Y5070

100.0% 100.0c

None of the $35.1 million of commercial mortgage-backed securities are GSLs

Non-

Deal Origination Year AAA AA 888
investment

Grade Fair Value

2006 2301 2301

2007 9792 9792

2008 44299 44299

2009 59409 59409

2010 81.814 81814

Total fair value $197615 .5 $197615

of total fair value 100.0% 0.0c 0.0% 0.0% 0.0% 100.0%

of

Total

Exposure

1.2%

3.0%

22.4%

30.1%

1.4c

100.0%

Non-

Deal Origination Year

2001

2002

2003

2004

2005

2006

7007

Total fair value

of total fair value

Vt of

Total

Exposure

0.7%

13.4%

1.7%

12.9%

22.1%

43.3%

6.0Cc

100.0Cc

0.0c 0.0Cc 0.0c
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The following table presents the credit rating and fair value of Infinitys collaterali7ed

portfolio at December 31 2010 by deal origination year in thousands

Rating

mortgage obligation

RBB
investment

Grade1tiA

6098

10262

8207

11.584

1469

$37620

887%

AA

570

2187

2.021

$4778

11.3%

Fair Value

570

6.098

10262

10394

2021

11584

1469

$42398

100.0%0.0% 0.0% 0.0%

Non-

Deal Origination Year

of

Total

Fxposure

1999 1.3%

2002 14.4%

2003 24.2%

2004 24.5%

2005 4.8%

2009 27.3%

2010 3.5%

Total fair value 100.0%

of total fair value

Of the $42.4 million of collateralized mortgage obligations $27.9 million are GSE

The following table presents the credit rating and fair value of Infinitys ABS portfolio at December 31 2010 by

deal origination year in thousands

Rating

Non-

investment

Deal Origination Year AA tA BBB Grade Fair Value

of

Total

Exposure

2001 709090 $0 SO 70 0.3%

2003 5829 5829 21.2%

2004 D2 52 0.2%

2006 660 660 2.4%

2007 3866 3866 l4.lc

2008 5405 5405 19.7/c

2009 8244 8244 30.0%

2010 2533 877 3360 122%

Total fair value $26607 $879 $27486 100.0%

of total fair value 96.8% 3.2c 0.0% 0.0/c 0.0/c 100.0%
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The following table shows Infinitys fixed maturity securities by NAIC designation and comparable Standard

Poors Corporation rating as of December 31 2010 in thousands

NAIC Rating Comparable SP Rating Amortiied Cost Fair Value

AAA AA $1053832 $1072217 91.0%

BBB 35186 36696 3.1%

Total investment grade sd089018 Sl108912 94.2%

BB 48863 51793 4.4%

14436 15430 1.3%

CCCCCC 1.071 1.168 0.1%

415 415 ftO%

Total non-investment grade 64.784 68806 5.8%

Total $1153802 $1.1777l8 100.0%

In 2008 several state and municipal bond insurers had their credit ratings downgraded or placed under review by

one or more nationally recognized statistical rating organizations These doss ngrades were result of perceived

weakening of the insurers financial strength because of losses incurred on mortgage-backed and asset-backed

securities These securities experienced increased delinquencies and defaults because of weakening economy

and housing market in particular

Infinitys investment portfolio consists of 5397.0 million of state and municipal bonds of which 5158.2 million

are insured Of the insured bonds 4i% are insured with MBIA 30.9% with Assured Guaranty 23.3% with

AMBAC and 0.3% are insured with XL Capital The follosving table presents the underlying ratings represented

by the lower of Standard and Poors Moodys or Fitchs latings of the state and municipal bond portfolio in

thousands at December 2010

Municipal Bonds

Insured Uninsured fotal

of of of

Fair Fair air Fair air Fair

Rating Value Value Value Value Value Salue

AAA 5.403 3.4% 41766 17.5% 47169 11.9%

AA AA AA 86563 54.7% 163Th7 68.4% 249920 63.0%

58228 36.8% 336D7 14.1% 1.885 23.1%

BBB BBB BBB 8021 5.1% 0.OC/c 8021 2.0%

Total 5158215 100.0% 5238780 100.0Cc S396995 100.0%
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The following table presents the credit rating and fair value of Infinitys state and municipal bond portfolio by

state at December 31 2010 in thousands

Rating

The following table presents the fair value of Infinitys state and municipal bond portfolio by state and type of

bond at December 31 2010 in thousands

Non-

investment of Total

State AAA kA BBB Grade Fair Value Exposure

TX 14206 19803 6566 40575 10.2%

GA 9330 8390 4856 4709 27285 6.9%

NY 26233 26233 6.6%

FL 11 11424 10124 21548 5.4%

WA 1480 14659 1774 17913 4.5%

PA 8806 8227 17033 4.3%

MI 387 6664 8416 15468 3.9%

IN 12810 1509 14318 3.6%

CO 1755 8950 3599 14304 3.6%

TN 12953 12953 3.3%

Allotherstates 20010 119230 46814 3312 189365 47.7%

Total fair value $47169 $249920 $91885 $8021 $396995 lOftO%

%of total fair value 11.9Cc 63.0% 23.1% 2.0% 0.0% 100.0%

Type

General Ohllgation
of otat

State State Local Revenue Other Fair Value Exposure

TX 4334 $1 1864 24377 40575 10.2%

GA 7568 2.240 17477 27285 6.9%

NY 5.857 20377 26233 6.6%

FL 1044 15.843 4.660 21548 5.4%

WA 6.175 563 11.174 17913 4.5%

PA 2102 2554 12377 17033 4.3%

MI 4990 10.477 15468 3.9%

IN 14318 14318 3.6%

CO 1396 9.431 3476 14304 3.6%

TN 10289 2664 12953 3.3%

All other states 37904 24567 126037 857 189365 47.7%

Total fair value $59128 $64321 $264553 $8993 5396995 100.0%

/c of total fair value ................. 14.9% la.2% oo.a% 2.3c 100.0ü
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The following table presents the fair value of the revenue category of Infinitys state and municipal bond

portfolio by state and further classification at December 31 2010 in thousands

Revenue Bonds
of Total

State Transportation Utilities Education Other Fair Value Exposure

TX $11405 6413 4424 2136 24377 9.2%

GA 8491 5233 1762 1991 17477 6.6%

NY 2268 5902 12207 20377 7.7%

FL 12603 3240 15843 6.0%

WA 7920 3254 11174 4.2%

PA 8227 4150 12377 4.7%

MI 10477 10477 4.0%

IN 1990 9013 3316 14318 5.4%

CO 2211 7220 9431 3.6%

TN 2664 2664 1.0%

All other states 34739 28065 11484 51750 126037 47.6%

Total fair value $81933 $47631 $46619 $88371 $264553 100.0%

%oftotalfairvalue 31.0% 18.0% 17.6% 33.4% 100.0%

Equity Price Risk

Equity price risk is the potential economic loss from adverse changes in equity security prices Infinitys

exposure to equity price risk is limited as its equity investments comprise only 3.5% of its total investment

portfolio At December 31 2010 the fair value of Infinitys equity portfolio was $42.3 million
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Results of Operations

Underwriting

Premium

Infinitys net earned premium is as follows in thousands

Twelve months ended December 31

2010 2009 Change Change

Net earned premium
Grnss written premium

Personal Auto

Focus States

Urban Zones $750519 $660334 90185 13.7%

Non-urban Zones 109361 89221 20140 22.6%

Total Focus States 859880 749554 110325 14.7%

Maintenance States 22457 26994 4537 16.8%
Other States 2863 5409 2546 47.1%

Total Personal Auto 885200 781957 103243 13.2%

Commercial Vehicle 57206 53632 3574 6.7%

Classic Collector 10020 13118 3098 23.6%
flther 109 109 I00.0f

Total gross
written premium1 952426 848816 103611 12.2%

Ceded reinsurance 5558 4947 611 12.3%

Net written premium 946869 843869 103000 12.2%

Change in unearned premium 40950 4522 45472 NM

Net earned premium $905919 $848391 57528 6.8%

Twelve months ended December 31

2009 2008 Change Change

Net earned premium
Gross written premium

Personal Auto

Focus States

Urban Zones $660334 $680009 19675 2.9%
Non urban Zones 89221 103834 14613 14.1%

Total Focus States 749554 783843 34288 4.4%
Maintenance States 26994 37240 10246 27.5%
Other States 5409 10969 5560 50.7%

Total Personal Auto 781957 832051 50094 6.0%
Commercial Vehicle 53632 42795 10837 25.3%

Classic Collector 13118 21253 8135 38.3%
Other 109 803 694 86.4%

Total gross written premium 848816 896902 48087 5.4%
Ceded reinsurance 4947 4812 135 2.8%

Net written premium 843869 892090 48221 5.4%
Change in unearned premium 4522 30361 25839 85.l%

Net earned premium 8848391 $922451 74060 8.0%

2009 and 2008 exclude less than 80.1 million each of premium written on behalf of other companies
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The following table shows Infinitys policies in force

Twelve months ended December 31

2010 2009 Change Change

Policies in Force

Personal Auto

Focus States

Urban Zones 659714 586963 72751 12.4%

Non urban Zones 83327 69441 13886 20.0%

Total Focus States 743041 656404 86637 13.2%

Maintenance States 17749 19551 1802 9.2%
Other States 1998 3675 1677 45.6%

Total Personal Auto 762.788 679.630 83158 12.2%

Commercial Vehicle 32191 28120 4071 14.5%

Classic Collector 34087 41312 7225 17.5%

Total policies in force 829066 749062 80004 10.7%

Twelve months ended December 31

2009 2008 Change tc Change

Policies in Force

Personal Auto

Focus States

Urban Zones 586.963 582198 4765 0.8%

Non urban Zones 69441 75543 6102 8.l%

Total Focus States 656104 657.741 1.337 0.2%

Maintenance States 19.55 26411 6860 26.0%

Other States .675 7530 3.855 51 .2%

Total Personal Auto 679630 691682 12.052 l.7%
Commercial Vehicle 28120 1900D 8.5 15 43.4%

Classic Collector 41.312 61.416 20104 32.7%

Other 29D 295 100.0%

Total policies in force 749062 772998 23936 3.l%

2010 compared to 2009

Gross written premium grew 12.2% during the twelve months ended December 31 2010 compared with the

twelve months ended December 2009 During 2010 Infinity implemented 22 rate revisions in various states

with an overall rate increase of 1.3% Policies in force at December 31 2010 increased 10.7% conipared with the

same period in 2009 Gross written premium grew more than policies in force due to shift in business mix

toward policies offering broader coverage These policies typically generate higher premium per policy than

those with coverage that is more restricted
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During 2010 personal auto insurance gross written premium in Infinitys Focus States gress 14.7% when

conipared with 2009 with growth in all states excluding Nevada The increase in gross written premium is

primarily result of growth in California Florida and Texas

California gross written premium grew 3.2% during 2010 compared to 2009 Infinity believes that two

program revisions that became effective in California during the second quarter of 2010 have allowed

the Company to segment its rates more effectively These revisions coupled with increases in

commissions and other agency incentives have stimulated growth in the state

Florida gross written premium grew 0.6% during 2010 compared to 2009 The overall increase in

Non-urban Zone premium is result of growth in Florida Floridas gross written premium growth is

attributable to increased marketing efforts coupled with underwriting restrictions and rate increases

recently implemented by competitors Infinity took aggressive actions in 2008 and 2009 in advance of

competitors to improve profit margins in Florida The Company has increased rates 14.9% in the

twelve months ended December 2010 and modified certain underwriting rules in the state

Texas gross written premium grew by 31.0% during 2010 compared to 2009 The growth in premiums

in Texas primarily relates to the standard program which Infinity introduced in late 2009

Gross written premium in the Maintenance States declined 16.8% during 2010 compared to 2009 primarily due

to declines in Connecticut and South Carolina Infinity increased rates in several of the Maintenance States

during 2009 in an effort to improve profitability

Infinitys Commercial Vehicle gross written premium grew 6.7Cc during 2010 compared to 2009 This growth is

primarily duc to growth in California resulting from the appointment of new agents

2009 compared to 2008

Gross written premium decreascd 5.4% during the twelse months ended December 31 2009 compared with the

twelve months ended December 2008 Although premium declined for the year Infinity did experience gross

written premium growth during each month of the fourth dluarter Infinitys eiowth durine the fourth quarter of

2009 was the first quarterly increase the company has had since the second quaiter of 2007 During 2009 Infinity

implemented 29 rate revisions in arious states with an overall rate impact of 0.3% decrease Policies in force

at December 31 2009 decreased 1% compared with December 2008 Gross written premium declined more

than policies in force due to shift in the business mix to more liability only policies which have lower average

premium

During 2009 personal auto insurance gross written premium in Infinitys eight Focus States clecieased 4.40c

compared with 2008 This decline in gross written premium is primarily result of declines in Ariiona Florida

and Georgia

In Arizona gross written premium declined 22.3% during the twelve months ended December 31 2009

as compared with the same period of 2008 This decline is primarily clue to competitor rate decreases

and worsening economic conditions in the state

Gross written premium declined 11.1cc in Florida primarily clue to Infinity raising rates 15.1Cc during

2008 and tightening underwriting standards to improve profitability in the state

In Georgia gross written premium was do cc for the twelve months This decline is primarily

result of rate increases intended to improve profitability in the state
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An increase in gross written premium in Illinois partially offset the decline in premium in At-izona Florida and

Georgia during 2009 Illinoiss gross written premium increased 155.0% during 2009 primarily because of

continued growth in the recently introduced Chicago Urban Zone Gross written premium in California Infinitys

largest state by premium volume was down just 0.1% for the year

Gross written premium in the Maintenance States declined 27.5% during 2009 with declines in all states in this

category Infinity increased rates in several of the Maintenance States during 2009 in an effort to improve

profitability

Infinitys Commercial Vehicle gross written premium increased 25.3% during the twelve months ended

December 31 2009 as compared with the same period of 2008 because of growth in California which was new

market for this product

Profitability

key operating performance measure of insurance companies is underwriting profitability as opposed to overall

profitability or net earnings Underwriting profitability is measured by the combined ratio When the combined

ratio is under 100% underwriting results are generally considered profitable when the ratio is over 100%

underwriting results are generally considered unprofitable The combined ratio does not reflect investment

income other income interest expense other
expenses or federal income taxes
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While financial data is reported in accordance with GAAP for shareholder and other investment purposes it is

reported on statutory basis for insurance regulatory purposes Infinity evaluates underwriting profitability based

on combined ratio calculated using statutory accounting principles The statutory combined ratio represents the

sum of the following ratios losses and LAE incurred as percentage of net eamed premium and

ii underwriting expenses incurred net of fees as percentage of net written premium Certain expenses are

treated differently under statutory and GAAP accounting principles Under GAAP commissions premium taxes

and other variable costs incurred in connection with writing new and renewal business are capitalized as deferred

policy acquisition costs and amortized on pro rata basis over the period in which the related premium is earned

on statutory basis these items are expensed as incurred Costs for computer software developed or obtained for

internal use are capitalized under GAAP and amortized over their useful life rather than expensed as incurred as

required for statutory purposes Additionally bad debt charge offs on agent balances and premium receivables

are included only in the GAAP combined ratios

Twelve months ended December 31

2010 2009 Point Change

Loss Loss Loss

LAE Underwriting Combined LAE Underwriting Combined LAE Underwriting Combined
Ratio Ratio Ratio Ratio Ratio Ratio Ratio Ratio Ratio

Personal Auto

Focus States

Urban Zones 68.1% 21.6% 89.6% 68.5C/c 20.2% 88.7% 0.4% 1.4% 0.9%

Non-urban Zones 7u.Scc 21.9% 92.7% 67.5% 21.2cc 88.6% 3.3% 0.7% 4.0%

Total Focus States 68.4% 1.6% 90.0% 68.4% 20.3% 88.7% 0.0% 1.3% 1.3%

Maintenance States 56.8% 25.3% 82.1% 67.8% 23.2% 91.0% 1.0% 2.1% 8.9%

OtherStates NM NM NM NM NM NM NM NM NM

Subtotal 67.7% 21.7% 89.5% 68.2% 20.5Cc 88.7% 0.5% 1.2% 0.7%

Commercial Vehicle 68.3% 20.5% 88.8% 72.3% 21.6% 93.8% 3.9% 1.l% 5.0%

Classic Collector 37.0% 42.0% 79.0% 37.3% 42.4% 79.7% 0.3% 0.4% 0.7%

Other NM NM NM NM NM NM NM NM NM

Total
statutory

ratios 67.0Cc 21.4% 88.4% 66.5% 20.7% 87.2Cc 0.4% 0.8% 1.2%

Total
statutory

ratios

excluding development 75.1% 1.4% 96.6% 74.2% 20.7% 94.9% 0.9% 0.8% 1.7%

OAAP ratios 67.0% 22.o% 89.o% 6o.5% 22.0% 88.5% 0.j% 0.0% 1.1%

OAAP ratios

excluding development 75.1% 22.6% 97.7% 74.2% 22.0% 96.2Cc 0.9% 0.6% 1.6%

NM Not meaningful due to the low premium for these lines

42



INFINITY PROPERTY AND CASUALTY CORPORATION 10-K

Managements Discussion and Analysis of Financial Condition and Results of Operations

