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Highlights

FINANcIAL HIGHLIGHTS

dollars in millions except per share data

OPERATING HIGHLIGHTs

2012 20111 2010

Combined ratio of 97% included five points of underwriting loss from Hurricane Sandy

Strong investment performance with taxable equivalent total investment return of 9% driven by

20% return on equities

Book value per share increased to $403.85 representing compound annual growth rate for the

one-year and five-year periods of 15% and 9% respectively

Total operating revenues exceeded $3 billion

Revenues from Markel Ventures increased 54% to $489 million and we acquired four new businesses

in 2012

Announced the acquisition of Essentia and our partnership with Hagerty adding classic car insurance to

our product offerings

Announced our planned acquisition of Alterra which we believe will create strong company in

global specialty insurance and investments
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2012

To Our Business Partners

Each year we write 1his letter to you to discuss the

results of the past year and our plans and aspirations for

the future We think of you as business partners who

have trusted us with your firm Through this letter we try

our best to tell you how we thin about your company

what happened over the course of the last year and

what you should expect of us ri the years to come We

also write this letter to our colleagues throughout Market

to provide sense ol perspective on how things have

gone for the organization as whole and to provide

sense of where we are going

Well partners this has been one heck of year 2012

was busy More thiriqs went on this year than any in

recent memory There is tong list of things we

accomplished Weve also got full state of ongoing

goals in place and actions taken to build the future of

your company

Financially we enjoyed record revenues of $3.0 bilLion

an increase of 14% from $2.6 billion in 2011 Book

value per share increased 15/a to $403.85 versus

$352.10 year ago and comprehensive income totaled

$509 million versus $258 million We also returned to

underwriting profitability with combined ratio of 97%

compared to l02% in 2011

Given the events of 2012 this letter sets new record

for length If you have attention deficit disorder and just

want to know the highlights you can read through the

bullet points listed below and leave it at that If you want

more details keep reading Well describe each of them

in more substance through the rest of the letter

The 2012 Headlines

We produced an underwriting profit despite

Hurricane Sandy

We earned excellent returns on our investment

portfolio

We acquired Thompson Insurance Enterprises

We announced the formation of our partnership

with Hagerty and the associated acquisition of

Essentia Insurance Company

We continued the successful integration of

FirstComp

We successfully implemented our data warehouse

We enjoyed organic growth in insurance premiums

We continued to report favorable loss reserve

development

We acquired Havco Reading Tromp and Idreco

within our Market Ventures organization

10 We improved our operational performance in our

insurance units as well as in our claims and shared

services operations

in millions except per share data 2012 2011 2010 2009 2008 2007 2006 2005 2004

Total operating revenues 3000 2630 2225 2069 1977 2551 2576 2200 2262

Grosswrittenpremiums 2514 2291 1982 1906 2213 2359 2536 2401 2518

Combinedratio 97% 102% 97% 95% 99% 88% 87% 101% 96%

Investment portfolio 9333 8728 8224 7849 6893 7775 7524 6588 6317

Portfoliopershare $969.23 907.20 846.24 799.34 702.34 780.84 752.80 672.34 641.49

Net income loss to shareholders 253 142 267 202 59 406 393 148 165

Shareholders equity 3889 3388 3172 2774 2181 2641 2296 1705 1657

Bookvaluepershare $403.85 352.10 326.36 282.55 222.20 265.26 229.78 174.04 168.22

5-Year CAGR in hook

valuepersharei1 9% 9% 13% 11% 10% 18% 16% 11% 20%

CAGRcornpound annual owth rate



and. .as the year was winding down.. we announced

the acquisition of Alterra This is major transaction

which adds substantial heft and market presence to

Markel Corporation and is accretive to the book value

premium and investment balances behind each share

This is full list The people of this organization ran at

full sprint throughout 2012 to accomplish these items

and they are all hard at work to assure progress on these

and other initiatives for 2013 The signers of this letter

would like to personally thank all of those involved in the

events of 2012 None of them were easy and all of them

will act in concert to make Markel Corporation stronger

more vibrant and more profitable company in the years

to come We thank all of you for your efforts

Now here are some details behind each of the bullet

points

We produced an underwriting profit

despite Hurricane Sandy

Weve produced outstanding results for our shareholders

over time and the core fundamental building block in

doing so begins with earning an underwriting profit

2012 was year in which we started with this building

block in place as we achieved profitable combined

ratio of 97% which includes five points of underwriting

loss from Hurricane Sandy compared to the unprofitable

102% in 2011

It is always the goal at Markel to produce an

underwriting profit We did so in 2012 and weve done

so in eight out of the last 10 years and 14 of the last 20

Producing an underwriting profit is one of those things

that is easy to say and hard to do It requires an immense

effort with many moving parts to accomplish this and

were proud of this record The years
without

underwriting profits occurred during major headline

catastrophes such as the World Trade Center attack

Hurricane Katrina and sometimes as anticipated in the

wake of major acquisitions which required changing the

underwriting culture at acquired firms

The good news is that each of those events while

painful taught us something and we learned to be

better at managing risks and running your company

Each of these learnings caused us to reexamine our

processes
and assumptions and to improve

them going

forward Each challenge caused us as individuals and as

teams to figure out how to improve and find new ways

to succeed

The fact that we earned an underwriting profit this year

despite Hurricane Sandy speaks to how weve learned

and improved our underwriting process
The losses from

Sandy were within our risk tolerances We served our

policyholders by providing insurance coverage
and we

earned profit while doing so That is win-win

situation for all involved

The cumulative effect of this learning process
continues

to produce
wonderful results for Markel shareholders

Over the last 10 years book value per
share increased at

rate of 13% and for the last 20 years that rate has

been 16% By contrast the SP 500 rose 7% and 8%

respectively over those time periods

Recently head coach made seemingly

counterintuitive statement before game when he said

think that the team that makes the most mistakes will

win That sounded like an unusual statement but he

went on to say that his team needed to be aggressive

and be willing to make mistakes to produce victory

An unhealthy fear of mistakes can lead to being too

passive or fearful That leads to stiffness and subpar
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results It is important to be wiWng to act positively and

accept reasonable mistakes so that the organization can

learn and grow and deal with rapidly changing world

We do that at Market and we think that this willingness

to take personal responsibility admit errors learn and

move forward is unique competitive advantage for

the company

The first key to our consistency in earning underwriting

profits is our discipline and our unwavering commitment

to this standard We are alt long-term partners in Markel

and we dont willingLy accept any underwriting

proposition which we think carries the likelihood of an

underwriting loss While we may not get this right alt of

the time we start oLit with the advantage of clear

sense of purpose NC underwriter in Markel receives

incentive compensation unless his or her book of

business produces an underwriting profit Furthermore

that is not just one year assessment but multi-year

view Long-term risks require long-term measurement

and we reward our talented underwriters only when we

have reasonable certainty that their books of business

are indeed profitable over time We are confident that

our new Atterra colleagues as well as the existing

Market underwriting team will enjoy professional and

personal achievement by being part of long-term

winning organization We find that the best underwriters

welcome and enjoy this approach since it yields the best

professional outcomes possible for them Underwriters

at Market are not asked to subsidize weaker performers

great underwriter wilt do better at Market than at other

organizations that do not have such firm commitment

to underwriting profitability

We welcome our new colleagues from Alterra and we

are confident that they wilt find that the long-term

focus and rational nature of Market will be the best

possible environment for them to realize their

professional potential

We earned excelLent returns on our

investment portfolio

During 2012 we earned total return of 9% on our

investment portfolio Our equity returns were 20/o and

our fixed income returns were 5/c We are very happy

with these results and we hope that you are as well

The 2012 equity returns of 2O/c added to long string

of excellent results Over the last 10 years weve earned

total equity return of 9% versus the SP 500 index

returns of 7% and for the last 20 years we earned 10/c

versus the index return of 8/o

Over the years weve never made decisions based on

our forecasts of what was ahead for the economy

governmental policies tax rates currency values

interest rates technological changes or other incredibly

important but fundamentally unknowable future

developments

Instead weve simply looked at individual companies

one at time and asked ourselves few questions

By considering four basic types of questions about

individual companies and securities we try to develop

enough confidence to make decision

Our first question is Is this profitable business with

good returns on capital without using too much debt

Second we ask ourselves Is the management team

equally and sufficiently talented and honest Third we

ask What are the reinvestment dynamics of the

business and how do they manage capital and finally

we ask What is the valuation and what do we have to

pay to acquire ownership in the business

While these are four simple questions the process of

thinking deeply about them tends to produce robust

results over time as demonstrated by our tong-term

record Those questions also tend to encompass

consideration of some of the macroeconomic factors

that tend to cause so much worry and anxiety for so

many investors

Consider the first question of profitability and returns on

capital The best and most durable businesses in the

world are ones that serve their customers welt

Profitability is marker that says business is serving

its customers with products that they need and want

and that they are efficient and skitted enough in doing so

that there is measure of profit left over after all is said

and done

If business is not making an appropriate profit it means

that either they are doing something that the customers

dont particularly care about or that they are not good

enough at the task to accomplish it in cost effective

manner Neither one of those outcomes is good As such

just thinking about the long-term profitability and return

on capital record of business gives us wonderful

insight into whether the company is indeed serving its

customers in fruitful way
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The best marker to describe successful long-term

company is long-term record of profitability and good

returns on capital and that is the first thing we took for

in seeking equity investments in either our public or

private equity investments

Second we think about the talent and integrity of the

managers running the business If manager has

integrity but is short of talent that manager may be

very nice person and pleasant friend or neighbor

However in the context of business they cant get the

job done and that will not produce good economic

outcome Similarly if someone is talented but has an

integrity problem they might do something profitable in

the short run but it will fall apart in the fullness of time

We look for these same attributes in all of our colleagues

inside Market in the managers of the companies in our

public security portfolios and the managers of the

companies weve acquired in our Market Ventures

operations

Third we think about the reinvestment dynamics of

business wonderful business can take the profits it

earns and reinvest them at similar or better returns over

time and compound value Organic growth companies

like this are rare and hard to find and none of them last

forever In this world perfection is not attainable but we

try to snuggle up as close to it as we can whenever we

can find it

The second best business in the world is one that makes

very good returns on capital but cannot fully reinvest the

profits at similar rates Those businesses are fine as long

as the management team accepts the reality and

allocates capital to other uses In our public equity

holdings we own several fine businesses which meet this

definition and
pay meaningful dividends repurchase

shares or make good acquisitions Also within our

Market Ventures operations several of our companies

match this profile

When we own controlling interest in company like

this we can make the capital allocation decisions and do

so in
very tax-efficient manner White we pay full taxes

at any entity when they make money we can

subsequently re-allocate the earnings from any area of

Markel to any other alt around the world By contrast

when we earn passive income through the receipt of

dividends on our public equity portfolio the paying

companies paid taxes on their earnings and we pay tax

on the dividends received By building the controlled

interests of Market Ventures operations we are able to

eliminate this tax drag and increase the value of Market

with less friction than would otherwise be the case

Fourth we think about the valuation we must pay to buy

company with the three Lovely attributes we described

earlier Weve learned over the
years as Charlie Munger

from Berkshire Hathaway noted that it is better to pay

fair price for great business than great price for

fair business Great businesses compound their value

over time while fair businesses wallow in mediocrity As

long as we find great businesses at reasonable prices

well allocate your capital to owning them to the fullest

extent possible When great businesses sell for

irrationally high prices and sometimes they do well

build cash continue to look elsewhere and continue our

search for long-term compounding machines that are

otherwise known as common stocks of great businesses

Finally we are pursuing unusual tactics in our investment

strategy in the current environment We believe that

interest rates are fundamentally too low We expect that

will change within the next few
years and we want to be

prepared for the time when it does

As such we are letting our fixed income holdings mature

and come closer and closer to turning into cash and cash

equivalents The investment yield from this is literally

almost nothing so it is painful to be building cash

However the investment yield of investing longer-term

in fixed income is not much more Just as an insurance

underwriter needs to make good risk/reward decision

about whether to accept risk or not we must do the

same thing in our investment decisions Weve concluded

that we are not being paid adequately to assume the risk

of owning longer-term fixed income securities so we are

letting our cash balances build up

We look forward to deploying this cash into longer-term

and higher yielding investments when the opportunities

inevitably present themselves Meanwhile we will wait

At the same time we continue to own portfolio of

equity interests both passively through our public equity

holdings and actively through our build out of the Market

Ventures operation We believe that our companies

represented by these holdings meet the four question

test we discussed earlier and will prove to be durable and

profitable businesses into the future With the Alterra

acquisition the size of our portfolio will increase

dramatically The addition of this portfolio and the

growing cash balances create coiled spring that we



are looking to deploy arid uncoil when opportunities

present
themselves

The fantastic news is that the opportunity costs from

taking this approach are as low right now as they have

ever been given the low level of interest rates As we see

the whites of their eyes in investment markets we have

more ammo to expend than ever before This is tough

concept to quantify bul it represents one of the most

dramatic capital allocalion and value opportunities
that

has ever existed at MarkeL

Over time weve compiled record that should give you

some confidence we wll act rationally and produce good

results for you as shareholders Stay tuned for further

developments..