T%selve months ended December 31

2009 2008 Point Change

Loss Loss Loss

LAE Underwriting Combined LAE Underssriting Combined LAE Underwriting Combined

Ratio Ratio Ratio Ratio Ratio Ratio Ratio Ratio Ratio

Pet sonal Auto

Focus States

Urban Zones 68.5% 20.2% 88.7% 71.7% 19.8% 91.5% 3.2s 0.4% 2.89

Non urban Zones 67.5% .2% 88.6% 74.7% 21.4% 96.1% 7.3% 0.2% 7.5%

Total Focus States 68.4% 20.3% 88.7% 72.1 20.0% 92.1% 37% 0.3cc 3.5%

Maintenance States 67.8% 23.2% 1.0% 71.2% 22.3cc 93.6% 3.4% 0.9% 2.5%

Other States NM NM NM NM NM NM NM NM NM

Subtotal 68.2% 20.5% 88.7% 71.8% 20.2% 92.0% 3.6U 0.3% 3.3Yc

Commercial Vehicle 72.3% 71.6% 93.8% $22% 21.6% lO3.8Gc l0.0% 0.0% lO.t%
Classic Collector 37.3% 42.4% 79.7% 43.4% 41.7% 85.1% 6.1 0.7%

Other NM NM NM NM NM NM NM NM NM

Total
statutory

ratios 66.5% 20.7% 87.2% 70.3% 20.9% 91.2% 3.8/c 0.2U 4.0%
Total statutoi ratios

excioding development 74.2% 0.7c 94.9cc 73 20.9% 94.4% 0.7% 0.%U 0.5%

GAAP ratios 66.7cc 21.0% 88.5% 70.3% 12.2% 92.%c 3.8% 0.2% 4.0/c

OAAP tatios excluding

desclopment 74.2% 22.0% 96.2% 73 22.2% 9.7% 0.7% 0.2% 0.3%

NM Not meaningful due to the low piemiom lot these lines

In evaluating the profit performance of Infinitys business the Companys management reviews underwriting

profitability using statutory combined ratios Accordingly the discussion of underwriting results that follows will focus

on these ratios and the components thereof unless otherwise indicated

2010 compared to 2009

erall the statutory combined ratio for thc yew ended December 2010 of 88.lc deteriorated by 1.2 points from

87.2c for 2009 The twelve months cnded December 31 2010 benefited from S73.9 million of favorable des elopment

on loss and LAE reserses compared to $65.1 million for 2009 Bodily injury coveragc in California Connccticut

Florida and Pennsylsania as well as the Commercial Vehicle product related to accident years 2009 2008 and 2007

drove favorable development during 2010 See Critical Accounting Policies Insurance Rescrves for more detailed

discussion of loss reserving and development Excluding the favorable development from both years the combined

ratio increased from 94.9% in 2009 to 96.6% in 2010 The GAAP combined ratio for 2010 increased by 1.1 points from

88.5% at December 31 2009 to 89.6% in 2010 Excluding the effect of favorable development the GAAP combined

ratio for 2010 was 97.7% compared to 96.2% for 2009 Infinity expects the GAAP combined ratio excluding

redundancy releases to be between 98.Oc and 99.O% during 2011

Catastrophe related losses were $3.5 million and $1.0 million during 2010 and 2009 respectively

The 1.3 point increase in the Focus States combined ratio for the year ended December 31 2010 was primarily drisen

by an increase in the underwriting ratio The underwritine ratio is up clue to growth in new business on which the

Company pays higher commission rates The Urban Zone loss and LAE ratio declined slightly because of impros ement

in the Califon3ia Urban Zones An increase in the Non-urban Zone loss and LAE ratio driven by Florida Non urbati

Zones offset this decline Floridas Non-urban zone loss ratio rose because of growth in new business in late 2009 and

into 2010 Infinity has taken actions including raising rates and tl1odifying certain underwriting standards to impros

the unclerperforming segments of the Florida business
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The loss and LAE ratio in the Maintenance States declined 11.0 points for the year ended December 2010

because of declines in the loss ratios in all Maintenance States excluding South Carolina and Tennessee

The loss and LAE ratio for the Commercial Vehicle business declined by 3.9 points during the year ended

December 2010 when compared with 2009 primarily because of favorable development on loss reserves

Additionally the Company experienced several large losses in its Commercial Vehicle business during 2009

2009 compared to 2008

Overall the statutory combined ratio for the year ended December 2009 of 87.2% improved 4.0 points from

91.2% for 2008 For the twelve months ended December 31 2009 Infinity had 565.4 million of favorable

development on prior accident period loss and LAE reserves compared with $29.4 million of favorable

development for the
year

ended Deceniber 31 2008 Excluding the favorable development from both years the

combined ratio increased from 94.4% in 2008 to 94.9C/r in 2009 Catastrophe related losses ssere $1.0 million and

$1.8 million during 2009 and 2008 respectively

The combined ratio improvement in the Focus States during 2009 is primarily result of favorable development

on loss and LAE reserves in California and Florida Excluding favorable development the loss and LAE ratio in

the Focus States for 2009 has increased when compared with 2008 primarily as result of an increase in the loss

ratio in California where Infinity took rate decreases in late 2007 and mid2008 in order to comply with the

states Fair Rate of Return regulations as well an increase in frequency and severity iii bodily injury coverage

The loss and LAE ratio in the Maintenance States declined for the year ended December 7009 compared svith

2008 primarily because of favorable development on LAE reserves in Connecticut The underwriting ratio in

these states grew in 2009 due to fixed expenses over decline in premium

The loss and LAE ratio for the Commercial Vehicle business decreased substantially during 2009 ss hen

compared with 2008 primarily because of an extra contractual claim in Florida recorded during 2008 Excluding

this claim the combined ratio for the twelve months ended December 2008 would be 79.8% This compares

with 93.8% for the twels months ended December 31 2009 The increase iii the combined ratio excluding the

extra contractual claim is result of an increase in the loss ratio in California clue to shift toward new business

which typically has higher loss ratio than reness al business

Investment Income

Investment income primarily includes gross ins estment res enue and investment management fees as shoss in

the following table in thousands

TweI.e months ended Decemher 3t

2010 2009 2008

Investment income

Interest income on fixed maturities cash and cash

equivalents 48l3 50567 58.909

Dividends on equity securities 8a3 782 871

Gross investment income 46.666 51 349 59.780

Investment expenses 2033 19 30 1.830

Net investment income 44633 49.4 18 a7950

Average investment balance at cost sl244.763 Sl.2228l6 S1.298l 12

Returns excluding realiLed gains and losses 3.7% 4.2 4.6%

44



INFINITY PROPERTY AND CASUALTY CORPORATION 10-K

Managements Discussion and Analysis of Financial Condition and Results of Operations

2010 compared to 2009

Changes in investment income reflect fluctuations in market rates and changes in average invested assets Net

investment income for the year ended December 31 2010 declined compared to 2009 primarily due to decline

in book yields because of general decline in market interest rates for high quality bonds

2009 compared to 2008

Changes in investment income reflect fluctuations in market rates and changes in average invested assets Net

investment income declined $8.5 million for the twelve months ended December 31 2009 as compared with the

same period in 2008 primarily due to both decrease in quarterly average invested assets of 5.8% in 2009

compared to 2008 and decline in yields for high quality securities

Realized Gains Losses on Investments

Infinity recorded realized gains losses on sales and disposals and impaiments for unrealized losses deemed

other-than-temporary as follows before tax in thousands

Twelve months ended December 312010

Total Realized

Gains Losses

9521

_______
917

10438

Fixed maturities

Equities

Total

Fixed maturities

Equities

Total

2010 compared to 2009

Twelve mo nths ended Decemb er 31 2009

Net Realized

Gains Losses
on Sales

Impairments

Recognized in

Earnings

Total Realized

Gains Losses

4914 $09850 $04936
112 112

5026 $09850 $04824

Twelve months ended December 31 2008

Net Realized Impairments
Gains Losses Recognized in

on Sales Earnings

$10440 $03229

18590

$10440 $61818

The total realized gain in 2010 was primarily result of securities sold to utilize portion of Infinitys capital

loss carrytorward

Fixed maturities

Equities

Total

Net Realized

Gains Losses

on Sales

$12423

Impairments

Recognized in

Earnings

2902
921

$13344 2906

Total Realized

Gains Losses

$32788
18590

$51378
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2009 compared to 2008

The total realized loss in 2009 was primarily result of credit-related other than temporary impairments on

asset-backed securities particularly those with equipment leases as collateral and non investment grade

corporate bonds

Other Income

Twelve months ended December 31

in thousands 2010 2009 2108

Finance charges on assumed business

Gain on sale of Connecticut personal auto book 574

Other 286 439 1315

Total Other Income $286 $439 $1895

2010 compared to 2009

Other income for the twelve months ended December 31 2010 declined just $0.2 million when compared to

2009 The other items included in Other Income of $0.3 million in 2010 and $0.4 million in 2009 are of

non recurring nature

2009 compared to 2008

Other income for the twelve months ended December 31 2009 decreased $1.5 million when compared to 2008

This decline is primarily attributable to $0.6 million decline in fees received on renewal premium from the

2005 sale of the Assumed Agency Businesss Connecticut personal auto book The other items included in Other

Income of $1.3 million in 2008 and $0.4 million iii 2009 are of nonrecurring nature

Interest Expense

iwelve months ended December 31

in thousands 2010 2009 2008

Senior Notes $10802 $11055 511.071

The Senior Notes carry coupon rate of S.50c effective yield of 555C% and require no principal payment until

maturity in February 2014 See Note Long-Term Debt of the Notes to Consolidated Financial Statements for

additional information on the Senior Notes

Corporate General and Administrative Expenses

Twelve months ended December 31

in thousands 2010 2009 2008

Corporate Gcneral and Administrative Expenses $7814 $6.7 13 S6.958
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2010 compared to 2009

Corporate general and administrative
expenses

increased by $1.1 million in 2010 compared to 2009 The increase

is primarily due to an increase in the accrual for Performance Share Plan expense Due to recent premium

growth Infinity now expects larger share award than was previously anticipated See Note Share Based

Compensation of the Notes to the Consolidated Financial Statements for additional information on the

Performance Share Plan

2009 compared to 2008

Corporate general and administrative expenses decreased just 3.5 or $245000 in 2009 compared to 2008

Loss on Repurchase of Debt

During 2009 Infinity repurchased $5.0 million of its long-term debt Infinity recognized loss of approximately

$11000 on the redemption due to unamortized bond issue costs and unamortized discount on the repurchased

bonds Infinity did not repurchase any of its long-term debt during 2010

Other Expenses

Twelve months ended Deeernher 31

in thousands 2010 2009 2008

Corporate litigation expense 205 771 590

Loss on sublease 1911 1447 497

Restructuring charges 788

Other 827 1650 3.482

Total Other Expenses $2533 S3870 $5358

2010 compared to 2009

Other expenses declined $1.3 million for the twelve month period ended December 31 2010 as compared to

2009 The decline is primarily due to decrease in corporate litigation expense which includes the release of

approximately $0.4 million in reserves related to class action lawsuits during 2010

2009 compared to 2008

Other expenses declined $1.5 million for the twelve-month period ended December 2009 as compared to

2008 The decline is primarily due to $0.8 million in restructuring charges incurred in 2008 as the company

completed its restructuring efforts as well as decrease in operating expenses relating to Infinitys retail store

initiative which the Company ceased pursuing The loss on sublease in 2009 was due to the sublet of 11 .494

square feet of the Companys Colonnade Park corporate headquarters Staff reductions and the shift of some

operations to the Liberty Park building in 2008 and 2009 freed this space for sublet
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Income Taxes

The following table reconciles the Companys U.S statutory rate and effective tax rate for the periods ending

December 31 2010 2009 and 2008

Twelve months ended Deremher 31

2010 2009 2008

U.S Statutory tax rate 35.0% 35.0% 35.0%

Adjustments

Dividends received deduction 0.l% 0.2% 0.3%
Tax exempt interest 2.8% 2.3% 5.2%

Adjustment to valuation allowance 3.3c 3.9% 34.1%

Other 110% 0.1% 118%

Effective tax rate 28.8% 36.5% 64.4%

Infinity has recorded valuation allowance equal to 100c of the available capital loss carry forward As capital

gains are generated Infinity takes credit for the deferred tax asset and reduces the valuation allowance In

addition Infinity includes the tax on losses recorded on other-than-temporarily impaired securities in the

valuation allowance

Recently Issued Accounting Standards

In January 2010 the Financial Accounting Standards Board FASB issued Accounting Standards Update

Number 2010 06 This update requires new disclosures regarding fair value measurements and clarifies existing

fair value disclosures Infinity adopted the provisions of this update for all periods ending after December 15

2009 The disclosures required by this update can be found in Note of the Consolidated Financial Statements

In October 2010 the Financial Accounting Standards Board issued Accounting Standards Update ASU
No 2010 26 Accounting tor Costs Associated with Acquiring or Renewing Insurance Contracts Deferred

acquisition costs are amortized using methods dependent on the underlying insurance contract Other costs that

do not vary
with and ate not primarily related to the acquisition or renewal of an insurance contract are expensed

as incurred The purpose
of this update is to standardize the interpretation of which types of costs incurred when

acquiring or renewing an insurance contract qualify for deferral The provisions of this ASU will be effective for

interim periods and fiscal years beginning after December 15 2011 Infinity has not yet determined what impact

this ASU will have on the Companys financial statements
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ITEM 7A

Quantitative and Qualitative Disclosures about Market Risk

The information required by Item 7A is included in Managements Discussion and Analysis of Financial

Condition and Results of Operations under the caption Exposure to Market Risk

ITEM

Financial Statements and Supplementary Data

Infinity Property and Casualty Corporation and Subsidiaries

Report of Independent Registered Public Accounting Firm 54

Consolidated Statements of Earnings

Years ended December31 2010 2009 and 2008 55

Consolidated Balance Sheets

December 31 2010 and 2009 56

Consolidated Statements of Changes in Shareholders Equity

Years ended December 31 2010 2009 and 2008 57

Consolidated Statements of Cash Flows

Years ended December 31 2010 2009 and 2008 58

Notes to Consolidated Financial Statements 59

ITEM

Changes in and Disagreements with Accountants on Accounting and Financial Disclosure

None
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ITEM 9A

Controls and Procedures

Evaluation of Disclosure Controls and Procedures

The Company carried out an evaluation under the supervision and with the participation of the Companys

management including its Chief Executive Officer and Chief Financial Officer of the effectiveness of Infinitys

disclosure controls and procedures as defined in Exchange Act Rules 13a 15e and 15d-15e as of

December 31 2010 Based on that evaluation they concluded that the controls and procedures are effective in

providing reasonable assurance that material information required to be disclosed in the Companys reports filed

with or submitted to the Securities and Exchange Commission SEC under the Securities Exchange Act is

recorded processed summarized and reported within the time periods specified in the SEC rules and forms and

that such information is accumulated and communicated to the Companys management including its Chief

Executive Officer and Chief Financial Officer as appropriate

Managements Report on Internal Control over Financial Reporting

Infinitys management is responsible for establishing and maintaining adequate internal control over financial

reporting as such term is defined in Exchange Act Rules l3a-15f and lsd-15fj Under the supervision and with

the participation of management including the principal executive officer and principal financial officer Infinity

conducted an evaluation of the effectiveness of its internal control over financial reporting as of December 31 2010

based on the framework in Internal Control late grated Framework issued by the Committee of Sponsoring

Organizations of the Treadway Commission Based on the Companys evaluation management concluded that

Infinitys internal control over financial reporting was effective as of December31 2010