We acquired Thompson Insurance

Enterprises

In January of 2012 we completed the previously

announced acquisition of Thomco Thomco administered

approximately 20 insurance programs
in fields such as

medical transportation senior living childcare fitness

clubs pest control infLatable rentals and other specialty

insurance lines Were bouncing up and down with joy

with the progress and benefits from this acquisition

so far

Greg Thompson and Bob Heaphey of Thomco have

already broadened their roles during 2012 Greg

assumed the role of President of Market Specialty and

Bob became the ManEiging Execulive of Thomco

Thomco is classic example of how weve added value to

Market shareholders over the years and created

wonderful opportunities for the Thomco associates in

the process
Thomco controlled approximately $170

million in insurance premiums and collected commission

income in return

As part of Market weve begun to underwrite this

insurance through various Markel insurance company

entities We will benefit from Thcimcos intellectual

capital as we earn the associated underwriting profits

from the business We will also build investment assets

from the associated insurance reserves

Additionally just as has been the case in our other

acquisitions the people of Thomco now have

permanent home with permanent capital to run their

business They also now enjoy broader cross selling and

career opportunities than before

We announced the formation of our

partnership with Hagerty and the

associated acquisition of Essentia

Insurance Company

Hagerty is the premier insurance agency serving the

classic collector car and boat market Essentia Insurance

Company underwrites insurance exclusively for the

Hagerty customer base We finalized the terms of our

partnership with Hagerty during 2012 and we closed on

the acquisition of Essentia in January 2013 We are now

accepting the underwriting risks produced by the

Hagerty organization

McKeel Hagerty
leads the second generation of the

Hagerty firm This partnership between Hagerty and

Markel is yet another example of the value of the

long-term nature of Markel and our well known

consistent focus on building durable businesses that

produce excellent results over tong periods of time

The Hagerty family chose Markel after extensive due

diligence on their part to assure themselves that we

would be quality partners in their business which they

built over decades The cognoscenti of the collecting

world know and trust the Hagerty organization to meet

their specialized
needs in the world of collectible autos

and boats Hagerty believed that Markel would be the

best possible partner to help them ensure that heritage

continues into the future

We are excited about the formation of this partnership

and we look forward to reporting on its progress
in the

years to come

We continued the successful integration

of FirstComp

We acquired FirstComp in October of 2010 It is our

operating unit which provides workers compensation

insurance with focus on smaller businesses From the

beginning we were impressed with their customer

service orientation risk selection methodology

marketing skills and use of technology

Our initial plan at FirstComp was to provide their sales

force with access to other Markel products which they

could then sell through their extensive agency
network
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Additionally we hoped to benefit from their

technological sophistication and improve our speed and

efficiency throughout the rest of Markel We expected an

initial period of underwriting tosses at FirstComp as we

strengthened their reserves towards the levels we

traditionally prefer at Market and as we bore the

expenses of integration

Were happy to report that process has gone well

FirstComp is key contributor to increased gross written

premiums in 2012 and we believe that the business

being written today is being priced to ultimately earn an

underwriting profit The marketing and technology

expertise embedded in that organization is now working

on behalf of the entire Markel organization and we are

just beginning to leverage the cross sell potential of over

14000 retail producers among FirstComp Thomco and

Markel

We successfulLy implemented our data

warehouse

This is major development

The combination of the pace of technological change

the complexity of our business and our history of

acquisitions with multiple legacy systems made the task

of building data warehouse challenging and this

accomplishment marks significant success

During the second quarter of 2012 we went live with

our Wholesale data warehouse This was the

culmination of multi-year effort to consolidate all of

our Wholesale data into one reporting environment

The warehouse has improved our ability to leverage our

data in number of ways First it has improved our

reserving and pricing analyses allowing us to more

quickly assess the profitability of our books of business

It has also dramatically improved our reporting

capabilities making it easier to provide decision-makers

with the information they need to manage their business

The warehouse also provides platform for improved

analytics allowing us to drill down into our data and

more easily determine the profit/loss drivers

Finally the warehouse provides platform from which

we can expand these capabilities into other areas of the

business

We enjoyed organic growth in

insurance premiums

We enjoyed and we do mean enjoyed growth in

insurance premiums in 2012 In 2012 gross written

premiums totaled $2.5 billion up 10% from $2.3 billion

in 2011 Excluding premiums attributable to

acquisitions gross written premiums increased 5% in

2012

We believe the growth in our premium volume largely

stems from our efforts to improve our internal

operations and our ability to serve our clients more

efficiently Weve also enhanced and refreshed our

products to provide greater value to our customers

Weve substantially increased our marketing efforts to

reflect the breadth and depth of what we can offer to

the marketplace and weve worked to increase the

awareness of the Markel brand worldwide

Organic growth was also driven by modest price

increases during the year While we still believe that the

general level of insurance prices should be higher given

the low level of interest rates and recurring investment

income we are pleased to see prices moving up rather

than down The underwriters throughout Markel have

done great job of exercising underwriting discipline and

achieving pricing improvements

We continued to report favorabLe Loss

reserve development

In 2012 we reported favorable reserve development of

$399 million In every report youll ever see from Market

which dates from the initial public offering in 1986

youll see the statement that our policy is to establish

insurance reserves at level which is more likely to be

redundant than deficient This is key underlying value

of Markel which goes much deeper than just the surface

fact of positive reserve development

The policy creates virtuous cycle that is relatively

unique and significant advantage for Markel compared

to the insurance industry in general First it fosters

culture of conservatism and discipline which

acknowledges reality rather than denying it When you

are making decisions it is always helpful but often not

fun or pleasant to be dealing with real facts and

accurate data as compared to what you wish things



were like In insuranca setting loss reserves involves

making predictions about the uncertain future We know

that we will not be precisely right about the exact level

of reserves needed In the face of that reality what we do

is to make every effort to err on the side of caution

Second conservative reserving practices help our front

line underwriters make good decisions when it comes to

quoting and pricing current business opportunities

Conservative loss picks help prevent underwriters from

making inadvertent nistakes and underpricing new

business

Third conservative reserving practices help our claims

professionals as they seek to fairly and quickly settle

losses when unfortunate events occur to our

policyholders No one enjoys having loss In the event

of loss we want to assist our policyholders as quickly

and as fairly as possible By having conservative loss

reserves set aside and ready for losses our claims

professionals know that they can do their job for our

policyholders to the best of their ability and that senior

managers will not wince at the payment of appropriate

claims

Our history indicates that weve accomplished the goal of

consistent conservatsm in the setting of loss reserves

over the years
and 2012 was yet another year of this

policy in action

Weve designed our incentive systems and weve spent

years getting to know and test and trust the senior

leaders of this organization to make sure that your

company is in the hands of peopLe with long-term

orientation If you want to test our resolve and fidelity in

keeping this pledge to you keep checking on our annual

reserve development It is hallmark of consistent

conservative and prudently managed insurance

organization

We acquired Havco Reading Tromp and

Idreco within our Market Ventures

organization

2012 was an excitinq year in the ongoing growth and

development of our Markel Ventures operations

Total revenues for the group grew to $489 million versus

$318 million in 2011 and EBITDA grew to $60 million

versus $37 million year ago For reconciliation of

Markel Ventures EBITDA to net income to shareholders

see the table on page 108 While many of the Markel

Ventures operations are cyclical and dependent on the

overall economy we are optimistic that we will achieve

additional growth in bottom line profitability in 2013

and beyond

Also just as is the case in our insurance and other

investment operations we will be opportunistic in

responding to and walking away from extreme prices As

we enter 2013 we do not expect to add substantial new

acquisitions at Markel Ventures Transaction prices are

now moving up rapidly and we will wait for better

opportunities to show up before committing your capital

Fortunately we were able to add several businesses at

attractive prices during 2012 We added Havco in April

2012 and they are off to great start Havco is the

leading supplier of wood flooring for the trailer part of

tractor trailer and we are delighted with their

contribution to Markel At Ellicott Dredge we added

Idreco Dutch based dredge manufacturer At ParkLand

Ventures we increased the size of our footprint by over

3O% At Diamond Healthcare we opened major new

treatment facility in Williamsburg Virginia and at

Partner MD we opened new offices and increased the

number of physicians practicing with us by over 4O%

We also added Reading and Tromp to our existing AMF

Bakery systems operation These acquisitions continue

AMFs process of becoming the preferred supplier of

bakery equipment to food companies around the globe

AMF was the first company acquired by Markel Ventures

and we now begin our eighth year of operations together

While baking is not rapidly growing industry in 2013

AMF should produce revenues and earnings that are up

more than four fold since we bought the company in

2005 While this multiple expansion includes

acquisitions it also and more importantly reflects the

advantages we offer to our Markel Venture companies

Specifically when we showed up at AMF we empowered

management to take long-term view and we reduced

debt levels from those previously employed Our goal

was simple we wanted management to focus on

satisfying their customers with the best possible

equipment and service levels and we didnt want to have

artificial pressures of near-term debt repayments and an

unhealthy focus on short-term results to get in the way

of this clear and simple goal



Marker Corporation

Ken Newsome and his team responded magnificently to

this charge and theyve been gaining market share and

building the company ever since We think were just

getting started there

Throughout Markel Ventures our management teams

are working to build the recurring revenue and

profitability of their firms and we are delighted with their

overall progress

We also want to express our thanks and our pleasure

with the managers who joined us when they sold us their

businesses We have had NO turnover among the senior

leaders whove joined Markel Ventures since inception in

2005 We think this speaks volumes about the clarity

with which weve communicated our long-term goals and

expectations for the businesses we bought and for the

desire of these managers to be able to build great

companies unfettered by artificial constraints

In many cases these managers dont need to work but

want to work and they do so because they are excited

and dedicated to our values and to the mission of

building one of the worlds great companies

This is nothing different than what is true in our

insurance operations The Markel Style and our

multi-generational history of focus on durable

long-term values pervades the operations at Markel

Ventures and attracts leaders who want to be part of

this company to accomplish great things

We are not for everyone Being part of Markel requires

commitment to long-term values and level of

teamwork that doesnt suit some personalities That

said if you want to be in an environment where you can

excel and be recognized and rewarded for doing so

Markel offers unique opportunity

With the scale created by the Alterra acquisition our

ability to continue to build Markel Ventures increases

We will be able to pursue larger opportunities and we

will be an attractive buyer to wider set of potential

sellers

If you or anyone you know owns business where the

answers to our four investment questions would be

good and they want to be part of this organization

please give us call We are always looking for good

partners

10 We improved our operational performance

in our insurance units as well as in our

claims and shared services operations

Organic growth of 6% in 2012 gross written premiums is

an encouraging sign that demonstrates the value of our

operational and marketing improvement efforts that

have been underway in recent years

Markel International under the leadership of William

Stovin and his team produced outstanding underwriting

results with combined ratio of 89Io and at the same

time increased gross written premiums from $825

million in 2011 to $888 million in 2012 lower

combined ratio on greater volume is as good as it gets

and we thank and applaud the Markel International team

for their results in 2012

Our Wholesale unit under the leadership of John Latham

and his team produced combined ratio for the year

of 94% compared to 86% in 2011 with gross written

premiums of $956 million versus $893 million year

ago This continues long-term history of superb

performance

Our Specialty operation now under the leadership of

Greg Thompson and his team produced combined ratio

for the year of 108% versus 109% in 2011 with gross

written premiums of $670 million versus $572 million

year ago

In all of our operations weve focused on becoming

easier to deal with Weve developed web based

applications broadened our product array and

proactively marketed our growing product breadth and

depth to the global insurance marketplace

Additionally our increasingly effective analytical efforts

are enabling us to refine our risk appetite on new

business opportunities Were increasingly able to

understand where and why we should be raising prices

to accept risks and were able to also better understand

where and why we can lower prices attract additional

business and still earn appropriate returns

In general industry prices remain too low and the returns

on capital for the insurance industry are mediocre Were

proud of the fact that weve been able to increase the

book value per
share at good rates despite this headwind

through continuing disciplined efforts in insurance as

well as better than average returns from our investing

activities and our growing Markel Ventures group



We fully expect to be able to continue to earn good

returns on your capital From the comprehensive activities

of Market Corporation Economic activity and demand is

increasing and industry capital is not growing at high

rates The lines of suppLy and demand are heading

towards one another in way that suggests insurance

pricing may improve rather than decline

Well manage our operations to earn appropriate returns

even if the industry doesnt cooperate but well enjoy

season of higher overalL insurance prices should that

come to pass

Atterra

As we noted at the beginning of this report 2012 was as

full and busy year as any that we can remember Just

before year end we added to our 2013 and beyond

to do list by announci rig the acquisition of Alterra Part

of what we hope to do in this letter is to welcome the

talented professionals of Alterra to the Markel family

We are excited about the new Markel Corporation that

comes about as result of this transaction and we look

forward to building on our legacy of excellent financial

performance with our existing and new colleagues

This is major transaction in the history of Markel and

wed like to discuss our reasons for engaging in this

acquisition

To state something obvious but important Alterra is

quality insurance operalion with demonstrated track

record of excellent underwriting performance

Underwriting profitability and reserve integrity are

hallmarks of their organization as demonstrated by their

years of consistent underwriting excellence

Unlike many other insurance entity deals that Markel did

in the past this is not troubled company with problems

to be fixed and new culture to be installed Alterra has

already demonstrated the ability to produce consistent

record of underwriting profits

We believe that by joining forces both the existing

Markel organization and that of Alterra will be able to

improve performance We believe that we will both be

better off as one company as opposed to what either

one of us could achieve as stand alone entities

Among the reasons for our optimism about the

long-term future of the combined entity is the fact that

the new entity is larger and more important firm in the

global insurance world Immediately this moves us up

the ladder in terms of opportunities that we will see to

write business Agents and producers look for the most

efficient way to find coverage for their clients The size

and breadth of the combined entity will make it easier

and more efficient for agents and allow us to meet more

of our potential clients needs Well see more business

and well be able to write more of the business we see

Further well have larger balance sheet which will be

more attractive to buyers of reinsurance and large global

insurance programs The combined entity will enjoy

higher profile and be more attractive market for big

limit insurance needs We also will be able to optimize

the returns that Markel shareholders should earn by

offering our reinsurance and large account underwriters

culture of long-term underwriting profitability This

means that they will be able to write more business

when marketplace conditions are favorable and just as

importantly if not more so reduce writings and walk

away from business when the rewards dont justify

taking the risks

We will be large enough and diverse enough and more

importantly mentally prepared to walk away from

business when it is the right thing to do This is what

weve always done at Markel and this transaction is

force multiplier for the underwriting team at Alterra to

improve upon their already solid results

This mindset of focusing on the long-term discipline of

only writing business that carries with it the expectation

of an underwriting profit as well as the reality of larger

and more secure balance sheet will create new and

expanded set of opportunities for Alterra associates and

Markel as whole Our new format should make the

most of the circumstances

While we are pleased with the early days of trend

towards improving our expense ratio this transaction

should increase the rate at which we enjoy increased

operating efficiency We will be writing more business

with our existing infrastructure and this should serve to

lower our expense ratio in the years to come

The transaction is immediately accretive to important

metrics at Markel such as premiums investments and

book value per share of Markel We wilt recast the Alterra

investment portfolio towards that of Markels historical

approach to investments with our focus on prudent

allocations to equities ownership of controlled

businesses and hawk like focus on extremely low

investment management costs
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The new Markel offers all of our associates from our

existing operations as well as those of Alterra new

opportunities and challenges While this is difficult to

quantify it is huge factor in the long-term success of

your company Weve taken on challenges before and

weve stepped up to tackle bigger and bigger

opportunities as time has gone by In each of these

circumstances wonderful virtuous circle took hold

Specifically many of our associates rose to meet new

challenges and gained skills and abilities that one can

gain only by actually doing the work Also many

associates from the acquired companies showed their

skills and abilities and rose to new and broader roles

within Markel over time

The effect of this process
is that the talent level and

bench strength and skills of the organization continue to

improve both from the development and growth of

existing colleagues and the addition of new talented

colleagues This statement applies to our senior

leadership team in the same way as every associate of

the company and vice versa

This organic and eco-system like environment at Markel

reflects dynamic firm and not stale or bureaucratic

like system The world changes at an ever increasing

pace and weve got an organization that is designed to

adapt and change along the way

This is huge reason why weve been successful in the

past and will continue to adapt and grow in the future

Things dont stay the same Fortunately we know that

and were willing to keep ourselves bit agitated and

never complacent about recognizing the need for

ongoing change and growth

Markel is an organization well suited for dynamic people

who want to be challenged and grow We are not good

place for people comfortable in stable bureaucracy

The Beginning

There is no sense of conclusion at Markel We are at

point of new and ongoing beginning We understand that

this letter is starting to feel like book However 2012

was phenomenal year for your company and it takes

some time and space to describe the reality of what is

going on around here We were hard at work during the

entire year building rebuilding tearing down and

rebuilding again the very foundations of your company

We acquired wonderful operation in the case of

Thomco we added organic growth through the internal

development of new insurance products and increased

marketing efforts We made breakthroughs in our multi-

year challenge of developing an appropriate information

technology environment to manage and conduct our

business and we earned wonderful investment returns

We raised the average IQ of our team by increasing the

IQ points of the existing players through new challenges

and adding new associates who we hope are even

smarter and more talented than we are

Then after we did all these things we announced the

acquisition of Alterra which will create whole new level

of opportunity for Market and its shareholders

Market is an exciting place to be and we are proud of our

long-term record of creating great value for our partners

Our partners are our associates almost all of whom are

shareholders as well as the external shareholders who

provide us with the capital and the trust and the time

horizon we need to continue our task of building one of

the worlds great companies

Thank you for your support and confidence We look

forward to meeting the challenges of 2013 and beyond

and we look forward to reporting our progress to you

next year

ALan Kirshner Chairman of the Board and Chief Executive Officer

Anthony Markel Vice Chairman

Steven Market Vice Chairman

Michael Crowley Present and Co-Chief Operating Officer

Thomas Gayner President and Chief Investment Officer

Richard Whitt III President and Co-Chief Operating Officer
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We are diverse financial holding company serving variety of niche markets Our principal business markets and underwrites

specialty msurance products We believe that our specialty product focus and niche market
strategy enable us to develop