Ernst Young LLP the independent registered public accounting firm that audited the Companys consolidated

financial statements contained in this Annual Report on Form 10-K has issued an attestation report on the

effectiveness of the Companys internal control over financial reporting as of December 31 2010 which is

included herein

Because of its inherent limitations system of internal control over financial reporting can provide only

reasonable assurance and niay not prevent or detect misstatements Further because of changes in conditions

effectiveness of internal controls over financial reporting may vary over time Infinitys system contains self

monitoring mechanisms and actions are taken to correct deficiencies as they are identified

Changes in Internal Control over Financial Reporting

During the fiscal quarter ended December 31 2010 there have been no changes to the Companys internal

control over financial reporting that have materially affected or are reasonably likely to materially affect our

internal control over financial reporting



Report of Independent Registered Public Accounting Firm on

Internal Control over Financial Reporting

Board of Directors

Infinity Property and Casualty Corporation

We have audited Infinity Property and Casualty Corporations internal control over financial reporting as of

December 2010 based on criteria established in Internal Control Integrated Framework issued by the

Committee of Sponsoring Organiiations of the Treadway Commission the COSO criteria Infinity Property and

Casualty Corporations 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 er 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 testing and evaluating the design and operating effecti\ eness of internal control based on the

assessed risk and performing such other procedures as we considered
necessary

in the circumstances We believe

that our audit proviclesareasonable basis for our opinion

companys internal control over financial reporting is
process designed to provide reasonable assurance

rcgarding the reliability of financial reporting and the prcparation 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 accorckmce 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 contiol over financial reporting mas not pres cot or detect

misstatements In addition projections of any aluation 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

In our opinion Infinity Property and Casualty Corporation and subsidiaries maintained in all material respects

effective internal control over financial reporting as of December 31 2010 based on the COSO criteria

We also have audited in accordance with the standards ol the Public Company Accounting Oversight Board

United States the consolidated balance sheets as of December 31 2010 and 2009 and the related Consolidated

Statements of earnings changc in sharehulders equity and cash flows for each 0f the three ycaN in the period

ended December 2010 of Infinity Pioperty and Casualty Corporation and subsidiaries and our report dated

February 25 2011 expressed an unquLdilied opinion thereon

IS ERNST YOUNG LLP

Birrninghani Alabana

Februar\ 25 2011

Dl



ITEM 9B

Other Information

None
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PART III

ITEM 10

Directors Executive Officers and Corporate Governance

Infinity makes available free of charge within the Investor Relations section of its Internet website at

www.infinityauto.com Infinitys Corporate Governance Guidelines the Charter of each standing committee of

the Board of Directors and the Code of Ethics adopted by the Board and applicable to all Infinity directors

officers and employees Requests for copies may be directed to our Corporate Secretary at Infinity Property and

Casualty Corporation 3700 Colonnade Parkway Suite 600 Birmingham Alabama 35243 Infinity intends to

disclose any amendments to the Code of Ethics and any waiver from provision of the Code of Ethics granted to

Infinitys Chief Executive Officer or Chief Financial Officer on Infinitys website following such amendment or

waiver Infinity may disclose any such amendment or waiver in report on Form 8-K filed with the SEC either in

addition to or in lieu of the website disclosure The information contained on or connected to Infinitys website is

not incorporated by reference into this Form 10 and should not be considered part of this or any other report

that Infinity files with or furnishes to the SEC

The information required by this Item 10 regarding Directors Executive Officers Promoters and Control

Persons Compliance with Section 16a of the Exchange Act of 1934 and Corporate Governance is incorporated

by reference from Infinitys Proxy Statement for the 2010 Annual Meeting of Shareholders to be held on May 25

2011

ITEM 11

Executive Compensation

Incorporated by reference from Infinitys Proxy Statement for the 2011 Annual Meeting of Shareholders to be

held on May 25 2011

ITEM 12

Security Ownership of Certain Beneficial Owners and Management and Related Stockholder Matters

Incorporated by reference from Infinitys Proxy Statement for the 2011 Annual Meeting of Shareholders to be

held on May 25 2011

ITEM 13

Certain Relationships and Related Transactions and Director Independence

Incorporated by reference from Infinitys Proxy Statement for the 2011 Annual Meeting of Shareholders to be

held on May 25 2011

ITEM 14

Principal Accounting Fees and Services

Incorporated by reference from Infinitys Proxy Statement for the 2011 Annual Meeting of Shareholders to be

held on May 25 2011
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INFINITY PROPERTY AND CASUALTY CORPORATION AND SUBSIDIARIES

REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

Board of Directors

Infinity Property and Casualty Corporation

We have audited the accompanying consolidated balance sheets of Infinity Property and Casualty Corporation

and subsidiaries as of December 31 2010 and 2009 and the related Consolidated Statements of earnings

changes in shareholders equity and cash flows for each of the three years in the period ended December 31

2010 Our audits also included the financial statement schedules listed in the Index at Item 15a These financial

statements and schedules are the responsibility of the Companys management Our responsibility is to express

an opinion on these financial statements and schedules 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 financial statements referred to above present fairly in all material respects the consolidated

financial position of Infinity Property and Casualty Corporation and subsidiaries at December 31 2010 and 2009

and the consolidated results of their operations and their cash flows for each of the three years in the period

ended December 31 2010 in conformits with U.S generally accepted accounting principles Also in our

opinion the related financial statement schedules when considered in relation to the basic financial statements

taken as whole present fairly in all material respects the information set forth therein

We also have audited in accordance with the standards of the Public Company Accounting Oversight Board

United States Infinity Property and Casualty Corporation and subsidiaries internal control over financial

reporting as of December 2010 based on criteria established in Internal Control Integrated Framework

issued by the Committee of Sponsoring OrganiLations of the Treadway Commission and our report dated

February 25 2011 expressed an unqualified opinion thereon

IS ERNST YOUNG LLP

Biriinghani Alabanlil

Febiuary 25 2011
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in thousands except per share data

TheRe months ended December 31

2010 2009 c/ Change 2008 Gc Change

Revenues

Earned premium

Net investment income

.9059 19

44633

$848391

49418

6.8%

9.7%

$922451

57950

8.0%

14.7%
Net realized gains losses on investments

Other income

10138

286

14824
439

NM
34.8%

51378
1895

71.1

76%
Total revenues 5961276 $883424 8.8c 930918 5.1%

Costs and Expenses

Losses and loss adjustment expenses

Commissions and other underwriting expenses

Interest expense

Corporate general and administrative expenses

Loss on repurchase of debt

Other expenses

5606709

204827

10802

7814

2533

$564160

186468

11055

6713

11

3870

7.5%

9.8%

2.3%
16.4c

I00.0%

34.6%

$618410

205046

11071

6958

5358

l3.0%

9.1%

0.l%
3.5%
NM

27.8%

Total costs and expenses $832684 $772277 7.8% 5876843 1.9%

Earnings before income taxes

Provision for income taxes

128591

37069

111147

40.553

15.7%

8.6%

54075

34.818

105.5%

16.5%

Net Earnings 91523 70594 29.6Cc 19257 266.6%

Earnings per Common Share

Basic 7.13 5.17 37.9% 1.25 313.6%

Diluted 6.95 D.09 36.5% 1.23 313.8%

Average Number of Common Shares

Basic 12843 136D8 6.0% 1542 l.6%

Diluted 13.170 13870 5.0c 15.680 1.D%

Cash Dividends per Common Share

Net iealized gains before impairment losses

otd other thm temporary impairment 01 TI

losses

0.56

13344

1774

0.48

5026

11861

16.7%

165.5%

85.0%

0.44

10440

61.818

9.1c

%l.9%

80.8%
Non-credit portion in other comprehensive income

OTTI losses reclassified from other comprehensive

income

703

1836

3783

11772

81 .4%

84.4c

NM

NM

Net impairment losses recognized in earnings 2906 19850 85.4% 618 18 67.9%

Total net realized gains losses on investments 10.438 S14824 NM S5 1378 71.0%

NM Not meaningful

See Notes to Consolidated Financial Statements



INFINITY PROPERTY AND CASUALTY CORPORATION AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEETS

in thousands except number of shares authorized and outstanding in line description

December 31

2010 2009

Assets

Investments

Fixed maturities at fair value amoitiied cost $1153802 and $1125776 $1177718 $1146692

Equity securities at fair value cost 529333 and $31331 42301 39438

Total investments 81220019 51186131

Cash and cash equivalents 63605 99.700

Accrued investment iocome 12tj33 11237

Agents balances and premium receivable net of allowances for doubtful accounts of

$12323 and $10853 336676 301675

Property and equipment net of accumulated depreciation of $43731 and 842.092 25132 27916

Prepaid reinsurance premium 1890 536

Recoverables from reinsurers includes $289 and $316 on paid losses and LAE 16809 18031

Deferred policy acquisition costs 79398 68.839

Current and deferred income taxes 14867 10258

Other assets 6653 5.729

Goodwill 75275 75.275

Total assets $18a23a7 $1806327

Liabilities and Shareholders Equity

Liabilities

Unpaid losses and loss adjustment expenses 477.833 D09l 14

Unearned premium 417.371 376068

Payable to reinsurers 42 58

Long term debt fair value 8199132 and 192309 194729 194.651

Commissions payable 24232 22.644

Pa able for securities purchased 419 17.576

Other liabilities 76548 68.055

Total liabilities 81191173 81.188.167

Commitments and contingencies See Note 14

Shareholders equity

Common stock no par
value 50000.000 shares authoriLed 21 167.947 and

21082139 shares issued 21228 21064

Additional paid-in capital 349742 344031

Retained earnings 625492 541167

Accumulated other comprehensis income net of tax 24.488 9D00

Treasury stock at cost 8698962 and 7584762 shares 359766 307602

Total shareholders equity 661184 618160

Total liabilities and shareholders equity $1 82357 1806.327

See Notes to Consolidated Financial Statements
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INFINITY PROPERTY AND CASUALTY CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CHANGES IN SHAREHOLDERS EQUITY
in thousands

Balance at Jannary 2008

Net earnings

Net change in postretirement benefit

liability

Change in unrealized gain on investments

Cuiopiehensive incume

Dividends paid to common shareholders

Shares issued and share-based compensation

expease

Accelerated share repurchase plan settlement

payment

Acquisition of treasury stock

Other
_______

Balance at December 31 2008 $20999

Net earaings

Net change in pn.tretirement benefit

liability

Change in unrealized gain on investments

Change in non-credit component of

impairment losses on fixed maturities

Comprehensive income

Reclassification of non-credit component of

previously recognized impairment losses on

fixed maturities

Tax benefit on reclassification

Dividends paid to common shareholders

Shares issued and share based compensation

expense

Acquisition of treasury stock

Balance at December 31 2009 $2 1064

Net earnings

Net change in postretirement benefit

liability

Change in unrealized gain on investments

Change in non credit component of

impairment losses on fixed maturities

Cumprehensive income

Dividends paid to common shareholders

Shares issued and share based compensation

expense

Acquisition of treasury stock

Balance at December 31 2010 $2 1.228

See Notes to Consolidated Financial Statements

77
21525

38107 38.107

13.338

6385

120
871

2207

25008 23.008

8307.602 S618160

91523

120
871

4237 4737

96.511

7198 7198

164 3711 3873

______ ______ ______
32.164 5.164

24488 8359766 8661 181

Additional

Common Paid-in

Stock Capital

Accumulated

Other

Comprehensi
Retaincd Income Loss
Earnings Net of Ta

$20942 $340195 $426638

19257

Treasury

Stock iotal

8353 $194904$601224

19257

193

2558
193

2558

16892

6.811 6811

56 2462 2519

768

_______ ________
34

_______

______ $341889 $439051 5987

70594

768
87690 87690

________
34

$282594 $525331

70594

77
21525

16834 16834

$108877

65 2142

13338

6585

834403 554 1167

91523

$19500

8349742 $625492

57



INFINITY PROPERTY AND CASUALTY CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS
in thousands

Twelve months ended December 31

2010 2009 2008

Operating Activities

Net earnings 91523 70594 19257

Adjustments

Depreciation 11114 9909 9028
Amortization 6886 1127 3020

Net realized gains losses on investments 10438 14824 51378

Loss on repurchase of debt 11

Loss on disposal of property and equipment 153 144 480

Share-based compensation expense 3476 1321 1710

Decrease increase in accrued investment income 796 208 2389
Decrease increase in agents balances and premium

receivable 35001 924 33234
Decrease in reinsurance receivables 868 5507 6248

Decrease increase in deferred policy acquisition costs 10560 1262 5673

Decrease increase in other assets 8283 10094 6460
Decrease in unpaid losses and loss adjustment expenses 31282 35642 73653
Decrease increase in unearned premium 41304 4358 30812
Decrease increase in payable to reinsurers 17 896 726

Decrease increase in other liabilities 9544 2068 30976
Other net 34

Net cash provided by operating activities 68492 74832 4126

Investing Activities

Purchases of and additional investments in

Fixed maturities $486230 $690486 $687572
Equity securities 2087 691
Property and equipment 8482 4627 18441

Maturities and redemptions of fixed maturities 145879 159668 62850
Sales

Fixed maturities 297618 468506 778919

Equity securities 3449 2026

Property and equipment 24

Net cash used in provided by investing activities 47767 67001 135.089

Financing Activities

Proceeds from stock options exercised and employee stock purchases

including tax benefit 2399 887 809

Accelerated share repurchase plan settlement payment 768

Repurchase of debt 4975
Acquisition of treasury stock 52021 25026 87397
Dividends paid to shareholders 7198 6585 6811

Net cash used in financing activities 56820 35699 94167
Net decrease increase in cash and cash equivalents 36096 27868 45047

Cash and cash equivalents at beginning of period 99700 127568 82520

Cash and cash equivalents at end of period 63605 99700 127568

See Notes to Consolidated Financial Statements
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INDEX TO NOTES

Significant Reporting and Accounting Policies Quarterly Operating Results Unaudited

Fair Value 10 Insurance Reserves

Ins estments 11 Reinsurance

Long Term Debt 12 Statutory Information

Income Taxes 13 Legal and Regulatory Proceedings

Computation of Earnings per Share 14 Commitments and Contingencies

Share-Based Compensation IS Additional Information

Benefit Plans

Note Significant Reporting and Accounting Policies

Nature of Operations

Infinity Property and Casualty Corporation Infinity or the Company was formed in September 2002 as an

indirect wholly owned subsidiary of American Financial Group Inc AFG to acquire and conduct as

separate public company AFGs personal insurance business written through independent agents At

December 2002 AFG transferred to Infinity all of the issued and outstanding capital stock of the following

personal auto insurance subsidiaries Infinity Casualty Insurance Company Infinity Insurance Company Infinity

Auto Insurance Company and Infinity Standard Insurance Company collectively the NSA Group Although

Infinity was formed in 2002 the NSA Group has been writing auto insurance since 1955 Infinity currently writes

personal automobile insurance with concentration on nonstandard automobile insurance monoline commercial

vehicle insurance and classic collector automobile insurance Personal auto insurance accounts for 93% of

Infinitys total gross written premium and is primarily written in eight states Approximately 54% of the personal

auto gross written premium was written in the state of California during 2010

Through reinsurance transaction effective January 2003 Infinity assumed the personal lines business the

Assumed Agency Business written through agents by Great American Insurance Company GAl Infinity

assumed S6.8 million of total unpaid losses and LAE for GAl at December 31 10

Basis of Consolidation and Reportiag

The accompanying consolidated financial statements include the accounts of Infinity and its subsidiaries These

financial statenients reflect certain adjustments necessary for fair presentation of Infinitys results of opeiations

and financial position Such adjustments consist of normal recurring aceiuals recorded to accurately match

expenses with their related revenue streams and the elimination of all significant inter company transactions and

balances

Infinity has evaluated events that occurred after December 31 2010 for recognition or disclosure in the

Companys financial statements and the notes to the financial statements

Schedules may not foot due to rounding

Estimates

The preparation of the financial statements in conformity with generally accepted accounting priieiples of the

United States requires management to make estimates and assumptions that affect the amounts repot
ted in the

financial statements and accompanying notes Changes in circumstances could cause actual results to differ

materially from those estimates
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Reclassifications

Certain 2009 and 2008 amounts have been reclassified from the prior year financial statements to conform to the

2010 presentation These reclassifications had no effect on total shareholders equity net cash flow or net

earnings as previously reported

Investments

All fixed maturity securities are considered available for sale and reported at fair value with unrealized gains or

losses reported after tax in accumulated other comprehensive income within shareholders equity Fair values of

investments are based on prices quoted in the must active market for each security If quuted prices are nut

available fair value is estimated based on the fair value of comparable securities discounted cash flow models or

similar methods Premium and discounts on mortgage backed securities MBS collateralized mortgage

obligations CMO collateralized loan obligations CLO and asset backed securities ABS are treated as

yield adjustment os er the estimated life of the securities adjusted for anticipated prepayments using the

interest method Prepayment assumptions are based on data from widely accepted third party data sources or

internal estimates The amortized cost and effective yield of the security are reviewed periodically and adjusted

to reflect actual prepayments and changes in expectations For high credit quality MBS and ABS those rated AA
or above at the time of purchase the adjustments to amortized cost are recorded as charge or credit to net

investment income in accordance with the retrospective method For MBS and ABS rated below AA the yield is

arljusted prospectively for
any changes in estimaled cash flnws

Gains or losses on securities are determined on the specific identification basis When an impairment in the alue

of specific investment is considered other than temporary 0Th the cost basis of that ins estment is

reduced For fixed maturity securities that are other than temporarily impaired Infinity assesses its intent to sell

and the likelihood that the company will be required to sell the security hcfoie recovery of its amortized cost It

fixed maturity secm its is considered OTTI but the company does not intend to and is not more than likely to be

required to sell the security prior to its recovery to amortized cost the amount of the impairment is separated into

credit loss component and the amount clue to all other factors The excess of the amortized cost over the present

alue of the expected cash flows determines the credit loss component of an impairment charge on fixed

maturity security The present value is determined using the best estimate of cash losvs discounted at the

effectis interest rate implicit at the date of acdluisition for non structured sccui ities or the book yield for

structured securities The techniques and assumptions for determining the best estimate of cash flows aries

depending on the type of security The credit loss component of an impairment charge is rccogni7ed in net

earnings while the non credit component is recognized in accumulated other comprehensive income

Securities having fair value of approximately S39.0 million at December 2010 were on deposit as required

by regulatory authorities

Cash and Cash Equivalents

Liquid investments having original maturities of three months or less ss hen purchased are considered cash

equivalents for pm poses of the financial statements

Reinsurance

Infinitys insurance subsidiaries cede reinsui ance to othci companies To the e\tent that any reinsurin2

companies are unable to meet obhcations undei agreements cos erinc reinsurance ceded Infinity insurance

subsidiaries ss oulcl remain liable Amounts iccovci able from reinsurers are estimated in manner consistent with
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the claim liability associated with the reinsured policies Infinitys insurance subsidiaries report as assets the

estimated reinsurance recoverable on unpaid losses including an estimate for losses incurred but not reported

and amounts paid to reinsurers applicable to the unexpired terms of policies in force Infinitys insurance

subsidiaries also assume reinsurance primarily from AFG subsidiaries Income on reinsurance assumed is

recognized based on reports received from ceding companies

Deferred Policy Acquisition Costs DPAC
Policy acquisition costs principally commissions premium taxes and other marketing and underwriting

expenses related to the production of premium writings are deferred and charged against income ratably over the

terms of the related policies The method followed in computing DPAC limits the amount of such costs to their

estimated realizable value without any consideration for anticipated investment income Each quarter the

Company evaluates the recoverability of these costs The DPAC amortization expense recognized in the

Consolidated Statements of Earnings during 2010 2009 and 2008 was $68.8 million $70.1 million and $75.8

million respectively

Goodwill

In accordance with the Goodwill topic of the FASB Accounting Standards Codification FASC Infinity

performs impairment test procedures for goodwill on an annual basis These procedures require Infinity to

calculate the fair value of goodwill compare the result to its carrying
value and record the amount of any

shortfall as an impairment charge

infinity performed this test as of September 30 2010 using variety of methods including estimates of future

discounted cash flows and comparisons of the market value of Infinity to its major competitors Infinitys cash

flow projections rely on assumptions that are subject to uncertainty including premium growth loss and loss

adjustment expense ratios interest rates and capital requirements

The September 30 2010 test results indicated that the fair value of infinitys goodwill exceeded its carrying

value and there was no impairment charge required at that date Additionally there was no indication of

impairment at December 31 2010

Unpaid Losses and Loss Adjustment Expenses LAE
The net liabilities stated for unpaid claims and for expenses of investigation and adjustment of unpaid claims are

based upon the accumulation of case estimates for losses reported prior to the close of the accounting period

on direct business written estimates received from ceding reinsurers and insurance pools and associations

estimates of unreported losses based on past experience estimates based on experience of expenses for

investigating and adjusting claims and the current state of the law and coverage litigation These liabilities are

subject to the impact of changes in claim amounts and frequency and other factors Liabilities for unpaid losses

and LAE have not been reduced for reinsurance recoverables Changes in estimates of the liabilities for losses

and LAE are reflected in the Consolidated Statements of Earnings in the period in which determined In spite of

the variability inherent in such estimates management believes that the liabilities for unpaid losses and LAE are

adequate

Premium and Receivables

Insurance premium written is earned over the terms of the policies on pro rata basis Unearned premium

represents
that portion of premium written which is applicable to the unexpired terms of policies in force On
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reinsurance assumed from other insurance companies or written through arious cinderss riting organ ations

unearned premium is based on reports received ironi such companies and orcanizations Infinity provides

insurance and related services to individuals and small commercial accounts throughout the United States and

offers variety of payment plans Infinity establishes ai allowance for doubtful accounts based on the

relationship on policy basis between receivables and unearned premium or an aging analysis of past clue

balances Premium clue from insureds is charged off if not collected within 90 days of the policies expiration or

cancellation dates However cii after premium is charged off attempts tc collect the premium continue

Income Taxes

Infinity files consolidated federal income tax return which includes all $0% and greater owned U.S

subsidiaries Infinity and its 80% and greater owned subsidiaries are parties to tax allocation agreement which

designates how tax payments are shared by members of the tax group In general each subsidiary agrees to pay

Infinity taxes computed on separate company taxable income basis Infinity agrees to pay each subsidiary for

the tax benefit if any of iiet losses used by other members of the consolidated group

Deferred income taxes are calculated usine the asset and liability method Under this method deferred income tax

assets and liabilities are determined based on differences between financial reporting 2uid tax basis and are measured

using enacted tax rates Deferred tax assets are recognized if it is more likely thm not that benefit will be real izecl

Current and deferred tax assets and liabilities are aggregated on the Consolidated Balance Sheets

Property and Equipment

Property and equipment balances are reported at cost less accumulated depreciation Property Luidl equipment

which consists of land builcline leasehold improvements computer equipment capitalized soft are and

furniture and fixtures ssas S25 million at December 31 2010 net of accumulated depreciation of 43.7

million Depreciation is computed over the estimated useful lives of the assets using the straieht line method

Property and equipment is separate line item on the Consolidated Balance Sheets and the related expenses are

allocated to one or more of the followine line items on the Consolidated Statements of Earnings depending on the

asset losses and LAE commissions and other cmclerwriting expenses em porate zeneral and aclmini stratk

expenses or other expenses

Benefit Plans

Infinity provides ietiiement benefits to qualihecl employees and healthcare and life insurance benefits to eligible

retirees Infinity also pros ides postemployment benefits to former or inactive employees primarily those on

disability who were not deemed retired under other company plans The pi ojectecl future cost of pros icling these

benefits is expensed over the period the employees earn such benefits

Recently issned Accounting Stnndarcls

In Januai 2010 the Financial Accounting Standards Board FASB issued Aecocmting Standauds Update

Number 201006 This update requires new disclosures regarding fair value measuiements and clarifies existing

fair value disclosures Infinits adopted the pios isions of this update 1cM all periods ending lter December

2009 The disclosures required by this update can he found in Note of the Consolidated Financial Statements

In October 2010 the FASB issued Accounting Standards Updlate No 2010 26 Aecountin lot Costs Assoeiatedl

ith Acquiring or Renewing Insurance Contracts Delerredl aedluisiti costs are amortized usin method
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dependent on the underlying insurance contract Other costs that do not vary with and are not primarily related to

the acquisition or renewal of an insurance contract are expensed as incurred The purpose of this update is to

standardize the interpretation of which types of costs incurred when acquiring or renewing an insurance contract

qualify for deferral The pros isions of this update will he effective for interim periods and fiscal years beginning

after Deceniber 15 2011 Infinity has not yet determined what impact this ASU will have on the Companys
financial statements

Note Fair Value

Fair values of instruments are based on il quoted prices in active markets for identical assets Level 11

ii quoted prices for similar instruments in active markets quoted prices for identical or similar instruments in

markets that are not active and model-derived valuations in which all significant inputs are observable in active

markets Level or iii valuations dens ccl from valuation techniques in which one or more significant inputs

are unobservable in the marketplace Level

The following table presents for each of the fair value hierarchy levels the Companys assets and liabilities that

are measured at fair value on recurring basis at December 2010 in thousands

Fair aloe

Level Le el Level Total

Cash and cash equivalents 63605 63605

Fixed maturity securities

U.S government 170.286 170286

Government sponsored entities 36202 4950 41152

State and municipal 396995 396.995

Mortgage backed securities

Residential 197615 197615

Commercial 35070 35073

Total mortgage backed securities 8232685 232.685

Collateraliied mortgage obligations 41.355 1043 42398

Asset-backed securities 27.486 27486

Corporates 245.234 71487 266717

Total ixed maturities $170286 $979957 $27476 Sl1777l8

Equity securities 42300 42.301

Total $276190 $979958 527476 $1283624

Percentage of total 21.5% 76.3% 21Cc 100.0%

Les el includes cash and cash equis alents U.S Treasury securities an exchangetraded fund and equities

invested in rabbi trust Level securities are comprised of securities svhose fair value was determined using

observable market inputs Les el securities aie comprised of securities for svhich there is no actis or inactive

market for similar instruments ii securities whose fair value is determined based on unobservable inputs and

iii securities other than those backed bs the U.S Government that are not rated by nationally recogmzed

statistical rating organi7ation Transfers betss een les els are recogni7edl at the beginning of the reporting period

third party nationally recognized pi icing sei vice pros ides the fair alue of securities in Les el lul init

periodically reviews the third party pi icing methodologies and tests or significant differences between the

market price used to value the security and recent sales activity
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The following table presents the changes in the Level fair value category for the twelve months ended

December 31 2010 in thousands

Balance at beginning of period

Total gains or losses unrealized

or realized

Included in net earnings

Included in other

comprehensive income

Purchases

Sales

Settlements

Transfers in

Transfers out

Balance at end of period

62 140 2614

645 7646

1335
277 1100 2304

897 5483

_____ ______ ______ ______ ______
1476

54950
______ ______ ______ ______

$21482

Of the $27.5 million fair value of securities in Level ss hich consists of 17 securities 14 are priced based on

non binding broker quotes or prices from various outside sources The remaining three securities which have

fair value of SI .4 million are manually calculated based on expected principal repayments from Bloomberg the

zero spot Treasuiy curve at December 2010 and the as erage spreads to Treasury for the type and rating of the

security being priced

Approximately 519.5 million of securities in Les el at December 2009 were transferred to Level during

the twelve months ended December 2010 because price for those securities was obtained from third part

nationally recognized pricing sen ice Approximately S6.4 million of securities were transferred into Level

from Les el durine the twels months ended December 2010 because the Company could noi obmin puce

from third party nationally recognized pricing service There were no transfers between Les els and

The gains or losses included in net earnings 2ue included in the line item net realized gains losses on

investments in the Consolidated Statements of Earnings The net gains or losses included in other comprehensive

income are recognized in the line item change iii unrealized gain on investments or the line item change in

noncredit component of impairment losses on fixed maturities in the Consolidated Statements of Changes in

Shareholders Equity

For the tsselve months ended

Iecember 31 2010

Gosernment- Mortgage- Collateralized Asset

Sponsored State and Backed \Iortgage Backed

Entities Municipal Securities Ohligations Securities Corporates Total

$4392 3.8 10 6169 8888 576 $13469 37.302

16 2614 2630

3810 6169 6867

1.043

2692

8.29

1335
3681
6379

19542

27.476

1221
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The following table presents the carrying value and estimated fair alue of Infinitys financial instruments in

thousands

1eeernber 31 2010 1ecernher 31 2009

Carrying Fair Carr%ing Fair

Value Value Value Value

Assets

Cash and cash equisalcnts 63605 63605 99700 99.700

Available for sale securities

Fixed maturities 1.177718 1177718 1146692 1.146.692

Equity securities 42301 42301 39438 39438

Total cash and investments 624 $1283624 51285831 $1285831

Liabilities

Long term debt 194.729 199132 194651 192309

Sec Note to the Consolidated Financial Statements fot additional inforniation on investments and Note for

additional information on long tei debt

Note Investments

All fixed maturity and equity securities me considered availablc4or sale and reported at fair value with the net

unrealiíed gains or losses reported after tax net of any valuation allowance as component of other

comprehensis income The proceeds fiom sales of sccui itics for the twelve months ended December 31 2010

were S301.l million Proceeds Ii om sales of securities for the tss cisc months ended December 2009 ss crc

S470.5 million Gains or losses on securities arc determined on specific identification basis

Summmiecl infoi mation for the major categories of ml inits ins cstmcnt portfolio follows in thous.mds

Deeemher 31 2010

01.11

Gross Gross Reeogoiied in

morti ccl Uoreali.ecl tjnrealiied kceuniulatecl

Cost or Cost Gains Losses Fair Value

Fixed maturities

U.S gosernment 167729 2.897 340 170286

Govei nmentsponsored entities 40.025 123 104 41 132

State and municipal 392.057 8393 3170 287 396995

Moi tgage backed securities

Residential 93003 4.361 1.53$ 416 197615

Commercial 34095 1083 107 33070

Total mortgage backed

securities .. 729098 5644 51640 5416 232682

Collateraliied mortgage obligations 41.530 1011 30 112 42398

Asset backed securities .. 27.286 266 64 27486

Corporates 56079 II .080 441 266.7 17

otal fixed maturities 51 3$Q1 $o- 13 S2790 S817 51177.715

Equity securities 29333 11987 20 41301

iota ....................... S118313D 5431l SD810 S81 51120019
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December 31 2009

The following table sets forth the amount of unrealiLed loss by investnient category and length of time that

individual securities excluding $20000 unrealized loss on equities invested in rabbi trust have been in

continuous unrealized loss position in thousands

December 312010

Fixed maturities

U.S government

Government sponsored

entities

State and municipal

Mortgage backed securities

Residential

Commercial

Total mortgage-backed

securities

Collateralized mortgage

obligations

Asset backed secuiities

Corporate

Total fixed

Less than 12 Months

Gross Unrealized

Fair Unrealized Losses as

Value Losses Yr of Cost

13700 340 2.4c

4442 104 2.3%

65 125781 3457 2.7%

15 73059 1949
9846 99

21 82904 $2048 2.4%

12 Months or More

Gross Unrealized

Fair Unrealized Losses as

Value Losses Yr of Cost

0.0%

0.0%

0.0%

343 2.3%

OTTI
Gross Gross Recognized in

Amortized Unrealized Unrealized Accumulated

Cost or Cost Gaios Losses OCI Fair Value

Fixed maturities

U.S government 187915 4063 717 191261

Government-sponsored entities 56344 790 118 57015

State and municipal 342696 9020 1640 350076

Mortgage-backed securities

Residential 149354 3549 36 152867

Commercial 53338 637 ç49 53926

Total mortgage backed

securities 202692 4186 85 206793

Collateralized mortgage obligations 65249 619 387 901 64580
Asset-backed securities 6760 41 71 6726

Corporates 264120 8190 696 1374 270241

Total fixed maturities $1125776 $26909 83714 82279 $1146692

Equity securities 31331 8108 39438

Total $1157107 $35017 83714 82279 $1186131

Number of

Securities

with

Unrealized

Losses

Number of

Securities

with

Unrealized

Losses

2.6% 0.0%

1.0c 343 2.3%

4433

1487

22 29475

maturities

Equity securities

Total

30
15

442

86436

56436

121

121

0.7%

1.0%

1.5%

2.4cc

0.0%

2.4%

$262222

$262222

1043

455

81.841

51841

112
50

5170

5170

9.7%

9.9%

0.0cc

8.5%

0.0c

8.5%
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Less than 12 Months 12 Months or More