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

contmuity and other value-based considerations We
compete in three segments of the specialty insurance marketplace the

Excess and Surplus Lmes the Specialty Admitted and the London Insurance Market segments We also own interests in various

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

consistent underwriting and
operating profits and superior investment returns to build shareholder value

Specility 1131111cc

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

forms are highly regulated products and coverages are largely uniform with relatively predictable exposures and companies tend
to compete for customers on the basis of price In contrast the specialty market provides coverage for hard-to-place risks that

generally do not fit the underwriting criteria of standard carriers For example United States insurance regulations generally

require an excess and surplus lines ES account to be declined by admitted carriers before an ES company may write the

business Hard-to-place risks written in the specialty admitted market cover insureds engaged in similar but highly specialized

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

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

risks due to the complexity or significant size of the risk

Competition the specialty insurance market tends to focus less on price than in the standard insurance market and more
on other value-based considerations such as availability service and expertise While specialty market exposures may have

higher perceived insurance risks than their standard market counterparts we seek to manage these risks to achieve higher

financial returns To reach our financial and operarional goals we must have extensive knowledge and expertise in our
chosen markets Many of our accounts are considered on an individual basis where customized forms and tailored solutions

are employed

By focusing on the distinctive risk characteristics of our insureds we have been able to identify variety of niche markets
where we can add value with our specialty product offerings Examples of niche markets that we have targeted include wind
and earthquake-exposed commercial properties liability coverage for highly specialized professionals equine-related risks

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

environmental-related activities Our market strategy in each of these areas of specialization is tailored to the unique nature of

the loss exposure coverage and services required by insureds In each of our niche markets we assign teams of experienced
underwriters and claims specialists who provide full range of insurance services

The ES market focuses on hard-ta-place nsks and loss exposures that generally cannot be written in the standard market
ES eligibility allows our insurance subsidiaries to underwrite unique loss exposures with more flexible policy forms and

unregulated premium rates This typically results in coverages that are more restrictive and more expensive than
coverages in

the standard market

In 2011 the ES market represented approximately $31 billion or 6% of the approximately $502 billion United States

property and casualty PC industry We are the seventh largest ES writer in the United States as measured by direct

premium writings In 2012 we wrote $956 millionof business in our Excess and Surplus Lines segment

We also wnte business the United States specialty admitted market Most of these risks although unique and hard-to-place

in the standard market must remain with an admitted insurance company for marketing and regulatory reasons The specialty
admitted market is subject to more state regulation than the ES market particularly with regard to rate and form filing

U.S Sorplos Lines Market Review special Report AM Best October 2012



requirements1 restrictions on the ability to exit lines of business premium tax payments
and membership in various state

associations such as state guaranty hinds and assigned risk plans In 2012 we wrote $670 millionof business in our Specialty

Admitted segment

The London market which produced approximately $67 billion of gross written premium in 2011 is the largest insurance

market in Europe and third largest in the world.l2 The London market is known for its ability to provide innovative tailored

coverage and capacity for unique and hard-to-place risks It is primarily broker market which means that insurance brokers

bring most of the business to the market The London market is also largely subscription market which means that loss

exposures brought into the market are typically insured by more than one insurance company or Lloyds syndicate often due to

the high limits of insurance coverage required We write business on both direct and subscription basis in the London market

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

terms policy conditions and claims handling

In 2011 gross premium written through Lloyds syndicates generated approximately half of the London markets international

insurance business21 making Lloyds the worlds largest commercial surplus lines insurer and fifth largest reinsurer4

Corporate capital providers often provide majority of syndicates capacity and also generally own or control the syndicates

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

for underwriting results In 2011 corporate capital providers accounted for approximately 88% of total underwriting capacity

in Lloyds.t3

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

and Markel International Insurance Company Limited MIICL Markel Capital is the corporate capital provider for our

syndicate at Lloyds Markel Syndicate 3000 which is managed by Markel Syndicate Management Limited In 2012 we wrote

$888 million of business in our London Insurance Market segment

In 2012 30% of consolidated premium writings related to foreign risks i.e coverage for risks located outside of the United

States of which 20% were from the United Kingdom and 16% were from Canada In 2011 31% of our premium writings

related to foreign risks of which 20% were from the United Kingdom and 18% were from Canada In 2010 28% of our

premium writings related to foreign risks of which 25% were from the United Kingdom and 17% were from Canada In each of

these years there were no other individual foreign countries from which premium writings were material Premium writings

are attributed to individual countries based upon location of risk

CürtitHM

We compete with numerous domestic and international insurance companies and reinsurers Lloyds syndicates risk retention

groups insurance buying groups risk securitization programs and alternative self-insurance mechanisms Competition may

take the form of lower prices broader coverages greater product flexibility higher quality services or higher ratings by

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

needs and by maintaining relationships with agents brokers and insureds who rely on our expertise This expertise is our

principal means of competing We offer over 100 product lines Each of these products has its own distinct competitive

environment With each of our products we seek to compete with innovative ideas appropriate pricing expense control and

quality service to policyholders agents and brokers

Few barriers exist to prevent insurers from entering our segments of the PC industry Market conditions and capital capacity

influence the degree of competition at any point in time Periods of intense competition which typically include broader

coverage terms lower prices and excess underwriting capacity are refened to as soft market favorable insurance market

U.S Surplus Lines Market Review Special Report A.M Best October 2012

Insurance 2013 TheCityUK 2013

Lloyds Annual Report 2011

Reinsurance/Capital Markets Bests Review September 2012
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is commonly refened to as hard market and is characterized by stricter coverage terms higher prices and lower

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

amounts of capital in the industry In an attempt to use their capital many insurance companies seek to write additional

premiums without appropriate regard for ultimate profitabffity and standard insurance companies are more willing to write

specialty coverages
The opposite is typically true during hard markets

liii I1SiFlitl Cytit

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

deterioration in virtually all of our product areas due in part to an increased presence
of standard insurance companies in our

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

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

environment contributed to further declines in gross premium volume in 2009 and 2010 Premiums for many of our product

lines are based upon our insureds revenues gross receipts or payroll which were negatively impacted by the depressed levels of

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

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

programs within the Excess and Suiplus Lines segment However we experienced moderate price increases in several product

lines during 2010 most notably those offered within the London Insurance Market segment During 2011 the unfavorable

pricing trends noted in 2010 continued for some of our product lines most notably our professional and products liability

programs within the Excess and Swplus Lines segment However price declines stabilized for most of our product lines during

2011 and we achieved moderate price increases in several lines most notably the marine and energy products within the

London Insurance Market segment During 2012 market conditions have improved and we have generally seen mid-single digit

favorable rate changes across our portfolio Gross premium volume has further improved as revenues gross receipts and payrolls

of our insureds have been favorably impacted by improved economic conditions

We routinely review the pricing of our major product lines and wifi continue to pursue price increases for most product lines in

2013 however when we believe the prevailing market price wifi not support our underwriting profit targets the business is not

written As result of cur underwriting discipline gross premium volume may vary
when we alter our product offerings to

maintain or improve underwriting profitability

HHd1itit PhiItsthy

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

Underwriting profits are key component of our strategy We believe that the ability to achieve consistent underwriting profits

demonstrates knowledge and expertise commitment to superior customer service and the ability to manage insurance risk We

use underwriting profit or loss as basis for evaluating our underwriting performance

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

adjustment expenses and underwriting acquisition and insurance expenses to earned premiums combined ratio less than

100% indicates an underwriting profit while combined ratio greater than 100% reflects an underwriting loss In 2012 our

combined ratio was 97% See Managements Discussion Analysis of Financial Condition and Results of Operations for

further discussion of our underwriting results
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Reinsurance products include property and casualty treaty reinsurance Property treaty products are offered on an excess of loss

and proportional basis for per risk and catastrophe exposures significant portion of the excess of loss catastrophe and per risk

property treaty business comes from the United States with the remainder coming from international property treaties

Casualty treaty reinsurance is offered on an excess of loss basis and primarily targets specialist writers of motor products in the

United Kingdom and Europe Excess of loss casualty treaty reinsurance also is offered for select writers of employers and

products liability coverages

Property products target wide
range

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

and windstorm Business is written primarily on an open market basis for direct and facultative risks targeting Fortune 1000

companies on worldwide basis by our underwriters to London brokers with each risk being considered on its own merits We

also provide property coverage for small to medium-sized commercial risks on both stand-alone and package basis through our

branch offices During 2012 we ceased writing delegated property business which was primarily written through coverholders

in the United States

Other product lines within the London Insurance Market segment include

crime
coverage primarily targeting financial institutions and providing protection for bankers blanket bond computer

crime and commercial fidelity1

contingency coverage including event cancellation non-appearance and prize indemnity

accident and health coverage targeting affinity groups and schemes high value and high risks accounts and sports groups1

coverage
for equine-related risks such as horse mortality thefr infertility transit and specified perils

specialty coverages include mortality risks for farms zoos animal theme parks and safari parks

short-term trade credit coverage for commercial risks including insolvency and protracted default as well as political risks

coverage in conjunction with commercial risks for
currency inconvertibility government action import/export license

cancellation public buyer default and
war1

and

products liability excess and umbrella and environmental liability coverages targeted at Canadian domiciled insureds

ccoIt 0veIopeots

In October 2012 we announced that we had entered into definitive agreement to acquire Essentia Insurance Company from

OneBeacon Insurance Group LLC The transaction was completed effective January 2013 Essentia Insurance Company will

continue to underwrite insurance exclusively for Hagerty Insurance Agency and Hagerty Classic Marine Insurance Agency

collectively Hagerty throughout the United States Hagerty offers insurance for classic cars vintage boats motorcycles and

related automotive collectibles Hagerty remains privately-owned family business Premiums associated with this business

for 2011 were in excess of $170 million Results attributable to this acquisition will be included in the Specialty Admitted

segment

In December 2012 we together with Alterra Capital Holdings Limited Alterra announced that our boards of directors had

approved an agreement providing for the merger of Alterra with one of our subsidiaries As result of the transaction Alterra

would become our wholly-owned subsidiary and each issued and outstanding share of Alterra common stock other than shares
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as to which appraisal rights are exercised and restricted shares that do not vest in connection with the transaction would be

converted into the right to receive 10.04315 shares of our common stock and $10.00 in cash Based on our closing stock

price on December 18 2012 the day the agreement was entered into the aggregate consideration payable to Alterra

shareholders would be approximately $3.1 billion Following the transaction we estimate that our current shareholders would

own approximately 69% of the combined company and Alterra shareholders would own approximately 31% The transaction

has been approved by shareholders of both companies but remains subject to receipt of regiflatory approvals Closing is

expected to occur in the first half of 2013

Altena is Bermuda-headquartered global enterprise dedicated to providing diversified specialty insurance and reinsurance

products to corporations public entities and property and casualty insurers As of December 31 2012 Adterra reported $10.7

billion in total assets and $2.8 billion in shareholders equity Its reported net income for 2012 was $143.8 millionon $1.7 billion

in total revenues

We believe that our acquisition of Alterra will create strong company in global specialty insurance and investments with

demonstrated track record of underwriting discipline in niche market segments and proven asset management strengths that

should benefit shareholders Two individuals designated by Alterra and approved by the Nominating/Corporate Governance

Committee of our Board of Directors will be added to our Board of Directors upon completion of the transaction Our current

executive officers will hold the same or substantially similarpositions after the transaction although individual

responsibilities may change to reflect the nature of the combined operations Roles for Alterra officers and management

personnel other than its chief executive officer who is expected to leave the company after the transaction are being identified

as part of transition planning process

Reinsurance is used to manage our net retention on individual risks and overall
exposure to losses while providing us with the

ability to offer policies with sufficient limits to meet policyholder needs As part of our underwriting philosophy we seek to

offer products with limits that do not require significant reinsurance We purchase catastrophe reinsurance coverage for our

catastrophe-exposed policies and we seek to manage our exposures under this coverage so that no exposure to any one reinsurer

is material to our ongoing business Net retention of gross premium volume was 88% in 2012 and 89% in 2011 We do not

purchase or sell finite reinsurance products or use other structures that would have the effect of discounting loss reserves

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

be required to pay the loss and bear collection risk if the reinsurer fails to meet its obligations under the reinsurance agreement

We attempt to minimize credit exposure to reinsurers through adherence to internal reinsurance guidelines To become our

reinsurance partner prospective compames generally must maintain an A.M Best Company Best or Standard Poors

SP rating of excellent or better ii maintain minimum capital and surplus of $500 million and iii provide collateral for

recoverables in excess of an individually established amount In addition certain foreign reinsurers for our United States

insurance operations must provide collateral equal to 100% of recoverables with the exception of reinsurers who have been

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

rating from Moodys Investors Service Moodys to be our reinsurers

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

commutation strategy related to ceded reinsurance contracts is to reduce credit
exposure

and eliminate administrative expenses

associated with the run-off of remsurance placed with certain reinsurers



The following table displays balances recoverable from our ten largest reinsurers by group at December 31 2012 The

contractual obligations under reinsurance agreements are typically with individual subsidiaries of the group or syndicates at

Lloyds and are not typically guaranteed by other
group members or syndicates at Lloyds These ten reinsurance groups

represent approximately 74% of our $901.1 millionreinsurance recoverable balance before considering allowances for bad debts

Reinsurers A.M Best Rating Reinsurance Recoverable

dollars in thousands

Munich Re Group 159033

Lloyds of London 99521

XL Capital Group 75807

Fairfax Financial Group 69431

Swiss Re Group 61399

HDI Group 46970

Aspen Bermuda Group 46354

WR Berkley Group 39984

ACE Group 34628

White Mountains Insurance Group 29274

Reinsurance recoverable on paid and unpaid losses for ten largest reinsurers 662401

Total reinsurance recoverable on paid and unpaid losses 901067

Reinsurance recoverable balances in the preceding table are shown before consideration of balances owed to reinsurers and any

potential rights of offset any collateral held by us and allowances for bad debts

Reinsurance treaties are generally purchased on an annual basis and are subject to yearly renegotiations In most circumstances

the reinsurer remains responsible for all business produced before termination Treaties typically contain provisions concerning

ceding commissions required reports to reinsurers responsibility for taxes arbitration in the event of dispute and provisions

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

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

See note 13 of the notes to consolidated financial statements and Managements Discussion Analysis of Financial Condition

and Results of Operations for additional information about our reinsurance programs and exposures

Hvfflnits

Our business strategy recognizes the importance of both consistent underwriting and operating profits and superior investment

returns to build shareholder value We rely on sound underwriting practices to produce investable funds while minimizing

underwriting risk The majority of our investable assets come from premiums paid by policyholders Policyholder funds are

invested predominantly in high-quality corporate government and municipal bonds with relatively short durations The

balance comprised of shareholder funds is available to be invested in equity securities which over the long run have produced

higher returns relative to fixed maturity investments When purchasing equity securities we seek to invest in profitable

companies with honest and talented management that exhibit reinvestment opportunities and capital discipline at reasonable

prices We intend to hold these investments over the long term The investment portfolio is managed by company employees
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Total investment return includes items that impact net income such as net investment income and net realized investment

gains or losses as well as changes in net unrealized gains on investments which do not impact net income In 2012 net

investment income was $282.1 millionand net realized investment gains were $31.6 million During the year ended

December 31 2012 net unrealized gains on investments increased by $353.8 million We do not lower the quality of our

investment portfolio in order to enhance or maintain yields We focus on long-term total investment return understanding that

the level of realized and unrealized investment gains or losses may vary from one period to the next

We believe our investment performance is best analyzed from the review of total investment return over several years
The

following table presents taxable equivalent total investment return before and after the effects of foreign currency movements

ANNUAL TAxABLI EQUIVALENT TOTAL INVESTMENT RETURNS

Weighted Weighted

Average Average

Years Ended December31 Five-Year Ten-Year

Annual Annual

2008 2009 2010 2011 2012 Return Return

Equities 34.0% 25.7% 20.8% 3.8% 19.6% 7.2% 9.2%

Fixed maturities 0.2 9.8% 5.4% 7.6% 5.1% 5.7% 5.3%

Total portfolio before foreign cunency
effect 6.9% 11.7% 8.1% 6.7% 8.6% 5.8% 6.0%

Total portfolio 9.6% 13.2% 7.9% 6.5% 9.0% 5.6% 6.2%

Invested assets end of year in millions 6893 7849 8224 8728 9333

Includes short-term investments and cash and cash equivalents

Taxable equivalent total investment return provides measure of investment performance that considers the yield of both

taxable and tax-exempt investments on an equivalent basis

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

municipal debt ratings based on their assessments of the credit quality of an obligor with respect to specific obligation SPs

ratings range from AAA capacity to pay
interest and repay principal is extremely strong to debt is in payment default

Securities with ratings of BBB cr higher are referred to as investment grade securities Debt rated BB and below is regarded

by SP as having predominantly speculative characteristics with respect to capacity to pay interest and repay principal

Moodys ratings range from Aaa to with ratings of Baa or higher considered investment grade

Our fixed maturity portfolio has an average rating of AA with approximately 94% rated or better by at least one

nationally recognized rating organization Our policy is to invest in investment grade securities and to minimize investments in

fixed maturities that are tanrated or rated below investment grade At December31 2012 less than 1% of our fixed maturity

portfolio was unrated or rated below investment grade Our fixed maturity portfolio includes securities issued with financial

guaranty insurance We purchase fixed maturities based on our assessment of the credit quality of the underlying assets without

regard to insurance

At December 31 2012 we held fixed maturities of $38.9 million or less than 1% of invested assets from sovereign and

non-sovereign issuers domiciled in Portugal Ireland Italy Greece or Spain and $630.3 million or 7% of invested assets from

sovereign and non-sovereign issuers domiciled in other European countries including supranationals At December 31 2011 we

held fixed maturities of $53.9 million or less than 1% of invested assets from sovereign and non-sovereign issuers domiciled in

Portugal Ireland Italy Greece or Spain and $730.4 million or 8% of invested assets from sovereign and non-sovereign issuers

domiciled in other European countries including supranationals
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United Kingdom Insurance Regulation With the enactment of the Financial Services and Markets Act the United Kingdom

government authorized the Financial Services Authority FSA to supervise all securities banking and insurance businesses

including Lloyds The FSA oversees compliance with established periodic auditing and reporting requirements risk assessment

reviews minimum solvency margins and individual capital assessment requirements dividend restrictions restrictions

governing the appointment of key officers restrictions governing controlling ownership interests and various other requirements

Both MMCL and Markel Syndicate Management Limited are authorized and regulated by the FSA We are required to provide 14

days advance notice to the FSA for
any

dividends from MMCL In addition our United Kingdom insurance subsidiaries must

comply with the United Kingdom Companies Act of 2006 which provides that dividends may only be paid out of profits

available for that
purpose

R3tkgs

Financial stability and strength are important purchase considerations of policyholders and insurance agents
and brokers

Because an insurance premium paid today purchases coverage for losses that might not be paid for many years the financial

viability of the insurer is of critical concern Various independent rating agencies provide information and assign ratings to assist

buyers in their search for financially sound insurers Rating agencies periodically re-evaluate assigned ratings based upon

changes in the insurers operating results financial condition or other significant factors influencing the insurers business

Changes in assigned ratings could have an adverse impact on an insurers ability to write new business

Best assigns financial strength ratings FSR5 to PC insurance companies based on quantitative criteria such as profitability

leverage and liquidity as well as qualitative assessments such as the spread of risk the adequacy and soundness of reinsurance

the quality and estimated market value of assets the adequacy of loss reserves and surplus and the competence experience and

integrity of management Bests FSRs range from superior to in liquidation

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

is rated good Markel Syndicate 3000 has been assigned an FSR of excellent by Best

In addition to Best seven of our eight insurance subsidiaries are rated by Fitch Ratings Fitch an independent rating agency All

seven of our insurance subsidiaries rated by Fitch have been assigned an FSR of strong

The various rating agencies typically charge companies fees for the rating and other services they provide During 2012 we paid

rating agencies including Best and Fitch $0.9 million for their services

isk Faltois

wide range of factors could materially affect our future prospects and performance The matters addressed under Safe Harbor

and Cautionary Statements Critical Accounting Estimates and Market Risk Disclosures in Managements Discussion and

Analysis of Financial Condition and Results of Operations and other information included or incorporated in this report describe

most of the significant risks that could affect our operarions and financial results We are also subject to the following risks

We may experience losses from catastrophes As property and casualty insurance company we may experience losses from

man-made or natural catastrophes Catastrophes may have material adverse effect on operations Catastrophes include but are

not limited to windstorms hurricanes earthquakes tornadoes hail severe winter weather and fires and may include terrorist

events We cannot predict how severe particular catastrophe will be before it occurs The extent of losses from catastrophes is

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

effectiveness of our catastrophe risk management program and the adequacy of our reinsurance coverage Most catastrophes

occur over small geographic area however some catastrophes may produce significant damage in large heavily populated

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

we may experience additional catastrophe-related losses which may be material
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Our results may be affected because actual insured losses differ from our loss reserves Significant periods of time often elapse

between the occurrence of an insured loss the reporting of the loss to us and our payment of that loss To recognize liabilities

for unpaid losses we establish reserves as balance sheet liabilities representing estimates of amounts needed to pay reported and

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

exercise involving many variables and subjective judgments This process may become more difficult if we experience period

of rising inflation As part of the reserving process we review historical data and consider the impact of such factors as

trends in claim frequency and severity

changes in operations

emerging economic and social trends

uncertainties relating to asbestos and environmental exposures

inflation or deflation and

changes in the regulatory and Litigation environments

This process assumes that past experience adjusted for the effects of current developments and anticipated trends is an

appropriate basis for predicting future events There is no precise method however for evaluating the impact of any specific

factor on the adequacy of reserves and actual results will differ from original estimates As part of the reserving process we

regularly review our loss reserves and make adjustments as necessary Future increases in loss reserves will result in additional

charges to earnings which may be material

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

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

in the various jurisdiciions in which they conduct business This regulation is intended for the benefit of policyholders rather

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

administrative
powers relating to solvency standards licensing coverage requirements policy rates and forms and the form and

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

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

financial institutions Regulatory authorities also may seek to exercise their supervisory or enforcement authority in new or

more aggressive ways such as imposing increased capital requirements Any such actions if they occurred could affect the

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

affect our results of operations financial condition and liquidity

Our ability to make payments on debt or other obligations depends on the receipt of funds from our subsidiaries We are

holding company and substantially all of our insurance operations are conducted through our regulated insurance subsidiaries

As result our cash flow and our ability to service our debt are dependent upon the earnings of our subsidiaries and on the

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

subsidiaries may require prior regulatory notice or approval

Our investment results may be impacted by changes in interest rates U.S and international monetary and fiscal policies as well

as broader economic conditions We receive premiums from customers for insuring their risks We invest these funds until they

are needed to pay policyholder claims or until they are recognized as profits Fluctuations in the value of our investment

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

economic conditions including for example equity market conditions and significant inflation or deflation Our investment

results may be materially impacted by one or more of these factors

Competition in the property and casualty insurance industry could adversely affect our ability to improve or maintain

underwriting margins or to grow or maintain premium volume Among our competitive strengths have been our specialty

product focus and our niche market strategy These strengths also make us vulnerable in periods of intense competition to

actions by other insurance companies who seek to write additional premiums without appropriate regard for underwriting

profitability During soft markets it is very difficult for us to grow or maintain premium volume levels without sacrificing

underwriting profits If we are not successful in maintaining rates or achieving rate increases it may be difficult for us to

improve or maintain underwriting margins or to grow or maintain premium volume levels



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

investment results and may adversely impact shareholders equity Additionally our equity investment portfolio is concentrated

and declines in the value of these significant investments could adversely affect our financial results Equity securities were

62% and 55% of our shareholders equity at both December 31 2012 and 2011 Equity securities have historically produced

higher returns than fixed maturities however investing in equity securities may result in significant variability in investment

returns from one period to the next In volatile financial markets we could experience significant declines in the fair value of

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

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

also could result in material decrease in shareholders equity material decrease in shareholders equity may adversely

impact our ability to carry out our business plans

Deterioration in financial markets could lead to investment losses and adverse effects on our business The severe downturn in

the public debt and equity markets beginning in 2008 reflecting uncertainties associated with the mortgage and credit crises

worsening economic conditions widening of credit spreads bankruptcies and government intervention in large financial

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

financial crisis for example crisis precipitated by the failure to adequately address U.S government deficit spending and tax

revenue generation downgrades or defaults in U.S and/or foreign sovereign debt obligations or the collapse of the Eurozone

we could incur substantial realized and unrealized investment losses in future periods which would have an adverse impact on

our results of operations financial condition debt and financial strength ratings insurance subsidiaries capital and ability to

access capital markets

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

purchase reinsurance in order to reduce our retention on individual risks and to have the ability to underwrite policies with

sufficient limits to meet policyholder needs The ceding of insurance does not legally discharge us from our primary liability for

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

unwillingness to pay reinsurance claims when due Deterioration in the credit quality of existing reinsurers or disputes over the

terms of reinsurance could result in additional charges to earnings which may have materially adverse impact our results of

operations and financial condition

Our information technology systems could fail or suffer security breach which could adversely affect our business or

reputation Our business is dependent upon the successful functioning and security of our computer systems Among other

things we rely on these systems to interact with producers and insureds to perform actuarial and other modeling functions to

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

internal and external financial statements and information significant failure of these systems whether because of

breakdown natural disaster or an attack on our systems could have material adverse affect on our business In addition

security breach of our computer systems could damage our reputation or result in material liabilities

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

acquisitions in an effort to achieve profitable growth in our insurance operations and to create additional value on diversified

basis in our non-insurance operations Acquisitions present operational strategic and financial risks as well as risks associated

with liabilities arising from the previous operations of the acquired companies Assimilation of the operations and personnel of

acquired companies especially those that are outside of our core insurance operations may prove more difficult than

anticipated which may result in failure to achieve financial objectives associated with the acquisition or diversion of

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

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

On December 19 2012 we announced the acquisition of Alterra for an aggregate consideration of approximately $3.1 billion in

stock and cash the Alterra Acquisition We expect the Alterra Acquisition to close in the first half of 2013 Failure to complete

the Alterra Acquisition on timely basis or the fact that the Alterra Acquisition is pending could negatively impact the share

price of Markel and the future business and financial results of Markel The acquisition agreement with Alterra contains

number of conditions precedent that must be satisfied or waived before the closing of the Alterra Acquisition Also the Alterra
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Acquisition agreement may be terminated by one or both of the parties under certain circumstances Further the ongoing

business of Markel maybe adverseLy affected by the fact that the Alterra Acquisition is pending or if the Alterra Acquisition is

not completed as follows

the manner in which brokers Lnsureds cedants and other third parties perceive Markel may be negatively impacted which

in turn could affect the ability of Market to compete for or write new business or obtain renewals in the marketplace

current and prospective employees of Market may experience uncertainty about their future roles with the combined

company which may adversely affect the ability of Markel to attract and retain key personnel

the attention of management of Markel wifi be diverted to the Alterra Acquisition or to the integration of the two

companies after the Alterra Acquisition instead of being directed solely to our own operations and pursuit of other

opportunities that may be beneficial to Markel

Market will have to pay costs ielating to the Alterra Acquisition including legal accounting and financial advisory fees

Market may be required in certain circumstances to pay termination fee to Alterra and

the ratings of either Markel or its respective insurance subsidiaries may be adversely affected which would likely result in

material adverse effect on their respective business financial condition and operating results

Markel will be exposed to underwriting and other business risks during the period that Alterras business continues to be

operated independently from Market Until completion of the Alterra Acquisition each of Market and Alterra will operate

independently from the other in accordance with such partys distinct underwriting guidelines investment policies referral

processes authority levels and risk management policies and practices As result during this period Alterra may assume risks

that Market would not have assumed for itself or for the combined company accept premiums that in Markels judgment do

not adequately compensate it for the risks assumed make investment decisions that would not adhere to Markets investment

policies or otherwise make business decisions or take on exposure that white consistent with Alterras general business

approach and practices are not the same as those of Markel Significant delays in consummating the Alterra Acquisition will

materially increase the risk that Alterra will operate its business in manner that differs from how the business would have

been conducted under the combined company

The integration of Markel and Alterra following the Alterra Acquisition may present significant challenges and costs Markel

and Alterra may face significant challenges including technological accounting and other challenges in combining Markels

and Alterras operations Market and Alterra entered into the Alterra Acquisition agreement because each company believes

that the Alterra Acquisition wifi be beneficial to it and its respective shareholders Achieving the anticipated benefits of the

Alterra Acquisition will depend in part upon whether Markel wifi be successful in integrating Alterras businesses in timely

and efficient manner Market may not be able to accomplish this integration process smoothly or successfully The integration

of certain operations following the Alterra Acquisition will take time and will require the dedication of significant management

resources which may temporarily distract managements attention from the routine business of the combined company Any

delay or inability of management to successfully integrate the operations of the two companies could compromise the

combined companys potential to achieve the long-term strategic benefits of the Alterra Acquisition and could have material

adverse effect on the business financial condition and operating results of the combined company and the market price of the

combined companys shares of common stock

In addition the combined company will incur integration and restructuring costs following the completion of the Alterra

Acquisition as it integrates the businesses of Alterra Although the parties expect that the realization of efficiencies related to

the integration of the businesses will offset incremental transaction integration and restructuring costs over time Markel

cannot give any assurance that this net benefit will be achieved in the near term if at all