Numher of Numher of

Securities Securities

ssith Gross Unrealized ssith Gross Unrealized

Unrealized Fair Unrealized Losses as Unrealized Fair Unrealized Losses as

Decemher 31 2019 Losses Value Losses of Cost Losses Value Losses of Cost

Fixed maturities

U.S government 11 46.288 717 1.5Cc 0.0%

Government-sponsored

entities 23440 118 0.5c 0.0%

State and municipal 39 98053 1640 1.6% 0.0%

Mortgage backed securities

Residential 26.305 36 0.1% 0.0%

Commercial 11.742 49 0.4% 0.0%

Total mortgage-backed

securities 13 38047 85 0.2% 0.0%

Collateralized mortgage

obligations 17916 131 0.7% 14.133 1157 7.6%

Asset backed securities 576 0.2c 536 75 12.2%

Corporate 32 57203 768 1.3c 18 8117 1.301 13.8%

Total fixed

maturities 033 5281523 534b0 l.2LC 28 S2278ô 52533 10.0%

Equity securities 0.0c 0.0%

Total 103 528 lY3 53460 1.% 28 522786 52533 10.0%

Gross unrealized losses at December 31 2010 are primarily attributable to the following

unrealized losses on municipal bonds which declined in value due to widening credit

spreads-to Treasury securities and

unrealized losses on mortgage backed securities which have also declined in value due to widening

credit spreadstoTreasury securities

The determination of whether unrealized losses are otherthan temporary requires judgment based on

subjective as well as objecti factors Factors considered and resources used by management include

whether the unrealized loss is credit driven or result of changes in market interest rates

the length of tinie the securitys market value has been below its cost

the extent to which fair alue is less than cost basis

the intent to sell the security

ss hether it is more likely than not that there will be requirement to sell the security before its

anticipated reco cry

historical operating balance sheet and cash flow data contained in issuer SEC filings

issuer news releases

near term prospects for impro\ ement in the issuer and/or its industry

industry research and communications with industry specialists and

third party research and credit rating reports
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Management regularly evaluates for potential impairment each security position that has any ot the following

fair value of less than 95% of its book value an unrealized loss that equals or exceeds $100000 or one or more

impairment charges recorded in the past In addition management reviews positions held related to an issuer of

previously impaired security

The following table summarizes those securities excluding the rabbi trust with unrealized gains or losses

December 3t December 31
20t0 2009

Number of positions held with unrealized

Jan 466 413

Losses 128 131

Number of positions held that indi\ idually exceed

unrealized

Gains of $500000

Losses of $500000

Percentage of positions held with unrealized

Gains that were investment grade 750 76%

Losses that were investment grade 91 0c 78%

Percentage of fair value held with unrealized

Gains that were invcstmcnt grade 89%

Losses that were investment grade 98cc 95%

The following table sets forth the amount of unrealized loss excluding the rabbi trust by age and severity at

December 31 2010 in thousands

Fair Value of

Securities with Iota Gross Iotal

Unrealized Unrealized Greater

Losses Losses Less than 5c/ 106c Than lOtc

Age of Unrealized Losses

Less than or equal to

Three months $241059 85958 $4.439 51520
Six months 19659 453 334 119
Nine months 1505 24 24
Twelve months

Greater than twelve months 1841 170 13 158

Total 264063 56606 54809 51639 5158

As percentage of amortized cost or cost
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The change in unrealized gains losses on securities included the following in thousands

Pretax

Fixed Maturities Equity Securities Tax Effects Net

Year ended December 31 2010

Unrealized holding gains losses on securities arising

during the period 12521 5776 6404 11893

Realized gains losses included in net earnings 12423 921 4670 8674
Impairment losses recognized in net earnings 2902 1017 1889

Change in unrealized gain loss on securities net 3000 485Q 2751 5108

Year ended December 31 2009

Unrealized holding gains losses on securities arising

during the period 35971 8220 $05467 28724

Realized gains losses included in net earnings 4914 112 1759 3267
Impairment losses recognized in net earnings 19850 6948 12903

Change in unrealized gain loss on securities net 50907 8108 $20655 38360

Year ended December 31 2008

Unrealized holding gains losses on securities arising

during the period $36104 $09210 19360 $35954
Realized gains losses included in net earnings 32788 18590 17982 33396

Change in unrealized gain loss on securities net 3316 621 1378 2558

The change in unrealized gains losses for the year ended December 31 2009 excludes $38.1 million

reclassification of the non credit component of previously recognized impairments from retained earnings to

accumulated other comprehensive income

For fixed maturity securities that are OTTI Infinity assesses its intent to sell and the likelihood that the Company

will be required to sell the security before recovery of its amortized cost If fixed maturity security is

considered other than-temporarily impaired but the Company does not intend to and is not more than likely to be

required to sell the security before its recovery to amortized cost the amount of the impairment is separated into

credit loss component and the amount due to all other factors The excess of the amortized cost over the present

value of the expected cash flows determines the credit loss component of an impairment charge on fixed

maturity security The present value is determined using the best estimate of cash flows discounted at the

effective interest rate implicit at the date of acquisition for non-structured securities or the book yield for

structured securities The techniques and assumptions for determining the best estimate of cash flows vary

depending on the type of security The credit loss component of an impairment charge is recognized in net

earnings while the non-credit component is recognized in accumulated other comprehensive income If Infinity

intends to sell or will more likely than not be required to sell security the entire amount of the impairment is

treated as credit loss
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Investment income

Interest income on fixed maturities cash and cash

equivalents

Dividends on equity securities

Gross investment income

Investment expenses

Net investment income

Twelve months ended Deceinher 31

2010 2009 2008

$45813 $50567 $58909

853 782 871

$46666 $51349 $59780

2033 1930 1830

$44633 $49418 S57%0
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The following table is progression of the credit portion of losses on fixed maturity securities that were

bifurcated between credit and non credit component in thousands

Balance at December 31 2009 3136

Additions for

Previously impaired securities 1851

Newly impaired securities 162

Reductions for

Securities sold and paydowns 3025
Securities that no longer have non-credit component 296

Balance at December 31 2010 1828

Fair Value

The tabic below sets forth the scheduled maturities of fixed maturity securities at December 31 2010 based on

their fair values in thousands Securities that do not have single maturity date are reported at average maturity

Actual maturities may differ from contractual maturities because certain securities may be called or prepaid by

the issuers

Ansortized

Cost

Securities

Securities Securities with No
with with Unrealized All Fixed All Fixed

Unrealized Unrealized Gains or Maturity Maturity

Maturit3 Gains Losses Losses Securities Securities

One year or less 92100 459 92558 91699

After one ycar through fivc years 367752 58317 178 426248 413515

After fi.e years through tcn years 187609 62607 20803 271020 264785

Alter ten ycais 29971 52474 2878 85322 85890

Mortgage hacked asset backed and collaterali7ed

mortgagc obligations 211905 90665 302570 297913

$889337 5764063 $24.3 18 $1177718 SI 153802

Net Investment Income

The follow ing table shows investment income earncd and investmcnt expenses incurred by Infinity in

thousands
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Note Long- Term Debt

In February 2004 Infinity issued 5200.0 million principal of senior notes due Februar 2014 the Senior

Notes Tbe Senior Notes accrue interest at an effective yield of 5.55C/c and bear coupon of 5.5% payable

semiannually At the time the Senior Notes were issued Infinity capitalized $2.1 million of debt issuance costs

which are being amortized over the term of the Senior Notes During 2009 Infinity repurchased $5.0 million of

its debt bringing the outstanding principal to $195.0 million The December 31 2010 fair alue of $199.1

million was calculated using 147 basis point spread to the ten-year U.S Treasury Note of 3.295%

Interest paid by Infinity on longterm debt was 10.8 million for the twelve months ended December 31 2010

Interest paid by Infinity un lung-teim debt was $11.1 milliun and $11.0 million iespectively fur the twelve

months ended December 2009 and 2008

In August 2008 Infinity entered into an agreement for $50 million three year revolving credit facility the

Credit Agreement that requires Infinity to meet certain financial and other covenants Infinity is currently in

compliance with all covenants under the Credit Agreement At December 2010 and 2009 there were no

borrowings outstanding under the Credit Agreement Infinity intends to renew this agreement prior to its

expiration in August 2011

Note Income Taxes

Taxes paid by Infinity in the years 2010 2009 and 2008 were $44.0 million 537.0 million and $22.7 million

respectively The following is reconciliation of income taxes at the statutory rate of 35.0% to the effectise

provision for income taxes as shown in the Consolidated Statements of Earnings in thousands

ear ended December 31

2010 2009 2008

Earnings before income taxes S12859l 5111 147 S54075

Income taxes at statutory rate 45007 38902 18926

Effect of

Dividends-received deduction 167 163 181
Tax-exempt iuterest 3559 2.566 2810
Adjustment to valuation allowance 4173 4347 18430

Other 39 33 4a3

Provision for income taxes as shown on the

Consolidated Statements of Earnings 37069 40553 $34.8 18

GAAP effective tax rate 28.8% 36.5c 64.4%

The total income tax provision benefit consists of in thousands

20 tO 2009 211K

Current $36836 $41801 577.08a

Deferred 233 1248 7733

Pro\ision for income taxes $37069 $40553 534.818

Infinity generated capital losses in 2009 and as of December 31 7010 has capital loss carrs torward tax benefit

of $2.4 million that if unused will expire in 2014
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As of December 2010 deferred taxes relating to the capital loss carryforward and the OTT reserve have

been fully offset by valuation allowance Therefore in the future the tax benefit from the utilization of the

capital loss carryforward or any change in the OTT reserve will be reflected in current tax expense and will

affect the effective tax rate calculation for that period

Deferred income tax assets and liabilities reflect temporary differences between the carrying amounts of assets

and liabilities recognized for financial purposes and the amounts recognized for tax purposes The significant

components of deferred tax assets and liabilities included in the Consolidated Balance Sheets were as follows in

thousands

iwelve months ended December 31

2010 2000

Deferred tax assets

Discount on loss reserves 9206 10297

Unearned premium resers 29.084 26217

Net capital loss carryforward 2383 6024

Investment securities basis differences

OTT 7537 8118

Bad debts 4340 3.798

Accrued bonuses 1752 1.285

Other 10143 9.320

Subtotal 64445 65.059

Valuation allowance for capitd loss

carryforward 2383 6024
Valuation allowance for OTT 7537 8.118
Valuation allowance for deferred tax

assets 213 302

5a4.312 S506la

Defeoed tax liabilities

Deferred policy acquisition costs 527.789 524.094

Investment securities unrealized gains 12.909 10159
Other 1.264 1178

Subtotal 541.963 535.430

Net deferred tax assets 17349 bl8

Current income taxes payable 2.518 4.927

Current and deferred income taxes 14.867 10.258

The gross deferred tax asset has been ieduced by valuation allowance based on an analysis of the likelihood of

realization of the net capital loss
carry forward and the portion of the basis difference on securities relating to the

OTT reserve Factors considered in assessing the need for aluation alloss ance for ordinary or capital loss

items include the likelihood of generating larger amounts of taxable income in the future to allow for the

Lttili/Utiufl uf deductible temporary differences ii ufficicnt opcrating income in prior ycars against sshich

operating loss carrybacks could be utilized and iii opportunities to generate taxable income from sales of

appreciated assets to allow for the utilization of net capital loss carryovers The likelihood of realizing deferred

tax assets is re iewecl periodically any adjustment required to the valuation allosvance is made in the period in

which the de\ elopments on which they are based become known

Infinity did not have any gioss unrecognizedl tax benefits that ssould exceed materiality threshold and therefore

there was no reduction to Retained Earnings iii hifinits Consolidated Bdance Sheets at January 2010 The

ci oss unrecognized tax benefit did not exceed the materiality threshold as of December 31 2010
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Note Gomputation of Earnings per Share

The following table illustrates Infinitys computations of basic and diluted earnings per common share in

thousands except per share figures

Twelve months ended December 31

2010 2009 2008

Net earnings $91523 $70594 $19257

Average basic shares outstanding 12843 13658 15452

Basic earnings per share 7.13 5.17 1.25

Avcrage basic shares outstanding 12843 13658 15452

Restricted stock not vested 72 72 72

Dilutive effect of assumed option exercises 146 136 155

Dilutive effect of performance shares 109

Average diluted shares outstanding 13170 13.870 15680

Diluted earnings per share 6.95 5.09 .23

Note Share-Based Compensation

Restricted Stock Plan

Infinitys Restricted Stock Plan was established in 2002 and amended on July 31 2007 There are 500000 shares

of Infinity common stock reserved for issuance under the Restricted Stock Plan of which 206609 shares have

been issued as of December 31 2010 The fair value of shares issued undet Infinitys Restricted Stock Plan is

expensed over the vesting periods of the awards based on the market value of Infinitys stock on the date of

grant

The following table sets forth the restricted stock activity for the
yeai ended December 2010

Weighted-average
Number of Grant Date Fair

Restricted Stock Shares Value

Non-vested as of January 2010 72.234 S44.04

Granted

Vested

Forfeited

Non-vested as of December 31 2010 72234 $44.04

On July 2007 Infinitys Compensation Committee the Committee approved the erant of 72234 shares of

restricted stock to certain officers under the Companys Restricted Stock Plan These shares of restricted stock

will vest in full on July 2011 During the vesting period the shares of restricted stock will not have voting

rights and will accrue dividends which will not be paid until the shares have vested The restricted shares are

treated as issued and outstanding for calculation of diluted earnings per shme only Until fully vested the shares

will not be considered issued and outstanding for purposes of the basic earnings per share calculation

Non-employee Directors Stock Ownership Plan

In May 2005 Infinitys shareholders approved the Non employee Directors Stock Ownership Plan -Director

Plan The purposes of the Directors Plan is to include Infinity common stock as part ol the eompeosatiou

73



INFINITY PROPERTY AND CASUALTY CORPORATION AND SUBSIDIARIES

Notes to Consolidated Financial Statements

provided to its non-employee directors and to provide for stock ownership requirements for Infinitys

non-employee directors There are 200000 shares of Infinity common stock reserved for issuance under the

Directors Plan of which 37302 shares have been issued as of December 31 2010 Under the terms of the

Directors Plan shares are granted on or about June of each year and are restricted from sale or transfer by any

recipient for six months from the date of grant In June of 2010 2009 and 2008 7672 9583 and 7494 shares of

Infinity common stock valued pursuant to the plan at $350000 $350000 and $300000 respectively were

issued to Infinitys non-employee directors Participants shares are treated as issued and outstanding for basic

and diluted earnings per
share calculations

Employee Stock Purchase Plan

Infinitys Employee Stock Purchase Plan ESPP was established in 2004 and amended and restated on

August 2010 Under the ESPP all eligible full-time employees may purchase shares of Infinity common stock

at 15% discount to the current market price Employees may allocate up to 25% of their base salary with

maximum annual participation amount of $25000 If participant sells
any shares purchased under the plan

within one year that employee is precluded from participating in the plan for one year
from the date of sale The

source of shares issued to participants is treasury shares and/or authorized but previously unissued shares The

maximum number of shares that may be issued under the ESPP may not exceed 1000000 of which 42502 have

been issued as of December 31 2010 Infinitys ESPP is qualified under Section 423 of the Internal Revenue

Code of 1986 as amended Participants shares are treated as issued and outstanding for basic and diluted

earnings per
share calculations

Performance Share Plan

Infinitys shareholders approved the Performance Share Plan PSP on May 20 2008 and an amended and

restated performance share plan on May 26 2010 The purpose
of the PSP is to align further the interest of

management with the long term shareholders of the Company by including performance-based compensation

payable in shares of common stock as component of an executives annual compensation The PSP is

administered by the Committee which is composed solely of three outside directors Each member of the

Committee is an outside director as such term is defined under Section 162m of the Code and Non-

employee Director as defined in Rule 16b 3b promulgated under the Securities Exchange Act of 1934 Nn

member of the Committee while serving as such is eligible to be granted performance share units The

Committee will establish the performance goals which may include but are not limited to combined ratio

premium growth growth within certain specific geographic areas and earnings per share or return on equity over

the course of the upcoming three year period ii determine the PSP participants iii set the performance share

units to be awarded to such participants and iv set the rate at which performance share units will convert to

shares of common stock based upon attainment of the performance goals The number of shares of common

stock that may be issued under the PSP is limited to 500000 shares No shares have been issued under this plan

Stock Option Plan

Infinitys Stock Option Plan the SOP was established with 2000000 shares subject to anti dilution

provisions of Infinity common stock reserved for issuance under the SOP The Committee administers the plan

Each member of the Committee is an outside director as such term is defined under Section 162m of the

Code and as Non-employee Director as defined in Rule 16b-3b promulgated under the Securities Exchange