Markel Alterra or the combined company may lose employees due to uncertainties associated with the Atterra Acquisition and

may not be able to hire qualified new employees The success of the combined company after the Alterra Acquisition will

depend in part upon the abffity of Market and Alterra to retain key employees Competition for qualified personnel can be

intense In addition key employees may depart because of issues relating to the uncertainty or difficulty of integration or

desire not to remain with the combined company Accordingly no assurance can be given that Market Alterra or the combined



company wifi be able to attract retain or motivate key employees or qualified new employees If despite retention efforts key

employees depart because of issues relating to the uncertainty and difficulty of integration the combined companys business

could be adversely impacted

The occurrence of severe catastrophic events may cause the combined companys financial results to be volatile and may affect

the financial results of the combined company differently than such an event would have affected the financial results of either

Markel or Alterra on stand-alone basis Because the combined company wifi among other things underwrite property

catastrophe insurance and reinsurance and have large aggregate exposures to natural and man-made disasters management

expects that the combined companys loss experience generally wifi include infrequent events of great severity Consequently

the occurrence of losses from catastrophic events is likely to cause substantial volatility in the combined companys financial

results In addition because catastrophes wifi be an inherent risk of the combined companys business major event or series of

events could have material adverse effect on the combined companys financial condition and results of operations possibly to

the extent of eliminating the combined companys shareholders equity Increases in the values and concentrations of insured

property and the effects of inflation have resulted in increased severity of industry losses in recent years and those factors are

expected to increase the severity of catastrophe losses in the future Upon closing the combined companys exposure to natural

and man-made disasters will be different than the exposure
of Markel before the Alterra Acquisition

Alterras counterparties to contracts and arrangements may acquire certain rights upon the Alterra Acquisition which could

negatively affect the combined company following the Alterra Acquisition Alterra or its subsidiaries are parties to numerous

contracts agreements licenses permits authorizations and other arrangements that contain provisions giving counterparties

certain rights including in some cases termination rights upon change in control of Alterra or its subsidiaries The

definition of change in control varies from contract to contract ranging from narrow to broad definition and in some cases

the change in control provisions may be implicated by the Alterra Acquisition If change in control occurs cedants may be

permitted to cancel contracts on cut-off or run-off basis and Alterra or certain of its affiliates may be required to provide

collateral to secure premium and reserve balances or may be required to cancel and commute contract subject to an

agreement between the parties that may be settled in arbitration If contract is cancelled on cut-off basis Alterra may be

required to return unearned premiums net of commissions In addition contracts may provide ceding company with multiple

options such as collaterali.zation or commutation that would be triggered by change in control Collateral requirements may

take the form of trust agreements or be funded by securities held or letters of credit Upon commutation the amount to be paid

to settle the liability for
gross

loss reserves would typically consider discount to the financial statement loss reserve value

reflecting the time value of money resident in the ultimate settlement of such loss reserves In certain instances contracts

contain dual triggers such as change in control and ratings downgrade both of which must be satisfied for the contractual

right to be exercisable

Whether ceding company would have cancellation rights in connection with the Alterra Acquisition depends upon the

language of its agreement with Alterra or its applicable subsidiaries Whether ceding company exercises any
cancellation

rights it has would depend on among other factors such ceding companys views with respect to the financial strength and

business reputation of the combined company the extent to which such ceding company currently has reinsurance coverage

with the combined companys affiliates the prevailing market conditions the pricing and availability of replacement

reinsurance coverage
and the combined companys ratings following the Alterra Acquisition Alterra cannot currently predict

the effects if any if the Alterra Acquisition is deemed to constitute change in control under contracts and other arrangements

including the extent to which cancellation rights would be exercised if at all nor the effect on the combined companys

financial condition results of operations or cash flows but such effect could be material

Associots

At December 31 2012 we had approximately 6400 employees of whom approximately 2800 were employed within our

insurance operations and approximately 3600 were employed within our non-insurance operations
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El F\J II AT dollars in millions except per share data

2012 2011 2010

RESULTS OF OPERATIoNs

Earned premiums 2147 1979 1731

Net investment income 282 264 273

Total operating revenues 3000 2630 2225

Net income loss to shareholders 253 142 267

Comprehensive income loss to shareholders 504 252 431

Diluted net income loss per
share 25.89 14.60 27.27

FINANCIAL PosmoN
Total investments and cash and cash equivalents 9333 8728 8224

Total assets 12557 11532 10826

Unpaid losses and loss adjustment expenses 5371 5399 5398

Senior long-term debt and other debt 1493 1294 1016

Shareholders equity 3889 3388 3172

Common shares outstanding at year end in thousands 9629 9621 9718

UPERATIHG MAJCE MEASUElES2

OPERATING DATA

Book value per common share outstanding 403.85 352.10 326.36

Growth decline in book value per share 15% 8% 16%

5-Year CAGR in book value per share131 9% 9% 13%

Closing stock price 433.42 414.67 $378.13

RATIO ANALYSIS

U.S GAAP combined ratiot41 97% 102% 97%

Investment yield51 4% 4% 4%

Taxable equivalent total investment return16t 9% 7% 8%

Investment leverage7t 2.4 2.6 2.6

Debt to capital 28% 28% 24%
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Effective January 2012 we prospectively adopted Financial Accounting Standards Board Accounting Standards Update No

20 10-26 Accounting for Costs Associated with Acquiring or Renewing Insurance Contracts See note 1r in the notes to

consolidated financial statements

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

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

evaluation of these measures in Managements Discussion Analysis of Financial Condition and Results of Operations

13 CAGRcompound annual growth rate

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

acquisition and insurance expenses to earned premiums



2009 2008 2007 2006 2005 2004 2003 10-Year CAGR131

1816 2022 2117 2184 1938 2054 1864 3%

260 282 305 269 242 204 183 5%

2069 1977 2551 2576 2200 2262 2092 5%

202 59 406 393 148 165 123

591 403 337 551 64 273 222

20.52 5.95 40.64 39.40 14.80 16.41 12.31

7849 6893 7775 7524 6588 6317 5350 8%

10242 9512 10164 10117 9814 9398 8532 5%

5427 5492 5526 5584 5864 5482 4930 2%

964 694 691 866 849 855 763

2774 2181 2641 2296 1705 1657 1382 13%

9819 9814 9957 9994 9799 9847 9847

282.55 222.20 $265.26 229.78 174.04 168.22 140.38 13%

27% 16% 15% 32% 3% 20% 19%

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

$340.00 299.00 $491.10 480.10 317.05 364.00 253.51

95% 99% 88% 87% 101% 96% 99%
IOI 10I AOl AOl 40/ 40/ 40/
.p/ 10 10 10 /0 /0 /0

13% 10% 5% 11% 2% 8% 11%

2.8 3.2 2.9 3.3 3.9 3.8 3.9

26% 24% 21% 27% 33% 34% 36%

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

161 Taxable equivalent total investment return includes net investment income realized investment gains or losses the change

in fair value of the investment portfolio and the effect of foreign currency exchange rate movements during the period as

percentage of average invested assets Tax-exempt interest and dividend payments are grossed up using the U.S corporate tax

rate to reflect an equivalent taxable yield

Investment leverage represents total invested assets divided by shareholders equity
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December 31

2012 2011

dollars in thousands

ASSETS

Investments available-for-sale at estimated fair value

Fixed maturities amortized cost of $4562278 in 2012 and

$5172952 in 2011 4979283 5538174

Equity securities cost of $1387305 in 2012 and $1156294 in 2011 2406951 1873927

Short-term investments estimated fair value approximates cost 973330 541014

Total Investments 8359564 7953115

Cash and cash equivalents 973181 775032

Receivables 413883 350237

Reinsurance recoverable on unpaid losses 778774 791102

Reinsurance recoverable on paid losses 51145 38208

Deferred policy acquisition costs 157465 194674

Prepaid reinsurance premiums 110332 97074

Goodwill and intangible assets 1049225 867558

Other assets 663019 465103

ToTAl ASSETS 12556588 11532103

LIABILITIES AND EQUITY

Unpaid losses and loss adjustment expenses 5371426 5398869

Unearned premiums 1000261 915930

Payables to insurance companies 103212 64327

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

$1688000 in 2012 and $1391000 in 2011 1492550 1293520

Other liabilities 613897 397111

Total Liabilities 8581346 8069757

Redeemable noncontrolling interests 86225 74231

Commitments and contingencies

Shareholders equity

Common stock 908980 891507

Retained earnings 2068340 1835086

Accumulated other comprehensive income 911337 660920

Total Shareholders Equity 3888657 3387513

Noncontrolling interests 360 602

Total Equity 3889017 3388115

ToTAl LIABIUTLES AI EQuITY 12556588 11532103

See accompanying notes to consolidated financial statements
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CONSOLIDATED STATEMENTS OF INCOME AND CUMPOEMENSIVE INCOME

Years Ended December 31

2012 2011 2010

dollars in thousands except per share dataOPERATING REVENUES

Earned premiums 2147128 1979340 1730921

Net investment income 282107 263676 272530

Net realized investment gains

Other-than-temporary impairment losses 12078 14250 11644

Other-than-temporary impairment losses

recognized in other comprehensive income 5946 563

Other-than-temporary impairment losses

recognized in net income 12078 20196 12207
Net realized investment gains excluding

other-than-temporary impairment losses 43671 56053 48569

Net realized investment gains 31593 35857 36362

Other revenues 539284 351077 185580

Total Operating Revenues 3000112 2629950 2225393

OPERATING EXPENSES

Losses and loss adjustment expenses 1154068 1209986 946229

Underwriting acqinsition and insurance
expenses 929472 810179 724876

Amortization of intangible assets 33512 24291 16824

Other expenses 478248 309046 168290

Total Operating Expenses 2595300 2353502 1856219

Operating Income 404812 276448 369174

Interest expense 92762 86252 73663

Income Before Income Taxes 312050 190196 295511

Income tax expense 53802 41710 27782

Net Income 258248 148486 267729

Net income attributable to noncontrolling interests 4863 6460 936

NET INCOME TO SHAREHOLDERS 253385 142026 266793

OTHER COMPREHENSIVE INCOME

Change in net unrealized gains on investments net of taxes

Net holding gains arising during the period 266425 141839 195648

Change in unrealized other-than-temporary impairment

losses on fixed maturities arising during the period 160 3943 672

Reclassification adjustments for net gains

included in net income 24051 22341 32831

Change in net unrealized gains on investments net of taxes 242214 12.3441 163489

Change in foreign currency translation adjustments net of taxes 1534 4191 2282

Change in net actuarial pension loss net of taxes 6664 9459 2749

Total Other Comprehensive Income 250412 109791 163956

Comprehensive Income 508660 258277 431685

Comprehensive income attributable to noncontrolling interests 4858 6424 1122

COMPREHENSIVE INCOME TO SHAREHOLDERS 503802 251853 430563

NET INCOME PER SHARE

Basic 25.96 14.66 27.31

Diluted 25.89 14.60 27.27
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See accompanying notes to consolidated financial statements
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Accumulated

Other Total Redeemable

Common Common Retained Comprehensive Shareholders Noncontrolling Total Noncontrolhng

in thousands Shares Stock Earnings Income Equity
Interests Equity Interests

December 31 2009 9819 872876 $1514398 387086 $2774360 1897 $2776257 $15457

Net income 266793 266793 270 267063 666

Change in net unrealized

gains on investments

net of taxes 163489 163489 163489

Change in foreign currency

translation adjustments

net of taxes 2468 2468 186 2282

Change in net actuarial

pension loss net of taxes 2749 2749 2749

Comprehensive income 430563 456 431019 666

Issuance of common stock 32 8185 8185 8185

Repurchaseofcommonstock 133 45218 45218 45218

Restricted stock units expensed 2543 2543 2543

Stock options issued 9133 9133 9133

Purchase of noncontrolling

interest 8345 237 8108 1557 9665

Other 65 65 75 140 825

December31 2010 9718 884457 1735973 551093 3171523 871 3172394 15298

Net income loss 142026 142026 190 141836 6650

Change in net unrealized gains

on investments net of taxes 123441 123441 123441

Change in foreign currency

translation adjustments
netof taxes 4155 4155 4155 36

Change in net actuarial

pension loss net of taxes 9459 9459 9459

Comprehensive Income Loss 251853 190 251663 6614

Issuance of commcn stock 16 1182 1182 1182

Repurchaseofcommonstock 113 42913 42913 42913

Restrictedstockunitsexpensed 5818 5818 5818

Acquisitions 62189

Other 50 50 79 29 9870

December31 2011 9621 891507 1835086 660920 3387513 602 3388115 74231

Net income loss 253385 253385 262 253123 5125

Change in net unrealized gains

on investments net of taxes 242214 242214 242214

Change in foreign currency

translation adjustments

net of taxes 1539 1539 1539

Change in net actuarial

pension loss net of taxes 6664 6664 6664

Comprehensive Encome Loss 503802 262 503540 5120

Issuance of common stock 47 9145 9145 9145

Repurchase of common stock 39 16873 16873 16873

Restricted stock units expensed 6462 6462 6462

Acquisitions 15055

Adjustment of redeemable

noncontrolling interests 3101 3101 3101 3101

Purchase of noncontrolling

interest 1430 1430 1430 3573

Other 436 157 279 20 299 7709

DEcEMaER 31 2012 9629 908980 $2068340 911337 $3888657 360 $3889017 $86225

See accompanying notes to consolidated financial statements



CUNSULIUATE STATEMENTS AS FLIUNS

Years Ended December 31

2012 2011 2010

dollars in thousands

OPERATING ACTIVITIES

Net income 258248 148486 267729

Adjustments to reconcile net income to net cash provided

by operating activities

Deferred income tax expense 37648 5649 7185

Depreciation and amortization 87326 70572 53587

Net realized investment gains 31593 35857 36362

Decrease increase in receivables 36590 10745 7647

Decrease increase in deferred policy acquisition costs 37209 5891 13910

Increase decrease in unpaid losses and loss adjustment expenses net 28052 57000 109371

Increase in unearned premiums net 71073 59612 37799

Increase decrease in payables to insurance companies 19190 3665 1115

Other 21926 26157 7872

Net Cash Provided By Operating Activities 392533 311318 223291

INVESTING ACTIVITIES

Proceeds from sales of fixed maturities and equity securities 336548 288046 340546

Proceeds from maturities calls and prepayments of fixed maturities 510697 343502 383618

Cost of fixed maturities and equity securities purchased 426439 713102 957193

Net change in short-term investments 428292 216972 202882

Acquisitions net of cash acquired 243675 120102 214156

Additions to property and equipment 45519 60132 42103

Cost of equity method investments 40650 9880 5218

Other 2158 14329 8281

Net Cash Used By Investing Activities 339488 474311 283343

FINANCING ACTIVITIES

Additions to senior long-term debt and other debt 492792 336181 42897

Repayment and retirement of senior long-term debt and other debt 313790 90557 30021

Repurchases of common stock 16873 42913 45218

Purchase of noncontrolling interest 2143 3001

Distributions to noncontrolling interests 7684 9259 764

Other 10340 1137 9503

Net Cash Provided Used By Financing Activities 141962 194589 45610

Effect of foreign currency rate changes on cash and cash equivalents 3142 1823 427

Increase decrease in cash and cash equivalents 198149 29773 105235

Cash and cash equivalents at beginning of year 775032 745259 850494

CA.sH AND CAsH EQuIvALENTS AT END OF YEAI 973181 775032 745259

See accompanying notes to consolidated financial statements
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Markel Corporation is diverse financial holding company serving variety of niche markets Markel Corporations principal

business markets and underwrites specialty insurance products Markel Corporation also owns interests in various industrial

and service businesses that operate outside of the specialty insurance marketplace

Basis of Presentation The accompanying consolidated financial statements have been prepared in accordance with U.S

generally accepted accounting pnriciples U.S GAAP and include the accounts of Markel Corporation and its subsidiaries the

Company All significant intercompany balances and transactions have been eliminated in consolidation The Company

consolidates the results of its non-insurance subsidiaries on one-month lag Certain prior year amounts have been reclassified

to conform to the current presentation

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

estimates and assumptions that affect the reported amounts of assets liabilities revenues and expenses and the disclosure of

contingent assets and liabilities Management periodically reviews its estimates and assumptions These reviews include

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

allowance for doubthil accounts and income tax liabilities as well as analyzing the recoverability of deferred tax assets

assessing goodwifi and intangible assets for impairment and evaluating the investment portfolio for other-than-temporary

declines in estimated fair value Actual results may differ materially from the estimates and assumptions used in preparing the

consolidated financial statements

Investments Available-for-sale investments are recorded at estimated fair value Unrealized gains and losses on investments

net of deferred inconi taxes are included in accumulated other comprehensive income in shareholders equity The Company

completes detailed analysis each quarter to assess whether the decline in the fair value of any investment below its cost basis

is deemed other-than-temporary

Premiums and discounts are amortized or accreted over the lives of the related fixed maturities as an adjustment to the yield

using the effective interest method Dividend and interest income are recognized when earned Realized investment gains or

losses are included in earnings Realized gains or losses from sales of investments are derived using the first-in first-out method

Investments accounted for under the equity method of accounting are recorded at cost within other assets on the consolidated

balance sheets and subsequently mcreased or decreased by the Companys proportionate share of the net income or loss of the

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

Company records its proportionate share of other comprehensive income or loss of the investee as component of other

comprehensive income Dividends or other equity distributions are recorded as reduction of the investment The Company

reviews equity method investments for impairment when events or circumstances indicate that decline in the fair value of

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

Cash and Cash Equivalents The Company considers all investments with original maturities of 90 days or less to be cash

equivalents The canying value of the Companys cash and cash equivalents approximates fair value

Reinsurance Recoverables Amounts recoverable from reinsurers are estimated in manner consistent with the claim

liability associated with the reinsured business Allowances are established for amounts deemed uncollectible and reinsurance

recoverables are recorded net of these allowances The Company evaluates the financial condition of its reinsurers and monitors

concentration risk to minimize its exposure to significant losses from individual reinsurers

Deferred Policy Acquisition Costs Costs directly related to the acquisition of insurance premiums are deferred and amortized

over the related policy period generally one year Concurrent with the adoption of Financial Accounting Standards Board FASB

Accounting Standards Update ASU No 20 10-26 Accounting for Costs Associated with Acquiring or Renewing Insurance

Contracts the Company only defers acquisition costs incurred that are related directly to the successful acquisition of new or

renewal insurance contracts including commissions to agents and brokers and premium taxes See note for further



discussion of the impact of prospectively adopting this standard Commissions received related to reinsurance premiums ceded

are netted against broker commissions in determining acquisition costs eligible for deferral To the extent that future policy

revenues on existing policies are not adequate to cover related costs and expenses deferred policy acquisition costs are cliarged

to earnings The Company does not consider anticipated investment income in determining whether premium deficiency

exists

Goodwill and Intangible Assets Goodwifi and indefinite-lived intangible assets are tested for impairment at least annually

The Company completes an annual test during the fourth quarter of each year based upon the results of operations through

September 30 Intangible assets with definite lives are amortized using the straight-line method over theft estimated useful

lives generally four to 25 years and are reviewed for impairment when events or circumstances indicate that theft carrying

value may not be recoverable

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

Depreciation and amortization of property and equipment are calculated using the straight-line method over the estimated

useful lives generally the life of the lease for leasehold improvements 10 to 40 years for buildings seven to 40 years for land

improvements one to 10 years for furniture and equipment and three to 15 years for other property and equipment

Redeemable Noncontrolling Interests The Company owns controlling interests in various non-insurance subsidiaries Under

the terms of certain of the acquisition and related agreements the Company has the option to acquire the remaining equity

interests and the remaining equity interests have the option to sell theft interests to the Company in the future The

redemption value of the remaining equity interests is generally based on the respective companys earnings in specified periods

preceding the redemption date The redeemable noncontrolling interests generally become redeemable through 2018

The Company recognizes changes in the redemption value that exceed the carrying value of redeemable noncontrolling

interests to retained earnings as if the balance sheet date were also the redemption date Changes in the redemption value also

result in an adjustment to net income to shareholders in the calculation of basic and diluted net income per share The

adjustment recorded to retained earnings to increase redeemable noncontrolling interests to redemption value during 2012 was

$3.1 million There were no adjustments recorded to retained earnings in 2011 or 2010 because the redemption values of the

redeemable noncontrolling interests were less than or approximated theft carrying values

Income Taxes The Company records deferred income taxes to reflect the net tax effect of temporary differences between the

carrying amounts of assets and liabilities for financial reporting purposes and theft tax bases Deferred tax assets are reduced by

valuation allowance when management believes it is more likely than not that some or all of the deferred tax assets will not be

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

returns only if it is more likely than not that the tax position will be sustained upon examination by tax authorities based on

the technical merits of the position Tax positions that meet the more likely than not threshold are then measured using

probability weighted approach whereby the largest amount of tax benefit that is greater than 50% likely of being realized upon

ultimate settlement is recognized The Company recognizes interest and penalties related to uncertain tax positions in income

tax expense

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

reported claims and estimates for losses and loss adjustment expenses
incurred but not reported Estimates for losses and loss

adjustment expenses incurred but not reported are based on reserve development studies among other things The Company

does not discount reserves for losses and loss adjustment expenses to reflect estimated present value The reserves recorded are

estimates and the ultimate liability may be greater than or less than the estimates

Revenue Recognition Insurance premiums are earned on pro rata basis over the policy period generally one year
The cost of

reinsurance is imtially recorded as prepaid reinsurance premiums and is amortized over the reinsurance contract period in

proportion to the amount of insurance protection provided Premiums ceded are netted against premiums written The

Company uses the periodic method to account for assumed reinsurance from foreign reinsurers The Companys foreign

reinsurers provide sufficient information to record foreign assumed business in the same manner as the Company records 39

assumed business from United States reinsurers
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Other revenues primarily relate tc the Companys non-insurance operations and consist of revenues from the sale of

manufactured products and service revenues Revenues from manufactured products are generally recognized at the time title

transfers to the customer which occurs at the point of shipment or delivery to the customer depending on the terms of the

sales arrangement Revenues from services are generally recognized as the services are performed Services provided pursuant to

contract are recognized either over the contract period or upon completion of the elements specified in the contract

depending on the terms of the contract

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

insurance expenses over the requisite service period Stock-based compensation expense net of taxes was $4.4 million in 2012

$4.0 million in 2011 and $2.1 million in 2010

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

majority of their business is transacted Assets and liabilities of foreign operations are translated into the United States Dollar

using the exchange rates in effect at the balance sheet date Revenues and
expenses

of foreign operations are translated using the

average exchange rate for the period Gains or losses from translating the financial statements of foreign operations are included

net of taxes in shareholders equity as component of accumulated other comprehensive income Gains and losses arising from

transactions denominated in foreign currency other than functional currency are included in net income

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

same currency To the extent that assets and liabilities in foreign currencies are not matched the Company is exposed to foreign

currency risk For functional currencies the related exchange rate fluctuations are reflected in other comprehensive income

The cumulative foreign currency translation adjustment net of taxes was loss of $1.1 millionand $2.6 millionat

December 31 2012 and 2011 respectively

Derivative Financial Instruments Derivative instruments including derivative instruments resulting from hedging

activities are measured at fair value and recognized as either assets or liabilities on the consolidated balance sheets The

changes in fair value of derivatives are recognized in earnings unless the derivative is designated as hedge and qualifies for

hedge accounting

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

foreign operation The effective portion of the change in fair value resulting from these hedges is reported in currency

translation adjustments as part of other comprehensive income The ineffective portion of the change in fair value is recognized

in earnings

Comprehensive Income Comprehensive income represents all changes in equity that result from recognized transactions

and other economic events during the period Other comprehensive income refers to revenues expenses gains and losses that

under U.S GAAP are included in comprehensive income but excluded from net income such as unrealized gains or losses on

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

Net Income Per Share Basic net income per share is computed by dividing adjusted net income to shareholders by the

weighted average number of common shares outstanding during the
year

Diluted net income per share is computed by dividing

adjusted net income to shareholders by the weighted average number of common shares and dilutive potential common shares

outstanding during the year See note 10b

Recent Accounting Pronouncements Effective January 2012 the Company adopted FASB ASU No 20 10-26 which

addresses diversity in practice within the insurance industry regarding the interpretation of which costs relating to the

acquisition of new or renewal insurance contracts qualify for deferral This guidance specifies that cost must be directly

related to the successful acquisition of new or renewal insurance contract in order to be capitalized The Company elected

prospective adoption of ASU No 2010-26 At December 31 2011 deferred policy acquisition costs included $43.1 million of



costs that no longer met the criteria for deferral as of January 2012 and were recognized into income during 2012 consistent

with policy terms Upon adoption of ASU No 2010-26 the Companys policy is to defer commissions and premium taxes that

meet the criteria for deferral under the new guidance For the
year

ended December 31 2012 the Company deferred $390.9

million of policy acquisition costs and amortized $428.1 millionof policy acquisition costs Under its previous policy the

Company would have deferred $502.3 millionof policy acquisition costs and amortized $494.6 millionof policy acquisition

costs for the year ended December 31 2012

Effective January 2012 the Company adopted FASB ASU No 2011-04 Amendments to Achieve Common Fair Value

Measurement and Disclosure Requirements in U.S GAAP and IFRSs which amends FASB Accounting Standards Codification

ASC 820 to achieve uniform framework for fair value measurement and disclosures in U.S GAAP and International

Financial Reporting Standards ASU No 2011-04 prohibits the grouping of financial instruments for purposes of determining

fair value except when market and credit risks are managed on the basis of the Companys net exposure and extends the

prohibition against the use of block discounts to Level and Level fair value measurements The guidance requires expanded

disclosures for Level fair value measurements including quantitative information about unobservable inputs the sensitivity

of fair value measurements to change in unobservable inputs and description of the Companys valuation processes The

guidance also requires disclosure of the hierarchy classification for assets and liabilities not measured at fair value but whose

fair value is disclosed The adoption of this guidance did not have an impact on the Companys financial position results of

operations or cash flows The Company has included the additional disclosures required by ASU No 2011-04 in notes 12 and 20

Effective January 2012 the Company adopted FASB ASU No 2011-05 Comprehensive Income and FASB ASU No 2011-12

Deferral of the Effective Date for Amendments to the Presentation of Reclassifications of Items Out of Accumulated Other

Comprehensive Income in Accounting Standards Update No 2011-05 ASU No 2011-05 requires comprehensive income to

be reported in either single statement that presents the components of net income the components of other comprehensive

income and total comprehensive income or in two consecutive statements and it eliminates the option to report other

comprehensive income and its components in the statement of changes in equity This guidance also requires the presentation

of separate
line items on the statements of income for reclassification adjustments of items out of accumulated other

comprehensive income into net income ASU No 2011-12 deferred the requirement to present separate line items on the

statements of income and instead requires the presentation of reclassification adjustments within other comprehensive income

or in the notes to the consolidated financial statements The adoption of ASU No 2011-05 and ASU No 2011-12 did not have

an impact on the Companys financial position results of operations cash flows or financial statement presentation
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The following tables summarize the Companys available-for-sale investments

December 31 2012

dollars in thousands

Gross Gross

Unrealized Unrealized

Amortized Holding Holding

Cost Gains Losses

Unrealized Other

Than-Temporary

Impairment Losses

Estimated

Fair

Value

Fixed maturities

U.S Treasury securities and obligations

of U.S government agencies 297663 19844 317507

Obligations of states municipalities and

political subdivisions 2586867 245057 362 2831562

Foreign governments 503844 52764 556608

Residential mortgage-backed securities 202644 14996 2258 215377

Asset-backed securities 13828 517 14345

Corporate bonds 957432 93395 121 6822 1043884

Total fixed maturities 4562278 426573 488 9080 4979283

Equity securities

Insurance companies banks and trusts 508771 389434 138 898067

Industrial consumer and all other 878534 637783 7433 1508884

Total equity securities 1387305 1027217 7571 2406951

Short-term investments 973318 26 14 973330

INVESTMENTS AvAIILE-FoR-SALE 6922901 1453816 8073 9080 8359564

December 31 2011

Gross Gross

Unrealized Unrealized Unrealized Other Estimated

Amortized Holding Holding Than.Temporaiy Fair

dollars thousands Cost Gains Losses Impairment Losses Value

Fixed maturities

U.S Treasury securities and obligations

of U.S government agencies 299413 22789 322193

Obligations of states municipalities and

political subdivisions 2729838 201477 794 2930521

Foreign governments 572253 45629 1068 616814

Residential mortgage-backed securities 366859 24601 18 2258 389184

Asset-backed securities 16096 731 16818

Corporate bonds 1188493 83515 2750 6614 1262644

Total fixed maturities 5172952 378742 4648 8872 5538174

Equity securities

Insurance companies banks and trusts 389421 296648 1366 684703

Industrial consumer and all other 766873 425131 2780 1189224

Total equity securities 1156294 721779 4146 1873927

Short-term investments 541014 541014

INVESTMENTS AVAmLE-FoR-SALE $6870260 1100525 8798 8872 7953115
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The followmg tables summarize gross unrealized investment losses by the length of time that securities have continuously

been in an unrealized loss position

December 31 2012

Less than 12 months 12 months or longer Total

Gross Unrealized Gross Unrealized Gross Unrealized

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

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

Fair Impainnent
Fair

Impairment
Fair Impairment

dollars thousands Value Losses Value Losses Value Losses

Fixed maturities

Obligations of states municipalities

andpolitical subdivisions 2833 46 3616 316 6449 362

Residential mortgage-backed

securities 364 2260 201 565 2263

Corporate bonds 6822 3860 121 3860 6943

Total fixed maturities 3197 9128 7677 440 10874 9568

Equity securities

Insurance companies banks

and trusts 2431 138 2431 138

Industrial consumer and all other 82109 7310 1983 123 84092 7433

Total equity securities 84540 7448 1983 123 86523 7571

Short-term investments 228820 14 228820 14

TOTAJ 316557 $16590 9660 563 326217 17153

At December31 2012 the Company held 35 securities with total estimated fair value of $326.2 millionand
gross

unrealized

losses of $17.2 million Of these 35 securities 10 securities had been in continuous unrealized loss position for one year or

longer and had total estimated fair value of $9.7 millionand gross unrealized losses of $0.6 million Of these securities eight

securities were fixed maturities and two were equity securities The Company does not intend to sell or believe it will be

required to sell these fixed maturities before recovery of their amortized cost The Company has the abffity and intent to hold

these equity securities for period of time sufficient to allow for the anticipated recovery
of their fair value
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December 31 2011