Act of 1934

The SOP was amended and restated on May 20 2008 to prohibit any future grant of stock options from the plan

after that date No options have been granted since 2004 Options were generally granted with an exercise price
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equal to the closing price of Infinitys stock at the date of grant and have 10 year contractual life All of the

options under this plan have fully vested Subject to specific limitations contained in the SOP Infinitys Board of

Directors has the ability to amend suspend or terminate the plan at any
time without shareholder approval The

SOP will continue in effect until the exercise or expiration of all options granted under the plan

Infinity used the modified Black Scholes model to estimate the value of employee stock options on the date of

grant that used the assumptions noted below Expected volatilities are based on historical volatilities of Infinitys

stock Infinity judgmentally selected the expected option life to be 7.5 years which is also the midpoint between

the last vesting date and the end of the contractual term The risk free rate for periods within the contractual life

of the options is based on the U.S Treasury yield curve in effect at the time of grant The dividend yield was

based on expected dividends at the time of grant

Payment for shares purchased upon exercise of an option must be made in cash Optionees are permitted to make

payment by delivery of shares of common stock already owned by the optionee having fair market value equal

to the cash option price of the shares by assigning the proceeds of sale or loan with respect to some or all of the

shares being acquired subject to applicable law by combination of the foregoing or by any other method

Infinity has policy of issuing new stock for the exercise of stock options

Persons who received options incurred no federal income tax liability at the time of grant Persons exercising

nonqualified options recogniLe taxable income and Infinity has tax deduction at the time of exercise to the

extent of the difference between market price on the day of exercise and the exercise price Persons exercising

incentive stock options may be permitted to defer the recognition of taxable income until they sell the underlying

common stock Sales within two years of the date of grant or one year
of the date of exercise result in taxable

inconie to the holder and deduction for Infinity both measured by the difference between the market price at

the time of sale and the exeicise price Sales after such period are treated as capital transactions to the holder and

Infinity receis es no deduction The foregoing is only summary of the federal income tax rules applicable to

options granted under the plan and is not intended to be complete In addition this summary does not discuss the

effect of the income or other tax laws of any state or foreign country in which participant may reside

There were no options granted during 2010 2009 or 2008 The weighted average erant date fair value of options

granted during 2004 and 2003 ss crc etimatcd u5ing the niodificd Black Schulcs valuation model and the

folloss ing weighted average assumptions

2004 Grants 2003 Grants

Weighted-a\erage grant date fair value 13.87 5.97

Dividend yield 0.7c 1.4%

Expected volatility 33.0c 33.0%

Risk-free interest rate 4.3% 4.0%

Expected life 7.5 years 7.5
years

Weighted average grant exercise price 33.56 16.11

Outstanding as of December 31 7010 8/050 57708
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The following table describes activity for Infinitys SOP for the twelve month period ended December 31 2010

%\ eighted

Weighted- Average Aggregate

Average Reniaining Intrinsic

Number of Exercise Term Value

Options Options Price in ears in millions

Outstanding as of January 2010 312840 $23.05

Granted

Exercised 73082 24.65

Forfeited 1000 33.58

Outstanding as of December31 2010 238758 $22.52 2.50 $9.4

Vested as of December 312010 238758 822.52 2.50 $9.4

Exercisable as of December 31 2010 238758 $22.52 2.50 89.4

The intrinsic value for the stock options is calculated based on the difference between the exercise price of

the underlying awards and Infinitys closing stock price as of the reporting date

Cash received from option exercises for the years ended December 31 2010 2009 and 2008 were 80.9 million

80.5 million and $0.5 million respectively The total intrinsic value of options exercised during the years ended

December 31 2010 2009 and 2008 was approximately $1.9 million $0.6 million and $0.4 million respecti\ely

The total fair value of stock options that vested during the years ended December 2009 and 2008 was

approximately $0.5 million and 80.8 million respectively No stock options ested during 2010

The amount of total compensation cost by plan for sharebased compensation arrangements is as follows in

thousands

Tsselve months ended December 31

20t0 2009 2008

Expense Expense Fxpensc

Recognized in lax Recognized lax Recognized in Tax

Income Benefit in Income Benefit Income Benefit

Restricted Stock Plan 795 27$ 795 8278 795 8278

Non employee Directors Stock Ownership

Plan 370 123 350 173 300 105

Employee Stock Purchase Plan 36 13 33 11 43

Performance Share Plan 2.330 $16 218 76 159 55

Stock Option Plan
______

43 15 403 141

Total 83511 $1230 81353 5473 $1700 5594

Note Benefit Plans

Infinity provides retirement benefits for all eligible employ ees by matching contributions made on participants

discretionary basis to participants accounts in its qualified 401k Retirement Plan Eligible employ ces may

contribute up to maximum of the lesser of $16500 per year or 25Cc of the participant salary in 2010

Participants age 50 or over at the end of the calendar year may make an additional elective defernd contribution

of up to $7700 for 2010 These additional contributions commonly referred to as catchup contributions are not

subject to the general limits that apply to 401k plans The matching percentage made by Infinity was lOOYc of

participants contributions up to ceiliniz of 4Cc and 50Cc of the ne\t 2c of contributions with maximum match

of 512250 in 010 The plan expense was $3.7 million 53.4 million and $2.5 million lot the twelse month

periods ended December 2010 2009 and 200$ respectively
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Infinitys Supplemental Employee Retirement Plan SERP is nonqualified deferred compensation plan that

enables eligible employees to make contributions and to receive employer matching contributions that are

precluded by the provisions of the 401k Retirement Plan or by law due to limits on compensation Infinity

amended the SERP effective January 2010 to permit participants to make contributions and the Company to

make matching contributions on compensation that exceeds the statutory annual compensation limit of $245000

for qualified defined contribution plans The Company contributed $0.1 million to the SERP for 2010 No

contributions were made to the SERP for 2009 or 2008 Infinity maintains rabbi trust that includes investments

to fund the SERP As of December 31 2010 investments in the rabbi trust totaled $0.5 million and are reflected

at fair value as equity securities on the Consolidated Balance Sheets

Infinity maintains nonqualified deferred compensation plan for certain highly compensated employees which

permits the participants to defer portion of their salaries and bonuses The deferred amounts accrue interest at

Infinitys approximate long-term borrowing rate The deferred amounts are general obligation liability of

Infinity and amounted to $9.2 million $7.3 million and $5.6 million at December 31 2010 2009 and 2008

respectively Interest credited by Infinity was approximately $0.5 million $0.4 million and $0.4 million for these

same periods

Infinity also provides postretirement medical and life insurance benefits to certain eligible retirees During 2006

Infinity determined that the benefits provided under this plan were actuarially equivalent to those benefits

provided by the Medicare Prescription Drug Improvement and Modernization Act of 2003 MMA Infinitys

calculation of the accumulated postrctiremcnt benefit obligation APBO as of December 31 2010 2009 and

2008 does not iefiect the government subsidy provided by the MMA other than as reflected in the insured over

65 rates going forward

In accordance with the Retirement Benefits topic of the FASC Infinity changed the measurement date for its

postretirement benefit plan from September 30 to December for its 2008 financial statements Infinity elected

the 15 month approach to transition to the December 31 measuiemcnt date and recorded an adjustment to

retained earnings of approximately $50000 pre tax at the end of 2008

Unrecognized actuarial gains of 8790761 3995 net of tax that have not yet been recognized in net periodic

postretirement benefit cost are included in accumulated other comprehensive income at December 31 2010 The

actuarial gain included in accumulated other comprehensive income expected to be recognized in net periodic

postretirement benefit income during the fiscal year ended December 31 2011 is 8633 15 841155 net of tax

The unfunded status of the APBO plan of 83304577 at December 31 2010 is recognized in the Consolidated

Balance Sheets in Other Liabilities No plan assets are expected to be returned to the Company during the fiscal

year ended December 31 2011

Data related to this plan is shown in the following tables in thousands

20t0 2009 2008

Net benetit obligation at beginning of year $3223 $3219 $3584

Service cost 91 104 132

Interest cost 170 172 179

Participant contributions 39 36 49

Change in measurement date 17

Assumption change 102 32 36
Actuarial gain loss 24 64 385
Gross benefits paid 296 276 371

Net benefit obligation at end of year $3305 53223 83219
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\kTeighted average assumptions used to determine

benefit obligations

Discount rate 5.15%

Healthcare cost trend on covered charges 10.0Cc decreasing

to 5.0% in 203

The following table discloses the components of net periodic postretirement benefit cost in thousands

Service cost

Interest cost

AmortiLation of prior service cost 27
AmortiLation of net cumulative gainloss 80

Net periodic postretirement benefit cost 155

The following table discloses the effects of hypothetical one percentage point increase and the effect of

hypothetical one peicentage point decrease in the assumed healthcare trend rate in thousands

2010 2009 2008

one percentage point hypothetical change in the assumed hcalthcare trend rate would

have the following effect on the postretirement benefit obligations

Uc increase 70 24 258

decrease 24 229 230
one percentage point hypothetical change in the assumed healthcme trend rate would

has the following effect on the aegregate of the service and intet est cost components

of net periodic postretirement healtheare benefit costs

1% increase 31 31

1% decrease 77 25 77

The folloss ing table reconciles the beginning and ending balances of the fair value of plan assets for the ears

ended December 31 2010 7009 and 2008 in thousands

2010 2009 2008

Plan assets

Faii value of plan assets at beginning of year

Employer contributions 258

Participant contributions 39

Gross benefits paid 296

Fair value uf plan acts at end uf year

INFINITY PROPERTY AND CASUALTY CORPORATION AND SUBSIDIARIES

2010 2009 2008

5.49%

12.0% decreasing

to 5.0F- in 2031

5.54%

10.0% decreasing

to 5.0% in 2031

2010 2009

91 5104

170 17

67
84

126

2008

5132

179

67
32

5212

241 272

36 49

276 321
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The following table presents the funded status and the amounts recognized in the statement of financial position

in thousands

3305

$3305

53305

The following table presents the ten year forecast and best estimate of expected benefit payments in thousands

2010 2009 2008

Fwided status

Fair alue of plan assets

Benefit obligations

Funded status at end of year

Contributions made after the measurement date

Unrecognized actuarial net gain loss

Unrecognized prior service cost

Net amount recognized at end of year

3223

53223

53223

3219

53219

53219

Expected future benefit

payments

2011

2012

2013

2014

2015

20 16-2020

Ten Year Total

2010

253

260

268

267

71

1371

S2690

2010

2011

2012

2013

2014

2015 2019

2009

258

266

269

276

272

1370

52710

2009

2010

2011

2012

2013

2014 2018

2008

241

257

276

274

279

1391

52.718

Enfinit best estimate of contributions expected to

Januar 2011 is 50.3 million

be paid to the plan during the fiscal year beginning
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Note Quarterly Operating Results Unaadited

While insurance premium is recognized on relatis ely le el basis claim losses related to adverse weather snow

hail hurricanes tornadoes etc may be seasonal Quarterly results rely heavily on estimates and are not

necessarily indicative of results for longer periods

The following are quarterly results of consolidated operations of Infinity for the three years ended December

2010 in thousands except per share amounts

2010

Revenues

Net earnings

Earnings per share

Basic

Diluted

2009

Revenues 233 5226075 S2t0357 $224759 $883424

Net earnings 10823 16.886 8224 34.662 70594

Earnings per
share

Basic

Diluted

2008

Revenues

Net earnings

Earnings per share

Basic

Diluted

Quarter 2ld Quarter 3rd Quarter 4th Quarter Total Year

$222929 5237.3 15

15.621 16278

1.17 1.25

1.15 1.22

$251669 $249363 $961276

30831 28792 91523

2.45

2.39

2.32 7.13

2.25 6.95

0.61

0.60

0.77 1.24

0.76 1.22

5249198 $247858

14.001 12144

St 0.75

0.74

0.29

0.28

3d Quarter

7991

12113
11623

2.57 5.17

2.a3 5.09

$233802 $200060 $930918

4.369 11257 19257

0.87 0.79 1.25

0.86 0.79 1.23

Realized gains losses on investments amounted to

Quarter 2d Quarter 4th Quarter iotaI Year

2010 4a 44 2.858 10438

2009 6.127 170 3246 14824
2008 1381 1.784 36.590 51.378

Note 10 Insurance Reserves

Infinitys insurance reserves consist of business produced directly by its wholly owned insurance subsidiaties

the Assumed Agency Business and two other unaffiliated insurance companies

Incurred but not reported IBNR reserves for the direct and Assumed Agency Business are established for the

quarter and year end based on cluarterl resers analysis by the Companys actuarial staff Various standard

actuatial tests are applied to subsets of the business at state product and coverage basis Included in the

analyses are the following

Paid and incurred extrapolation methods utilizing paid and incurred loss development to predict

ultimate losses

Paid and incurred Irequency and ses erity methods utilizinc IxudI and incduTed claims count

development and paid and incurred development to predict ultimate averace frequcnc i.e claims

count per auto insured or ultimate average seerit cost of claim pci claim and
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Paid and incurred Bornhuetter Ferguson methods adding expected des elopment tn actual paid or

incurred experience to project ultimate losses

For each subset of the business evaluated each test generates point estimate based on development factors

applied to known paid and incurred claims and claim counts to estimate ultimate paid claims and claim counts

Selections oi development factors arc based on historical loss development patterns with adjustment based on

professional actuarial judgment ss hcre anticipated development patterns vary from those seen historically

Deviations from historical loss des elopment patterns may occur clue to changes in items such as claims

settlement and payment practices business mix coverage
limits and deductibles inflation trends in auto repair

aud nicdieal costs and legal cuid iegulatuiy tiends affecting claiiiis settlcuients This estiniatiun uf IBNR
requlics

selection of hundreds of such factors single point estimate for the subset being evaluated is then selected from

the results of various tests based on combination of simple as erages of the point estimates of the various tests

and selections based on professional actuarial judgment During recent years paid methods have been less

reliable because of changes in settlement practices so Infinity has more heavily relied on incurred methods

The following table provides an analysis of changes in the liability for losses and LAE net of reinsuranee on

GAAP basis over the past three years Theie is no mateiial difference between the liability for losses and LAE

on GAAP basis ersus statutory basis

in thousands 2010 2009 2008

Balance at Beginning of Period

Unpaid losses on known claims 164134 179530 225415

IBNR losses 193790 196891 186402

LAE 151.191 l6833 206592

Total unpaid losses and LAP tO9 114 544756 618409

Reinsurance recoverabies 17.715 205 16 28.219

Unpaid losses and LAP net of ieinsuranee recos erables 491.399 a2424 590190

Current Actisity

Loss and LAE incurred

Current accident yeai tti.b b29542 o777g2

Prior accident yeais 73.903 65382 29372

Total loss and LAE incurred 606709 a64 160 648410

Loss and LAE payments

Current accident year 400144 351914 391.9Th

Prior accident years 2366a2 45087 322424

Total loss and LAE payments 636.796 a97002 714.359

Balance at End of Period

Unpaid losses and LAE net of reinsurance reeoverabies 4613 12 491.399 224241

Acid hack reinsuranee recoverabies 16521 1771 205 16

Total unpaid losses and LAE 477833 509114 544756

Unpaid losses on known claims 180.334 164134 179530

IBNR losses 164140 193790 196891

lAP i33.3a9 lali9i l68.33a

Total unpaid losses and LAP 477.833 509.114 a44756
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During calendar year 2010 Infinity experienced .573.9 million of favorable reserve development primarily from

loss and LAE reserves relating to bodily injury coverage in the California Connecticut Florida and Pennsylvania

nonstandard programs as well as in the Commercial Vehicle program During calendar years 2009 and 2008

Infinity experienced $65.4 million and $29.4 million respectively of favorable development primarily from loss

and LAE reserves relating to bodily injury and property damage coverages in the California Florida and

Pennsylvania nonstandard programs The favorable development over the last several years has resulted froni two

significant changes in claims practices beginning in 2006 for which the effect on loss and LAE payment patterns

has been recognized in 2008 2009 and 2010

First the Company changed its approach to handling claims in litigation Historically the majority of litigation

claims were handled in the Companys field offices utilizing outside legal counsel In 2006 and 2007 the