Less than 12 months 12 months or longer Total

Gross Unrealized Gross Unrealized Gross Unrealized

Holding and Other- Holding and Other- Holding and Other

Eseimaerd Than-Temporary Iiseimaeed Than-Temporary Estimated Than-Temporary

Fair Impairment Fair Impairment Fair Impairment

dollars in thousands Value Losses Value Losses Value Losses

Fixed maturities

U.S Treasury securities

and obligations of U.S

government agencies 32384 32384

Obligations of states municipalities

and political subdivisions 1016 17261 792 18277 794

Foreign governments 4-0340 1068 40340 1068

Residential mortgage-backed

securities 489 2263 2045 13 2534 2276

Asset-backed securities 32 32

Corporate bonds 74812 7829 7923 1535 82735 9364

Total fixed maturities 149041 11171 27261 2349 176302 13520

Equity securities

Insurance companies banks

and tmsts 26514 1366 26514 1366

Industrial consumer and all other 70555 2774 18525 89080 2780

Total equity securities 97069 4140 18525 115594 4146

Short-term investments 295991 295991

TOTM 542101 $15315 45786 2355 587887 17670

At December31 201 the Company held 76 securities with total estimated fair value of $587.9 mfflion and gross unrealized

losses of $17.7 million Of these 76 securities 17 securities had been in continuous unrealized loss position for one year or

longer and had total estimated fair value of $45.8 millionand gross unrealized losses of $2.4 million Of these securities 16

securities were fixed maturities and one was an equity security

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

below its cost basis is deemed other-than-temporary All securities with unrealized losses are reviewed The Company considers

many factors in completing its quarterly review of securities with unrealized losses for other-than-temporary impairment

including the length cf time and the extent to winch fair value has been below cost and the financial condition and near-term

prospects of the issuer For equity securities the abffity and intent to hold the security for period of time sufficient to allow for

anticipated recovery is considered For fixed maturities the Company considers whether it intends to sell the security or if it is

more likely than not that it will be required to sell the security before
recovery

the implied yield-to-maturity the credit quality

of the issuer and the ability to recover all amounts outstanding when contractually due

For equity securities decline in fair value that is considered to be other-than-temporary is recognized in net income based on

the fair value of the security at the time of assessment resulting in new cost basis for the security For fixed maturities where

the Company intends to sell the security or it is more likely than not that the Company wifi be required to sell the security

before
recovery

of its amortized cost decline in fair value is considered to be other-than-temporary and is recognized in net

income based on the fair value of the security at the time of assessment resulting in new cost basis for the security If the

decline in fair value of fixed maturity below its amortized cost is considered to be other-than-temporary based upon other

considerations the Company compares the estimated present value of the cash flows expected to be collected to the amortized
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amortized cost of the security represents the credit-related portion of the other-than-temporary impairment which is recognized

in net income resulting in new cost basis for the security Any remaining decline in fair value represents the non-credit

portion of the other-than-temporary impairment which is recognized in other comprehensive income The discount rate used

to calculate the estimated present value of the cash flows expected to be collected is the effective interest rate implicit for the

security at the date of purchase

When assessing whether it intends to sell fixed maturity or if it is likely to be required to sell fixed maturity before recovery

of its amortized cost the Company evaluates facts and circumstances including but not limited to decisions to reposition the

investment portfolio potential sales of investments to meet cash flow needs and potential sales of investments to capitalize on

favorable pricing Additional information on the methodology and significant inputs by security type that the Company used

to determine the amount of credit loss recognized on fixed maturities with declines in fair value below amortized cost that were

considered to be other-than-temporary is provided below

Residential mortgage-backed securities For mortgage-backed securities credit impairment is assessed by estimating future

cash flows from the underlying mortgage loans and interest payments The cash flow estimate incorporates actual cash flows

from the mortgage-backed securities through the current period and then projects the remaining cash flows using number of

assumptions including prepayment rates default rates recovery rates on foreclosed properties and loss severity assumptions

Management develops specific assumptions using market data and internal estimates as well as estimates from rating agencies

and other third party sources Default rates are estimated by considering current underlying mortgage loan performance and

expectations of future performance Estimates of future cash flows are discounted to present value If the present value of

expected cash flows is less than the amortized cost the Company recognizes the estimated credit loss in net income

Corporate bonds For corporate bonds credit impairment is assessed by evaluating the underlying issuer As part of this

assessment the Company analyzes various factors including the following

fundamentals of the issuer including current and projected earnings current liquidity position and ability to raise capital

fundamentals of the industry in which the issuer operates

expectations of defaults and recovery rates

changes in ratings by rating agencies

other relevant market considerations and

receipt of interest payments

Default probabilities and recovery rates from rating agencies are key factors used in calculating the credit loss Additional

research of the industry and issuer is completed to determine if there is any current information that may affect the fixed

maturity or its issuer in negative manner and require an adjustment to the cash flow assumptions

The amortized cost and estimated fair value of fixed maturities at December 31 2012 are shown below by contractual

maturity

Amortized Estimated

dollars in thousands Cost Fair Value

Due in one year or less 298010 303465

Due after one year through five years 1200937 1309453

Due after five years through ten years 1586727 1736187

Due after ten years 1260132 1400456

4345806 4749561

Residential mortgage-backed securities 202644 215377

Asset-backed securities 13828 14345

T0TM FixED MAzunmEs 4562278 4979283 45
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Expected maturities may differ from contractual maturities because borrowers may have the right to call or prepay obligations

with or without call or prepayment penalties and the lenders may have the right to put the securities back to the borrower

Based on expected maturities the estimated average duration of the fixed maturities was 3.7 years

The following table presents the components of net investment income

Years Ended December 31

dollars in thousands 2012 2011 2010

Interest

Municipal bonds tax-exempt 90316 94457 92168

Municipal bonds taxable 22663 23277 18679

Other taxable bonds 107270 117242 132164

Short-term investments including

overnight deposits 2755 2484 2850

Dividends on equity securities 50416 35996 33128

Change in fair value cf credit default swap 16641 4103 1740

Other 1920 2135 1337

291981 271488 282066

Investment expenses 9874 7812 9536

NET INVESTMENT INcoME 282107 263676 272530

The following table summarizes the activity for credit losses recognized in net income on fixed maturities where

other-than-temporary impairment was identified and portion of the other-than-temporary impairment was included in

other comprehensive income

Years Ended December31

dollars in thousands 2012 2011 2010

Cumulative credit loss beginning of year 21370 10307 9141

Additions

Other-than-temporary impairment losses not previously recognized 875

Increases related to other-than-temporary impairment losses

previously recognized 10203 1185

Total additions 11078 1185

Reductions

Sales of fixed maturities on which credit losses were recognized 15 19

Cumulative credit loss end of year 21370 21370 10307
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The following table presents net realized investment gains and the change in net unrealized gains on investments

Years Ended December 31

dollars in thousands 2012 2011 2010

Realized gains

Sales of fixed maturities 18337 17035 20848

Sales of equity securities 29578 36863 35150

Other 749 2626 1966

Total realized gains 48664 56524 57964

Realized losses

Sales of fixed maturities 563 410 1470

Sales of equity securities 342 61

Other-than-temporary impairments 12078 20196 12207

Other 4088 7925

Total realized losses 17071 20667 21602

NET Ruza ItvEsm1Er.rr GAmJs 31593 35857 36362

Change in net unrealized gains on investments

Fixed maturities 51783 190976 23855

Equity securities 302013 8250 219895

Short-term investments 12 14

NET INCREASE 353808 182722 243736

The following table presents other-than-temporary impairment losses recognized in net income and included in net realized

investment gains by investment type

Years Ended December 31

dollars in thousands 2012 2011 2010

Fixed maturities

Residential mortgage-backed securities 11078 1185

Total fixed maturities 11078 1185

Equity securities

Insurance companies banks and trusts 10336 4251 2872

Industrial consumer and all other 1742 4867 965

Total equity securities 12078 9118 3837

Other 7185

ToTAl $12078 $20196 12207

The Company had $1.9 billion and $1.8 billion of investments and cash and cash equivalents invested assets held in trust

or on deposit for the benefit of policyholders reinsurers or banks in the event of default by the Company on its obligations at

December 31 2012 and 2011 respectively These invested assets and the related liabilities are included on the Companys

consolidated balance sheets The following discussion provides additional detail regarding irrevocable undrawn letters of credit

and investments held in trust or on deposit
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The Companys United States insurance companies had invested assets with carrying value of $86.7 million and $43.0 million

on deposit with state regulatory authorities at December 31 2012 and 2011 respectively

Invested assets with carrying value of $73.8 million and $65.4 millionat December 31 2012 and 2011 respectively were held

in trust for the benefit of cedents of the Companys United States insurance companies

Invested assets with carrying value of $58.1 million and $56.8 millionat December 31 2012 and 2011 respectively were held

in trust for the benefit of United States cedents of Markel International Insurance Company Limited IvfflCL wholly-owned

subsidiary and to facilitate MITCLs accreditation as an alien reinsurer by certain states

Invested assets with carrying value of $17.1 millionand $25.0 million at December 31 2012 and 2011 respectively were held

in trust for the benefit of MJICLs United States surplus lines policyholders

Banks have issued irrevocable undrawn letters of credit supporting the Companys contingent liabilities related to certain

reinsurance business written in the United States by MMCL The Company had deposited invested assets with carrying value

of $23.2 millionand $24.8 million at December 31 2012 and 2011 respectively as collateral against these letters of credit

The Company had deposited $529.7 million and $459.5 million of invested assets with Lloyds to support its underwriting

activities at December 31 2012 arid 2011 respectively In addition the Company had invested assets with carrying value of

$1.1 billion at both December 31 2012 and 2011 held in trust for the benefit of syndicate policyholders

In accordance with the terms of its credit default swap agreement the Company had $34.0 million and $35.2 millionof

invested assets on deposit at December 31 2012 and 2011 respectively

At December31 2112 and December31 2011 investments in U.S Treasury securities and obligations of U.S government

agencies were the onLy investments in any one issuer that exceeded 10% of shareholders equity

At December 31 2012 the Companys ten largest equity holdings represented $1.2 billion or 49% of the equity portfolio

Investments in the property and casualty insurance industry represented $4.4.0.2 million or 18% of the equity portfolio at

December 31 2012 Investments in the property and casualty insurance industry included $280.2 millioninvestment in the

common stock of Berkshire Hathaway Inc

OlilihiS

The following table presents the components of receivables

December 31

dollars in thousands 2012 2011

Amounts receivable from agents
brokers and insureds 332570 283248

Trade accounts receivable 73512 51796

Employee stock loans receivable see note 10 11413 13142

Other 12982 17068

430477 365254

Allowance for doubtful receivables 16594 15017

RECEIVABLES 413883 350237
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The following table presents the amounts of policy acquisition costs acquired deferred and amortized

Years Ended December 31

dollars in thousands 2012 2011 2010

Balance beginning of year 194674 188783 156797

Policy acquisition costs of acquired insurance companies 18076

Policy acquisition costs deferred 390900 485345 439803

Amortization of policy acquisition costs 428109 479454 425893

DEFERRED POLICY ACQUISITION COSTS 157465 194674 188783

The following table presents the components of underwriting acquisition and insurance expenses

Years Ended December 31

dollars in thousands 2012 2011 2010

Prospective adoption of FASB ASU No 201026l 43093

Other amortization of policy acquisition costs 385016 479454 425893

Other operating expenses 501363 330725 298983

UNDERWRITING ACQUISITION AND INSURANCE ExFErisEs 929472 810179 724876

Effective January 2012 the Company prospectively adopted FASB ASU No 20 10-26 Accounting for Costs Associated with Acquiring or

Renewing Insurance Contracts At December 31 2011 deferred policy acquisition costs included $43.1 million of costs that no longer met the

criteria for deferral as of January 2012 and were recognized into income during 2012 consistent with policy terms

iiIod

The following table presents the components of property and equipment which are included in other assets on the consolidated

balance sheets

December 31

dollars in thousands 2012 2011

Land 45199 38066

Buildings 53767 27897

Leasehold improvements 55626 50195

Land improvements 51512 29477

Furniture and equipment 211354 170869

Other 85714 65790

503172 382294

Accumulated depreciation and amortization 172943 137445

PROPERTY AND EQUIPMENT 330229 244849

Depreciation and amortization expense of property and equipment was $36.0 million $24.2 millionand $19.5 million for the

years ended December31 2012 2011 and 2010 respectively
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The Company does not own any material properties The Company leases substantially all of the facilities used by its insurance

operations and certain furniture and equipment under operating leases The Companys non-insurance operations own certain

of their facilities and lease others

hid DtDOb Asllts

The following table presents the components of goodwill

London

Excess and Specialty Insurance

Surplus Lines Admitted Market

dollars in thousands Segment Segment Segment Other1 Total

January 2011 81770 64914 294929 28967 470580

Acquisitions see note 21 15310 122846 138156

Foreign currency movements 1175 1175

December3l2011 $81770 $64914 $309064 $151813 $607561

Acquisitions see note 21 26140 40888 67028

Foreign currency movements 596 255 341

DEcE11ItER 31 2012 81770 91054 309660 192446 674930

1Amounts included in Other above are related to the Companys non-insurance operations

Goodwill and indefinite-lived intangible assets are tested for impairment at least annually The Company completes an annual

test during the fourth quarter of each year
based upon the results of operations through September 30 There were no

indications of impaiiment during 2012 or 2011

The following table presents the components
of intangible assets with net carrying amount

December 31

dollars in thousands
2012 2011

Gross Carrying Accumulated Gross Carrying Accumulated

Amount Amortization Amount Amortization

Customer relationships 307458 42272 200926 26159

Trade names 75781 9075 47649 4094

Technology 40109 11785 33753 5723

Other 18858 4779 15506 1861

T0TA.I 442206 67911 297834 37837

Amortization of intangible assets was $33.5 million $24.3 millionand $16.8 millionfor the years ended December 31 2012

2011 and 2010 respectively Amortization of intangible assets is estimated to be $33.6 millionfor 2013 $31.6 millionfor 2014

$31.0 millionfor 20115 $28.3 millionfor 2016 and $26.9 millionfor 2017 Indefinite-lived intangible assets were $10.1 million at

December 31 2012 and $4.1 million at December 31 2011

In 2012 the Company acquired $147.4 millionof intangible assets The definite-lived intangible assets acquired are expected

to be amortized ove weighted average period of 17.6 years The definite-lived intangible assets acquired during 2012 include

customer relationships trade names and technology which are expected to be amortized over weighted average period of

19.7 11.2 and 8.6
years respectively
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Income before income taxes includes the following components

Years Ended December 31

dollars in thousands 2012 2011 2010

Domestic 126466 200446 174543

Foreign 185584 10250 120968

INcoME BErona Ncorvw TAxEs 312050 190196 295511

Income tax expense includes the following components

Years Ended December 31

dollars in thousands 2012 2011 2010

Current

Domestic 14340 35721 22875

Foreign 1814 340 2278

Total current tax expense 16154 36061 20597

Deferred

Domestic 3734 436 1050

Foreign 41382 5213 6135

Total deferred tax expense 37648 5649 7185

Ncor1E TAx ExPENsE 53802 41710 27782

Foreign income tax expense benefit includes United States tax expense benefit on foreign operations