Company chose to utilize in house legal counsel more extensively which has proven to be more cost effective

than outside counsel This change in approach brought about gradual reduction in legal costs which began to

lower LAE During 2006 and 2007 the reduction in paid LAE was gradual with little effect on historical LAE

patterns This gradual change resulted in slight decreases in development patterns and modest releases of LAE

redundancy However by the end of 2008 the development patterns fell by anywhere from 8% to 13%

depending on the development period from the level of the 2007 year-end analysis The development patterns

fell another 7% to 13% in 2009 from the level of the 2008 year-end analysis These changes resulted in more

substantial release of LAE redundancy in 2008 and 2009

Second beginning in 2006 the claims department began placing greater emphasis on settling undisputed claims

in reduced number of days after the loss date more timely settlement of such claims referred to as increased

tempo was expected to reduce the companys claim expenses especially in the cost of rental car coverage

These changes in settlement practice resulted in increased claim payments for development periods in which the

change took place In was not apparent in either the 2006 or 2007 loss reserve estimation process whether the

increase in claim payments resulted from deteriorating underwriting results which could lead to additional loss

development or from the increase in tempo which would not necessarily lead to further loss development

Infinitys actuaries use mixture of paid and incurred tests to determine the ultimate ieserve need The change in

tempo created large variance in the indicated need between the paid and incurred tests Over time as accident

years matured it became clear the paid tests had over estimated the reserve and that the incurred test results

provide better estimates of the ultimate reserve need

Note 11 Reinsurance

The following table shows written and earned premium included in income for reinsurance assumed and amounts

deducted from written and earned premium in connection with reinsurance ceded in thousands

C0 of mount
Direct Writteo Reiosurance Reinsorance Net Written ssomed to

lear Premium Assumed Ceded Premium Net

2010 $952417 .55558 8946869 0.0%

2009 848690 121 4943 843869 0.0%

2008 896098 801 4809 892090 0.Fc

of Amount

Iirect Earned Reinsurance Reinsurance Net Earned Assumed to

Year Premium tssumed Ceded Premium Net

2010 $911108 55204 8905919 0.0cc

2009 85856 31 4779 848391 0.0

2008 926172 139 5260 922451 0.2
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Assumed Reiusorouce

Assumed business consists of two components

The Assumed Agency Business and to lesser extent business assumed from other unaffiliated insurance

companies and

ii Business assumed from involuntary pools and associations

For the twelve months ended December 2009 and 2008 the Company assumed $0.1 million and $0.8 million

of written premium respectively from GAl for the Assumed Agency Business under reinsurance agreement

effective January 2003 as explained in more detail in Note to the Consolidated Financial Statements The

Company assumed no premium from GAl in 2010 In addition at December 2010 2009 and 2008 the

Company assumed $6.8 million $13.9 million and $30.1 million respectis ely of total unpaid losses and LAE
respectively from GAl

At December 31 2010 2009 and 2008 the Company assumed $8.5 million $8.7 million and $10.4 million

respectively of assumed unpaid losses and LAE as part of fronting arrangements under which Infinity utili7edl

these companies insurance licenses to write business while assuming substantially all of that business back from

these carriers

Although the business was issued on GAls and these other unaffiliated companies policies Infinity manages

the claims adjusting and loss reserving for this business

During the twelve months ended December 2010 2009 and 2008 Infinity assumed from involuntary pools

and associations premium and unpaid losses and LAB of less than $0.1 million each

Ceded Reins umonce

Infinity uses excess of loss catastrophe and extracontractual reinsurance to mitigate the financial impact of large

or catastrophic losses Dui ug 2010 the catastrophe reinsurance provided protection br losses up to 15 million

in excess of S5 million for
any single event Infinitys excess of loss reinsurance provides reinsurance protection

for commercial auto losses
up to 5700.000 br claims exceeding $300000 per occurrence Infinitys extra

contractual reinsurance agreement provides protection for losses up to $15 million in excess of 55 million for any

single extra-contractual loss Infinity also uses reinsurance to mitigate losses on its Classic Collector business

Ceded reinsurance for all programs reduced Infinitys incurred losses and LAB by 52.6 million $2.1 million and

$0.4 million for the twelve months ended December 31 2010 009 and 2008 respecti\ely

Note 12 Statutory Information

Insurance companies are required to file financial statements with state insurance iegulatory authorities prepared

on an accounting basis prescribed or permitted by such authorities statutory basis Net earnings and

policyholders surplus on statutory basis were as follows in thousands

Net Earnings Policy holders Surplus

2010 2019 2008 2010 2009

96.870 105733 38007 48 1.461 172.211
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For the twelve-month periods ended December 31 2010 2009 and 2008 statutory results differed from net

earnings on GAAP basis primarily due to the amortization of deferred acquisition costs the basis difference in

realized gains and holding company expenses including interest

The decrease in net earnings from 2009 to 2010 is primarily due to decline in underwriting income

The increase in net earnings from 2008 to 2009 is primarily due to $36.0 million increase in favorable

development on prior accident years and $42.0 million decrease in other than-temporary impairments charges

in inconie

The increase in policyholders surplus in 2010 compared to 2009 is primarily due to an increase in unrealized

gains on investments

Note 13 Legal and Regulatory Proceedings

From time to time Infinity and its subsidiaries are named as defendants in various lawsuits incidental to their

insurance operations Legal actions relating to claims niade in the ordinary course of seeking indemnification for

loss covered by the insurance policy are considered by Infinity in establishing loss and LAE reserves

Infinity also faces in the ordinary course of business lawsuits that seek damages beyond policy limits commonly

known as extra-contractual claims as well as class action and individual lawsuits that involve issues not unlike

those facing other insurance companies and employers Infinity continually evaluates potential liabilities and

reserves for litigation of these types using the criteria established by the Contingencies topic of the FASC Under

this guidance reserves for loss may only be recorded if the likelihood of occurrence is probable and the amount

can be reasonably estimated If loss while not probable is judged to be reasonably possible management will

disclose if it can be estimated possible range of loss or state that an estimate cannot be made Management

considers each legal action using this guidance and recoids reserves for losses as warranted by establishing

reserve captured within the Companys Consolidated Balance Sheets line items Unpaid losses and LAE for

extra contractual claims and Accounts payable accrued expenses and other liabilities for class action and

other non claims related lawsuits Amounts incurred are recorded on the income statement within Losses and

LAE for extra-contractual claims and Other expenses for class action and other non claims related lawsuits

Certain claims and legal actions have been brought against Infinity for which no loss has been accrued and for

which an estimate of possible range of loss cannot be made under the above rules While it is not possible to

predict the ultimate outconie of these claims or lawsuits management does not believe they are likely to have

material effect on Infinitys financial condition or liquidity Hossever losses incurred because of these cases

could have material adverse inipact on net earnings in given period

Following is discussion of the Companys potentially significant pending cases at December 2010

Dave Muon Eastwood Insurance Services et al was filed in November 2uu5 in the Superior Court for the

City and County of San Francisco and subsequently transferred to the Superior Court of the State of California

County of Orange Civil Complex Center In this action the plaintiff alleged iolations of provisions of the

California Business Professions Code The case involved dispute over the legality of broker fees charged

Eastwood Insurance Services Eastwood an independent California broker to consumers ss ho purchased

Infinity insurance policies through Eastwood The plaintiff alleged that Eastwood was acting as an unlicensed

agent of Infinity and as consequence Eastwood should not have charged broker fees The plaintiff sought from

Eastwood restitution of all broker fees Eastwood charged on the sale of Infinitys insurance policies The plaintiff
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had sought injunctive relief from Infinity to prohibit Infinity from conducting business with Eastwood as

broker The Superior Court issued an order on plaintiffs motion dismissing Infinity as named defendant to the

suit Eastwood initiated cross-claim against Infinity seeking contribution and indemnification of any amounts

that it was determined to owe the plaintiff which Eastwood subsequently dismissed without prejudice On

July 15 2009 the Superior Court entered summary judgment in favor of Eastwood on each of the plaintiffs

claims On September 10 2009 the plaintiff filed notice of appeal of the Superior Courts summary judgment

ruling On November 18 2010 the California Court of Appeals upheld the Superior Courts summary judgment

ruling The plaintiff did not file notice of appeal with the California Supreme Court and the deadline for filing

such notice has lapsed As such Eastwoods potential claims against the Company for contribution and

indemnification are moot

Note 14 Commitments and Contingencies

Commitments

Minimum rental commitments under non-cancelable operating leases with an initial or remaining term of more

than one year as of December 31 2010 were as follows in thousands

Due in Operating Leases

2011 $12637

2012 11.862

2013 9294

2014 9440

2015 8635

Thereafter 7191

Total $59060

As of December 31 2010 the total minimum rental payments to be received in the future under non-cancelable

subleases were approximately $0.7 million

Lease expense incurred by the Company during the last three
years was as tollows in thousands

For the twelve months ended

December 31

2010 2009 2008

Operating lease expense $17907 $21360 $21988

Sublease income 2103 2812 2687

Total $15804 $18548 $19301

In 2010 Infinity entered into definitive sales contract to purchase the 111602 square
foot Liberty Park facility

that it currently leases in Birmingham for $16.1 million Infinity expects to use current funds to complete the

purchase in 2011
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Contingencies

The Company based on the criteria established by the Contingencies topic of the FASC has the following loss

contingencies for which it accrues in its financial statements

Other than temporary impairments on investments Note

Insurance reserves Note 10

Legal and regulatory proceedings Note 13

Allowances for uncollectible accounts Note 15

For each iteni listed above please refer to the notes referenced for additional discussion

Note 15 Additional Information

Allowances for Uncollectible Accounts

Agents balances and premium receivable included in the Consolidated Balance Sheets are shown net of

allowances for uncollectible accounts The provision for such losses is included in commissions and other

underwriting expenses progression of the aggregate allowance follows in thousands

2010 2009 2008

Beginning balance 10853 $11652 15447

Provision for losses 11884 10610 13626

Uncollectible amounts written off 10414 11409 17421

Ending balance 323 10853 11652

Restrictions on Transfer of Funds and Assets of Subsidiaries

Payments of dis idcnds loans and advances by Infinitys insurancc subsidiaries are subject to various state laws

federal regulations and debt covenants that limit the amount of dis idcnds loans and advances that can be paid

Under applicablc restrictions the maximum amount of dividends payable in 2011 from Infinitys insurance

subsidiaries without seeking regulatory clearance is approximately $96.0 million Additional amounts of

dividends loans and advances require regulatory approval

Negative Cash Book Balances

Negative cash book balances included in the line item Other liabilities in the Consolidated Balance Sheets

were $27.7 million $22 million and $18.3 million respectively at December 31 2010 2009 and 2008
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PART IV

ITEM 15

Exhibits Financial Statement Schedules

Documents filed as part of this Report

Financial Statements are included in Part II Item

Financial Statement Schedules

Selected Quarterly Financial Data is included in Note 10 to the Consolidated

Financial Statements

Schedules filed herewith as of December 31 2010

Page

Summaiy of Investments See Note 65

II Condensed Financial Information of Registrant 88

III Supplementary Insurance Information Not required

IV Reinsurance See Note 11 82

Valuation and Qualifying Accounts see Note 15 86

VI Supplemental Information Concerning Propei ty Casualty Insurance

Operations 90

All other schedules tor ss hich provisions are made in the applicable regulation of the Securities and

Exchange Commission hae been omitted as they are not applicable not required or the

information required thereby is set forth in the Financial Statements or the notes thereto
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SCHEDULE 11CONDENSED FINANCIAL INFORMATION OF REGISTRANT

Condensed Balance Sheets

in thousands

December 31

2010 2009

Assets

Investment in subsidiaries $626848 $620962

Fixed maturities at fair value amortized cost S190.946 and S15l.932 193.677 153.374

Equity securities at fair value cost $555 and $0 535

Cash and cash equivalents 27577 30955

Other assets 13952 13492

Total assets $862590 $818732

Liabilities and Shareholders Equity

Long-term debt $194729 $194.65

Other liabilities 6364 5574

Payable to affiliates 313 347

Shareholders equity 661184 618160

Total liabilities and shareholders equity 862590 $818732

Condensed Statements of Earnings

in thousands

seIve months ended teceniher 31

2010 2009 Change 200$ Change

Income

Income in equity of subsidiaries QQ4S7 580216 24.0% 527306 13.8%

Net investment income 4303 3.859 11.5% 6238 38.lc
Realized gain loss on investments 992 851 NM 257 NM

Total income 104752 $83224 25.9% $33801 146.2%

Costs and Expenses

Interest expense 10802 11055 2.3% 11071 Oft/c

Corporate general and administrative expenses 7814 6713 16.4Cc 6958 3.5%
Loss on repurchase of debt II 100.0c 0.0%

Other expense 113 0.0% 239 lOO.O%

Total expenses 18729 $17779 5.3% $18268 2.7%

Earnings before income taxes 86023 65445 31.4% 15533 321 .3%

Provision for income taxes 5500 5149 6.8cc 3.724 38.3%

Net earnings 91523 $70594 29.6% 19757 266.6%

NM Not meaningful
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Condensed Statements of Cash Flows

in thousands

T\%elve months ended December 31

2010 2009 2008

Operating Activities

Net income 91523 70594 19257

Equity in consolidated subsidiaries 99457 80216 27306
Loss on repurchase of debt 11

other 3581 45 4uo7

Net cash used in operating activities 4353 $10096 3982
Investing Activities

Purchases of fixed maturity investments $40914 $50090 41703
Maturities and redemptions of fixed maturity investments 12252 21343 7479

Sales of fixed maturities 38925 27960 141818

Dividends received from subsidiary1 49831 30042 19342

Capital contributed to subsidiaries 2298 819 2133

Net cash provided by investing activities 57796 28436 124.803

Financing Activities

Proceeds from stock option exercise and employee stock purchase

plan 2399 887 809

Accelerated share repurchase plan settlement payment 768
Acquisition of treasury stock 52021 25026 87397

Repurchase of debt 4975
Dividends paid to shareholders 7.198 6585 6.811

Net cash used in financing activities S56820 535.699 594167

Net decrease increase in cash and cash equivalents 3377 $17.359 2665

Cash and cash equivalents at beginning of period 30955 483 21662

Cash and cash cquivalents at end of period 27577 30955 48.3 15

Infinitys subsidiaries also paid $50.2 million $60.0 million and 550.7 million respectively of dividends in

the form of securities to the holding company in 2010 2009 and 2008
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Pursuant to the requirements of Section 13 or 15d of the Securities Exchange Act of 1934 Infinity Property and

Casualty Corporation has duly caused this Report to be signed on its behalf by thc undersigned thereunto duly

authorized

Signed February 25 2011

Infinity Property and Casualty Corporation

By
Is JAMES GOnER

James Gober

Chief Executive Officer

Puisuant tu the iequiienients uf the Seeuiities Exchange Act uf 1934 this Repuit has been signed beluw by the

following persons on behalf of the Registrant and in the capacities and on the dates indicated

Signature Capacity Date

IS JAMES GOnER Chairman of the Board of February 25 2011

James Goher Directors

Chief Executive Officer and

President

principal executive officer

IS SAMUEL SIMON Executive Vice President General February 25 2011

Samuel Simon Counsel

Assistant Secretary and Director

Is ROGER SrsrlTH Executise Vice President Chief February 25 2011

Roger Smith Financial

Officer Treasurer and Director

principad financial and accounting

officer

Is WILLI \vI STARNES Director bebruary 75 2011

William Starnes

Is JORGE CASTRO Director- February 25 2011

Jorge Castro

IS HAROLO LAYMAN Director February 25 2011

Harold Layman

Is DRAYTON NAnERS JR Director February 25 2011

Dray too Nabers Jr

Is GREGORY THOMAS Directort February 25 2011

Gregory Thomas

Is SAMUEL WEINLI0FI Director February 25 2011

Samuel Vs eiohotf

Is MARIA TERESA ALVARE/ \NIOA Director Febi uary 25 2011

Maria Teresa Alvarez Caoida

Member of the Audit Committee
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INDEX TO EXHIBITS

Number Exhibit Description

3.1 Aniended and Restated Articles of Incorporation incorporated by reference to Exhibit 3.1 to

Infinitys Form 10 filed on August 2007

3.2 Regulations incorporated by reference to Exhibit 3.2 to Infinitys Form filed on October

2002

4.1 Indenture dated February 17 2004 between Infinity as Issuer and American Stock Transfer and

Trust Company as Trustee incorporated by reference to Exhibit to Infinitys Form 10 K/A

filed on April 2004

4.2 Form of Senior Indenture between Infinity and U.S Bank National Association as Trustee

incorporated by reference to Exhibit 4.4 to Infinitys Form filed on August 2010

4.3 Form of Subordinated Indenture between Infinity and U.S Bank National Association as

Trustee incorporated by reference to Exhibit 4.5 to Infinitys Form filed on August

2010

4.4 Form of Junior Subordinated Indenture between Infinity and U.S Bank National Association

as Trustee incorporated by reference to Exhibit 4.6 to Infinitys Form S-3 filed on August

2010

Material Contracts

10.1 Reinsurance Agreement between Infinity Standard Insurance Company formerly known as

Windsor Insurance Company as Reinsurer and Gieat American Insurance Company and

Affiliates as Reassured incorporated by reference to Exhibit 10.4 to Infinitys Form 10-K filed

on March 31 2003

10.7 Side Letter Agreement to amend Reinsurance Agreement between Infinity Standard Insurance

Company known as Windsor Insurance Company as Reinsurer and Great American

Insurance Company and Affiliates as Reassured incorporated by relerence to Exhibit 10 to

Infinitys Form flied on February 2007

10.3 Non employee Directois Stock Ownership Plan incorporated by reference to Appendix to

Infinitys Definitive Proxy Statement Schedule 14A filed on April 12 2005

10.4 Lease between Colonial Properties and Infinity dated August 26 2003 for Colonnade property

in Birmingham Alabama incorporated by reference to Exhibit 10.23 to Infinitys Form 10 1K/A

filed on April 2004

10.5 Tax Allocation Agreement dated December 31 2003 and effective February 13 2003 by and

among Infinity and its Subsidiaries incorporated by reference to Exhibit 10.24 to Infinitys

Form 10 K/A filed on April 2004

10.6 Amended and Restated 2002 Stock Option Plan incorporated by reference to Exhibit 10.1 to

lnfinit Form 8-K filed on May 21 008

10.7 Amended and Restated Credit Agreement dated August 2008 between Infinity and Regions

Bank incorporated by reference to Exhibit 10 to Infinitys Form filed on September

2008

10.8 Amended and Restated Employee Stock Purchase Plan incorporated by reference to Evhibit 10

to Infinitys Form 10-Q filed on August 2010
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Number Exhibit Description

10.9 Deferred Compensation Plan as amended and restated effective February 2010

10.10 Supplemental Retirement Plan as amended and restated effective January 2010

10.11 Amended 2002 Restricted Stock Plan incorporated by reference to Exhibit 10 ito Infinitys

Form 8-K filed on August 2007

10.12 Form of Restricted Stock Agreement incorporated by reference to Exhibit 10.2 to Infinitys

Form 8-K filed on August 2007

10.13 Employment Agreenient for James Gober incorporated by reference to Exhibit 10.3 to

Infinitys Form filed on August 2007

10.14 Amendment No ito the Employment Agreement for Mr Gober incorporated by reference to

Exhibit 10 to Infinitys Form 8-K filed on May 21 2009

10.15 Employment Agreement for Samuel Simon incorporated by reference to Exhibit 10.5 to

Infinitys Form 8-K filed on August 2007

10.16 Amendment No ito the Employment Agreement for Mr Simon incorporated by reference to

Exhibit 10.3 to Infinitys Form 8-K filed on June 12010

10.17 Employment Agreement for Roger Smith çincorporated by reference to Exhibit 10.4 to

Infinitys Form 8-K filed on August 2007

10.18 Amendment No to the Employment Agreement for Mr Smith incorporated by reference to

Exhibit 10.4 to Infinitys Form filed on June 2010

10.19 Employment Agreement for Scott Pitrone incorporated by reference to Exhibit 10.7 to

Infinitys Form filed on August 2007

10.20 Amendment No to the Employment Agreement for Mr Pitrone incorporated by reference to

Exhibit 10.2 to Infinitys Form 8-K filed on June 12010

10.21 Employment Agreement for Glen Godwin incorporated by reference to Exhibit 10.6 to

Infinitys Form 8-K filed on August 2007

10.22 Amendment No to the Employment Agreement for Mr Godwin incorporated by reference to

Exhibit 10.1 to Infinitys Form filed on June 12010

10.23 Annual Executive Bonus Plan incorporated by reference to Appendix to Infinitys Definitive

Proxy Statement Schedule 14A filed on April 19 2010

10.24 Second Amended and Restated 2008 Performance Share Plan incorporated by reference to

Appendix to Infinitys Definitive Proxy Statement Schedule 14A filed on April 19 2010

10.25 Form of Performance Share Agreement incorporated by reference to Exhibit of Appendix

to Infinitys Definitive Proxy Statement Schedule 14A filed on April 19 2010

10.26 Real Estate Purchase and Sale Agreement between Infinity Insurance Company as Purchaser

and SG/SPV Property LLC as Seller incorporated by reference to Exhibit 10 to Infinitys

Form filed on May 13 2010

10.27 First Amendment to Real Estate Purchase and Sale Agreement between infinity Insmance

Company as Purchaser and SG/SPV Property LLC as Seller incorporated by reference to

Exhibit 10 to Infinitys Form 8-K filed on January 21 2011
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31.1 Certification of the Chief Executive Officer under Exchange Act Rule 3a 14a

31.2 Certification of the Chief Financial Officer under Exchange Act Rule 15d 14e

32 Section 350 Certification of Chief Executive Officer and Chief Financial Officer

101 XBRL

Management Contract or Compensatory Plan or Airangement
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EXHIBIT 21

INFINITY PROPERTY AND CASUALTY CORPORATION

EXHIBIT 21SUBSIDIARIES OF THE REGISTRANT

The following is list of subsidiaries of Infinity at December 31 2010 All corporations are subsidiaries of

Infinity and if indented subsidiaries of the company under which they are listed

Percentage of

Name of Company Incorporated Ownership

Hillstar Insurance Company Indiana 100

Infinity Financial Centers LLC Delaware 100

Infinity Insurance Company Indiana 100

Infinity Agency of Texas Inc Texas 100

Infinity Assurance Insurance Company Ohio 100

Infinity Auto Insurance Company Ohio 100

Budget Insurance Premium Inc Ohio 100

Leader Group Inc Ohio 100

Leader Managing General Agency Inc Texas 100

Infinity Casualty Insurance Company Ohio 100

Atlanta Casualty Group Inc Georgia 100

Atlanta Casualty General Agency Inc Texas 100

Infinity County Mutual Insurance Company Texas

Infinity General Insurance Company Ohio IOU

Infinity Indemnity Insurance Company Indiana 100

Infinity Preferred Insurance Company Ohio 100

Infinity Premier Insurance Company Indiana 100

Infinity Reserve Insurance Company Ohio 100

Infinity Safeguard Insurance Company Ohio 100

Granite Financc Company Inc Texas 100

Infinity Security Insurance Company Indiana 100

Infinity Select Insurance Company Indiana 100

Infinity Specialty Insurance Company Ohio 100

Infinity Standard Insurance Company Indiana 100

Infinity Property and Casualty Services Inc Georgia 100

Casualty Underwriters Inc Georgia

Windsor Group Inc Georgia 100

Texas Windsor Group Inc Texas 100

The Infinity Group Inc Indiana 100

Denotes company that is affiliated but not owned



EXHIBIT 23

INFINITY PROPERTY AND CASUALTY CORPORATION

EXHIBIT 23CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

We consent to the incorporation by reference in the following Registration Statements of our reports dated

February 25 2011 with respect to the consolidated financial statements and schedules of Infinity Property and

Casualty Corporation and subsidiaries and the effectiveness of internal control over financial reporting of Infinity

Property and Casualty Corporation and subsidiaries included in this Annual Report Form 10-K for the year

ended December 31 2010

Registration

Form Number Description

333-109445 2002 Stock Option Plan

S-8 333 117711 Employee Stock Purchase Plan

S-8 333 125442 Non employee Directors Stock Ownership Plan

333-168605 Shelf Registration Statement of Debt and Equity Securities

Birmingham Alabama

February 25 2011 /5 ERNST YOUNG LLP



EXHIBIT 31.1

CERTIFICATIONS

James Gober cei-tify that

have reviewed this annual report on Form 10-K of Infinity Property and Casualty Corporation

Based on my knowledge this report does not contain any untrue statement of material fact or omit to state

material fact necessary to make the statements made in light of the circumstances under which such

statements were made not misleading with respect to the period covered by this report

Based on my knowledge the financial statements and other financial information included in this report

fairly present in all material respects the financial condition results of operations and cash flows of the

registrant as of and for the periods presented in this report

The registrants other certifying officers and are responsible for establishing and maintaining disclosure

controls and procedures as defined in Exchange Act Rules l3a-l5e and 15d-15e and internal control

over financial reporting as defined in Exchange Act Rules 13a-15f and 15d-15f for the registrant and

have

Designed such disclosure controls and procedures or caused such disclosure controls and procedures to

be designed under our supervision to ensure that material information relating to the registrant

including its consolidated subsidiaries is made known to us by others within those entities particularly

during the period in which this report is being prepared

Designed such internal control user financial reporting or caused suah internal control ocr financial

reporting to be designed under our supervision 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

Evaluated the effectiveness of the registrants disclosure controls and procedures and presented in this

repoit our conclusions about the effectis eness of the disclosure controls and procedures as of the end

of the period covered by this report based on such evaluation and

Disclosed in this report any change in the registrants internal control cr financial reporting that

occurred during the registrants most recent fiscal quaiter the registrants iourth liscal quarter in the

ease of an annual report thai has materially affected or is reasonably likels in materially affect the

registnmt internal control over financial reporting and

The registrants other certifying officers and have disclosed based on our most recent evaluation of

internal control over financial reporting to the registrants auditoi and the audit committee of the

registrants board of directors or persons performing the equis alent functions

All significant deficiencies and material weaknesses in the design or operation of internal control over

financial reporting which are reasonably likely to adversely affect the registrants ability to record

process summarize and report financial information and

Any fraud whether or not material that involves management or other employees who have

significant role in the registrants internal control over financial reporting

February 2D 2011 BY /5 JAMI GoatR

lames it

Chief Executi Ofticer

principal executis nfftccr



EXHIBIT 31.2

CERTIFICATIONS

Roger Smith certify that

have reviewed this annual report on Forni 10-K of Infinity Property and Casualty Corporation

Based on my knowledge this report does not contain any untrue statement of material fact or omit to state

material fact necessary to make the statements made in light of the circumstances under which such

statements were made not misleading with respect to the period covered by this report

Based on my knowledge the financial statements and other financial information included in this report

fairly present in all material respects the financial condition results of operations and cash flows of the

registrant as of and for the periods presented in this report

The registrants other certifying officers and are responsible for establishing and maintaining disclosure

controls and procedures as defined in Exchange Act Rules l3a-15e and 15d-15e and internal control

over financial reporting as defined in Exchange Act Rules 13a-15f and l5d 15f for the registrant and

have

Designed such disclosure controls and procedures or caused such disclosure controls and procedures to

be designed under our supervision to ensure that material information relating to the registrant

including its consolidated subsidiaries is made known to us by others within those entities particularly

during the period in which this report is being prepared

Designed such internal control over financial reporting or caused such internal control over financial

reporting to be designed under our supervision 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

Evaluated the effectiveness of the registrants disclosure controls and procedures uid presented in this

report our conclusions about the effectiveness of the disclosure controls and procedures as of the end

of the period covered by this report based on such evaluation and

Disclosed in this report any change in the registrants internal control over financial reporting that

occurred during the registrants most recent fiscal quarter the registrants fourth fiscal quarter in the

case of an annual report that has materially affected or is reasonably likely to materially affect the

registrants internal control over financial reporting and

The registrants other certifying officers and have disclosed based on our most recent evaluation of

internal control over financial reporting to the registrants auditors and the audit committee of the

registrants board of directors or persons performing the equivalent functions

All significant deficiencies and material weaknesses in the design or operation of internal control over

financial reporting which are reasonably likely to adversely affect the registrants ability to record

process summarize and report financial information and

Any fraud whether or not material that involves management or other employees who have

significant role in the registrants internal control over financial reporting

February 25 2011 BY /5/ ROGER SMITh

Roger Smith

Chief Financial Officer

principal financial officer



EXHIBIT 32

CERTIFICATION PURSUANT TO 18 U.S.C SECTION 1350

In connection with the filing with the Securities and Exchange Commission of the Annual Report of Infinity

Property and Casualty Corporation the Company on Form 10-K for the period ended December 31 2010 the

Report each of the undersigned officers of the Company certifies pursuant to 18 U.S.C Section 1350 that to

the best of his knowledge

The Report fully complies with the requirements of Section 13a or 15d of the Securities Exchange Act of

1934 and

The information contained in the Report fairly presents
in all material respects the financial condition and

results of operations of the Company

February 25 2011 BY /5/ JAMES GOnER

Date James Goher

Chief Executive Officer

February 25 2011 BY /5/ ROGER SMITE

Date Roger Smith

Chief Eiuaocial Officer



DIRECTORS

James Goher141

Chairman Chief Executive Officer

and President IPCC

Director since November 2002

Teresa Canidal3MSl

President Taplin Canida Habacht LLC

Director since May 2009

Jorge Castro121

Chief Executive Officer

Lombardia Capital Partners

Director since August 2003

Harold Layma11131

Retired President and

Chief Executive Officer

Blount International Inc

Director since August 2003

Drayton Nabers Jr.S4i1Qi

Shareholder Maynard Cooper and Cale BC
Former Chiet Justice of Alabama

Supreme Court

Director since May 2007

Samuel Simon

Executive Vice President General Counsel

PCC

Director since December 2003

Roger Smith

Executive Vice President

Chiet Financial Officer

and Treasurer IPCC

Director since December 2003

William Stancil Starnes1121141

Chairman and Chief Executive Officer

ProAssurance Corporation

Director since May 2008

Gregory Thomas111121161

Retired Executive Vice President and

Chief Financial Officer Citicasters Inc

Director since February 2003

Samuel WeinhofV2113M41

Insurance Industry Consultant

Director since May 2004

MANAGEMENT

James Gober

Chairman Chief Executive Officer

and President

Glen Godwin

Senior Vice President

Business Development

Scott Pitrone

Senior Vice President Product Management

Samuel Simon

Executive Vice President

General Counsel

Roger Smith

Executive Vice President Chief Financial

Officer and Treasurer

Member of compensauorr commune

Member of Audil commuec

Member of Nommafing/Goeerneoce commuee

Membr of 6xecefiee commune

Member of iovesfmerif commffee

Fioanrrei Evpri

Lead Oirccior

CORPORATE HEADQUARTERS

3700 Colonnade Pkwy

Suite 600

Birmingham AL 35243

205 870 4000

TRANSFER AGENT REGISTRAR

American Stock Transfer Trust Company

212 936 5100

AUDITORS

Ernst Young LLP

Birmingham Alabama

LEGAL COUNSEL

Keating Muething Klekamp PLL

Cincinnati Ohio

ANNUAL MEETING

The Annual Meeting of the Shareholders

of Infinity Property Casualty Corporation

will be held at the Tutwiler Hotel 2021 Park

Place Birmingham Alabama 35203 on

Wednesday May 25 2011 at 1000 a.m

Central time There were 62 shareholders of

record on February 11 2011 which the

Company believes reprasent approAimately

3233 beneficial holders

COMMON STOCK AND DIVIDENDS

The Companys common stock is listed on

the NASDAQ Global Select Market under the

symbol IPCC

The quarterly high and low closing sales

prices per share of the common stock as

reported by NASDA0 follow

Mercb3l2009 $4754 $3070 $02

Jene3O2009 $3954 $3159 $012

Sepiember 30 2009 $45 66 $35 76 $0 12

December 2009 $43.49 $38.20 $0 12

March 2010 $46.31 $3693 $0.14

.iuoe 30 200 $4967 $43 54 $0 14

Sepiember 30 2010 $49 80 $4501 $0 14

December 2010 $64 60 $4801 $014

The Board of Directors declares quarterly

dividends at meetings held in February May

August and Novembec

SHAREHOLDER COMMUNICATIONS

For access fo all news releases and other

Company information visit the Infinity website

at www infinityaufo.com To request

an investor package please call

205 803 8186 or write to

FORM 10-K

copy of the Companys Annual Report on

Form 10 as filed with the Securities and

Exchange Commission may be obtained

without charge upon written request to the

Secretary of the Company the address

listed above

Quarter Ended

Infinity Property Casualty Corporation

Stnclr Prices
Attn Investor Relations

hinidends 3700 Colonnade Pkwy
High Lnw

Declared

Suite 600

Birmingham AL 35243

FSC

Mix

Pno im
osmns5ntouct

Fsc C103n73
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