In 2012 income tax expense included an increase in the provision for interest and penalties of $0.3 million At December 31

2011 and 2010 income tax expense included decrease in the provision for interest and penalties of $0.6 millionand $3.9

million respectively At December 31 2012 and 2011 other liabilities on the consolidated balance sheets included $2.1 million

and $1.8 million respectively for potential payment of interest and penalties

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

The Company made income tax payments of $30.0 million $35.0 million and $24.0 millionin 2012 2011 and 2010

respectively Current income taxes payable were $2.2 million and $12.1 million at December 31 2012 and 2011 respectively

and were included in other liabilities on the consolidated balance sheets

Reconciliations of the United States corporate income tax rate to the effective tax rate on income before income taxes are

presented in the following table

Years Ended December 31

2012 2011 2010

United States corporate tax rate 35% 35% 35%

Tax-exempt investment income 12 18 11
Uncertain tax positions

Tax credits

Foreign operations 13
Other

Errecmu TAx RAm 17% 22% 9%
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The 2012 effective ttx rate mcluded 5% income tax benefit related to foreign operations which was primarily the result of

applying lower foreign tax rate to 2012 income from foreign operations The 2011 effective tax rate included 6% income tax

expense related to foreign operations which was primarily the result of change in the United Kingdom tax rate that reduced

the deferred tax assets to be realized in the future and the impact of applying lower foreign tax rate to 2011 losses from foreign

operations The 2010 effective tax rate included 13% income tax benefit related to foreign operations of which 11% was

result of change in the Companys plans regarding the amount of earnings considered reinvested indefinitely in foreign

subsidiaries

The following table presents the components
of domestic and foreign deferred tax assets and liabilities

December 31

dollars in thousands
2012 2011

Assets

Differences between financial reporting and tax bases 81432 85321

Unpaid losses and loss adjustment expenses not yet deductible for income tax purposes 122217 114402

Unearned premiums recognized for income tax purposes 42938 39110

Other-than-temporary impairments not yet deductible for income tax purposes 40450 43387

Net operating loss carryforwards 7388 85700

Tax credit carryforwards
41387 31718

Total gross
deferred tax assets 335812 399638

Liabilities

Differences between financial reporting and tax bases 33450 21114

Deferred policy acquisition costs 36039 44730

Net unrealized gains on investments 406295 315692

Amortization of goodwill and other intangible assets 28931 29205

Total gross deferred tax liabilities 504715 410741

NET DEFERRED TAX LIABIu-ri 168903 11103

The net deferred tax liabifity at December 31 2012 and December 31 2011 was included in other liabilities on the consolidated

balance sheets

At December 31 2012 the Company had tax credit carryforwards of $41.4 million The earliest any of these credits will expire

is2019

At December 31 2012 the Company had net operating losses of $70.7 million that can be used to offset future income that is

taxable in the United States from Markel Capital Limited wholly owned United Kingdom subsidiary The Companys ability

to use these losses in the United States expires between the years 2021 and 2031

The Company estimates that it will realize $335.8 million of the gross deferred tax assets including net operating losses

recorded at December 31 2012 through the reversal of existing temporary differences attributable to the gross deferred tax

liabilities

At December 31 2012 the Company had unrecognized tax benefits of $18.9 million If recognized $16.3 millionof these tax

benefits would decrease the annual effective tax rate The Company does not currently anticipate any significant changes in

unrecognized tax benefits during 2013
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The following table presents reconciliation of unrecognized tax benefits

Years Ended December 31

dollars in thousands 2012 2011

Unrecognized tax benefits beginning of year 19586 24585

Increases based upon tax positions taken during the current year 888 864

Increases for tax positions taken in prior years 218 156

Decreases for tax positions taken in prior years 764 3309

Settlement with taxing authorities 1526

Lapse of statute of limitations 1058 1184

UrcoGNIzED TAx BENEFITs ENr OF Yr.a 18870 19586

At December 31 2012 earnings of the Companys foreign subsidiaries are considered reinvested indefinitely and no provision

for deferred United States income taxes has been recorded It is not practicable to determine the amount of unrecorded deferred

tax liabilities associated with such earnings due to the complexity of this calculation

The Company is subject to income tax in the United States and in foreign jurisdictions With few exceptions the Company is

no longer subject to income tax examination by tax authorities for
years

ended before January 2009

ooil Losses ood Loss
Ajostffleot Exoosos

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

expenses

Years Ended December 31

dollars in thousands 2012 2011 2010
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Net reserves for losses and loss adjustment

expenses beginning of year 4607767 4600316 4540654

Foreign currency movements commutations and other 30359 7496 5070

Adjusted net reserves for losses and loss

adjustment expenses beginning of year 4638126 4592820 4535584

Incurred losses and loss adjustment expenses

Current year 1553070 1563993 1224270

Prior years 399002 354007 278041

Total incurred losses and loss adjustment expenses 1154068 1209986 946229

Payments

Current year 268745 291837 269469

Prior years 931955 898318 796138

Total payments 1200700 1190155 1065607

Effect of foreign currency rate changes 1158 4884 1773

Net reserves for losses and loss adjustment

expenses
of acquired insurance companies 182337

Net reserves for losses and loss adjustment expenses end of year 4592652 4607767 4600316

Reinsurance recoverable on unpaid losses 778774 791102 798090

GROSS RESERVES FOR LossES Ar4t Loss ADJUSTMENT ExPENsES En OF YEA1 5371426 5398869 5398406
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Beginning of
year net reserves for losses and loss adjustment expenses are adjusted when applicable for the impact of changes

in foreign currency rates commutations and other items In 2012 beginning of year net reserves for losses and loss adjustment

expenses were increased by movement of $23.4 millionin foreign currency rates of exchange In 2011 beginning of
year net

reserves for losses and loss adjustment expenses were decreased by movement of $14.1 millionin foreign currency rates of

exchange which was offset in part by increases for other items including commutations In 2010 beginning of year net

reserves for losses and loss adjustment expenses were decreased by movement of $19.1 millionin foreign currency rates of

exchange which was offset in part by increases for other items including commutations

Current year incurred losses and loss adjustment expenses for 2012 included $99.6 million of estimated net losses related to

Hurricane Sandy Current year incurred losses and loss adjustment expenses for 2011 included $150.9 million of estimated net

losses related to the Thai floods Hurricane Irene U.S tornadoes Japanese earthquake and tsunami Australian floods and New

Zealand earthquakes The estimated net losses on these natural catastrophes in 2012 and 2011 were net of estimated

reinsurance recoverables of $77.6 millionand $36.3 million respectively

In 2012 incurred losses and loss adjustment expenses included $399.0 million of favorable development on prior years loss

reserves which was primarily due to $336.7 millionof loss reserve redundancies experienced at Markel International and on

the professional and products liability and casualty programs within the Excess and Surplus Lines segment as actual claims

reporting patterns on prior accident years have been more favorable than the Companys actuarial analyses initially anticipated

The favorable development on prior years loss reserves in 2012 was partially offset by $38.2 million of adverse development in

prior years loss reserves on asbestos and environmental exposures

During the third quarter of each of the past
three

years
the Company completed an in-depth actuarial review of its asbestos

and environmental exposures Over the past two years
the number of asbestos and environmental claims reported each year

across the property and casualty industry has been on the decline However at the same time the likelihood of making an

indemnity payment has risen thus increasing the average cost per reported claim During the 2012 annual review the

Company reduced its estimate of the ultimate claims count while increasing the estimate of the number of claims that would

ultimately be closed with an indenmity payment As result prior years loss reserves for asbestos and environmental

exposures were increased by $31.1 million During the 2011 and 2010 reviews the Company determined that no adjustment to

loss reserves was necessary

In 2011 incurred losses and loss adjustment expenses included $354.0 millionof favorable development on prior years loss

reserves which was primarily due to $265.8 million of loss reserve redundancies experienced at Markel International and on

the professional and products liability and casualty programs within the Excess and Surplus Lines segment as actual claims

reporting patterns on prior accident years have been more favorable than the Companys actuarial analyses initially anticipated

In 2010 the Company recorded net reserves for losses and loss adjustment expenses of $182.3 miffion as result of the

acquisition of its FirstComp workers compensation insurance unit These reserves were recorded at fair value as part of the

Companys purchase accounting

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

reserves which was primarily due to $214.4 million of loss reserve redundancies experienced at Markel International and on

the professional and products liability programs within the Excess and Surplus Lines segment as actual claims reporting

patterns on prior accident years have been more favorable than initially anticipated within the Companys actuarial analyses

Inherent in the Companys reserving practices is the desire to establish loss reserves that are more likely redundant than

deficient As such the Company seeks to establish loss reserves that will ultimately prove to be adequate Furthermore the

Companys philosophy is to price its insurance products to make an underwriting profit Management continually attempts to

improve its loss estimation process by refining its ability to analyze loss development patterns claim payments and other

information but uncertainty remains regarding the potential for adverse development of estimated ultimate liabilities



The Company uses variety of techniques to establish the liabilities for unpaid losses and loss adjustment expenses
all of

which involve significant judgments and assumptions These techniques include detailed statistical analysis of past claim

reporting settlement activity claim frequency and severity policyholder loss experience industry loss experience and changes

in market conditions policy forms and exposures Greater judgment may be required when new product lines are introduced or

when there have been changes in claims handling practices as the statistical data available may be insufficient The Companys

estimates reflect implicit and explicit assumptions regarding the potential effects of external factors including economic and

social inflation judicial decisions law changes general economic conditions and recent trends in these factors In some of the

Companys markets and where the Company acts as reinsurer the timing and amount of information reported about

underlying claims are in the control of third parties This can also affect estimates and require re-estimation as new

information becomes available

The Company believes the process of evaluating past experience adjusted for the effects of current developments and

anticipated trends is an appropriate basis for predicting future events Management currently believes the Companys gross and

net reserves including the reserves for asbestos and environmental exposures are adequate However there is no precise

method for evaluating the impact of any significant factor on the adequacy of reserves and actual results will differ from

original estimates

The Companys exposure to asbestos and environmental AE claims results from policies written by acquired insurance

operations before their acquisitions by the Company The Companys exposure to AE claims originated from umbrella excess

and commercial general liability CCL insurance policies and assumed reinsurance contracts that were written on an

occurrence basis from the 1970s to mid-1980s Exposure also originated from claims-made policies that were designed to cover

environmental risks provided that all other terms and conditions of the policy were met

AE claims include property damage and clean-up costs related to pollution as well as personal injury allegedly arising from

exposure to hazardous materials After 1986 the Company began underwriting CGL coverage with pollution exclusions and in

some lines of business the Company began using claims-made form These changes significantly reduced the Companys

exposure to future AE claims on post-1986 business

The following table provides reconciliation of beginning and ending AE reserves for losses and loss adjustment expenses

which are component of consolidated unpaid losses and loss adjustment expenses Amounts included in the following table

are presented before consideration of reinsurance allowances

Years Ended December 31

dollars in thousands 2012 2011 2010

Net reserves for AE losses and loss adjustment

expenses beginning of
year 244772 216034 229030

Commutations and other 897 36271 111

Adjusted net reserves for AE losses and loss adjustment

expenses beginning of year 243875 252305 229141

Incurred losses and loss adjustment expenses 38179 134 428

Payments 21263 7399 12679

Net reserves for AE losses and loss adjustment expenses

end of year 260791 244772 216034

Reinsurance recoverable on unpaid losses 100063 89391 132021

GRoss RESERvES FOR AE LossEs nii Loss ADjusmiEN-r ExPENsEs

Er.m OF Yan 360854 334163 348055
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Commutations and other for the year ended December 31 2011 included $40.0 million adjustment related to commutations

completed by Markel International which involved the termination of ceded reinsurance contracts The adjustment was made

with respect to commuted recover ables where the amount of the balance due from reinsurers was offset in full by provision

within the reinsurance allowance The adjustment reduced the reinsurance recoverable on unpaid losses with corresponding

reduction to the reinsurance allowance for doubtful accounts Accordingly there was no impact on the reinsurance recoverable

on unpaid losses or on net reserves for AE losses and loss adjustment expenses net of the reinsurance allowance for any

period presented See note 13 for further discussion of the corresponding reduction to the reinsurance allowance

At December 31 2012 asbestos-related reserves were $274.5 million and $197.0 millionon gross and net basis respectively

Net reserves for reported claims and net incurred but not reported reserves for AE exposures were $150.8 millionand $110.0

million respectively at December 31 2012 Inception-to-date net paid losses and loss adjustment expenses for AE related

exposures
totaled $384.3 millionat December 31 2012 which includes $74.8 millionof litigation-related expense

The Companys reseries for losses and loss adjustment expenses
related to AE exposures represent managements best

estimate of ultimate settlement values AE reserves are monitored by management and the Companys statistical analysis

of these reserves is reviewed by the Companys independent actuaries AE exposures are subject to significant uncertainty due

to potential loss severity and frequency resulting from the uncertain and unfavorable legal climate AE reserves could be

subject to increases in the future however management believes the Companys gross
and net AE reserves at December 31

2012 are adequate

8ii LoJ JlF Ot lId ther lbt

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

December 31

dollars in thousands
2012 2011

6.80% unsecured senior notes due February 15 2013 interest payable semi-annually

net of unamortized discount of $45 in 2012 and $314 in 2011 246619 246351

7.125% unsecured senior notes due September 30 2019 interest payable semi-annually

net of unamortized discount of $1909 in 2012 and $2192 in 2011 348091 347808

5.35% unsecured senior notes due June 2021 interest payable semi-annually

net of unamortized discount of $1738 in 2012 and $1944 in 2011 248262 248056

4.90% unsecured senior notes due July 2022 interest payable semi-annually

net of unamortized discount of $2653 in 2012 347347

7.35% unsecured senior notes due August 15 2034 interest payable semi-annually

net of unamortized discount of $2291 in 2012 and $2397 in 2011 197710 197603

7.50% unsecured senior debentures due August 22 2046 interest payable quarterly

net of unamortized discount of $3976 in 2011 146024

Subsidiary debt at various interest rates ranging from 2.0% to 6.5% 104521 107678

SEM0R LoNG-TERM Durr AND OTHER DEBT 1492550 1293520

On June 2011 the Company issued $250 millionof 5.35% unsecured senior notes due June 2021 Net proceeds to the

Company were $247.9 million

On September 23 2011 the Company entered into an amended and restated revolving credit facility which provides $150

million of capacity for working capital and other general corporate purposes The capacity of the revolving credit facility may be

increased to $300 million subject to certain terms and conditions The Company may select from two interest rate options for



balances outstanding under the facility and pays commitment fee 0.25% at December31 2012 on the unused portion of the

facility based on the Companys debt to equity leverage ratio as calculated under the agreement At December 31 2012 and

2011 the Company had no borrowings outstanding under the facility This facility replaced the Companys previous $270

million revolving credit facility and expires in September 2015 At December 31 2012 the Company was in compliance with

all covenants contained in its revolving credit facility To the extent that the Company is not in compliance with its covenants

the Companys access to the credit facility could be restricted While the Company believes this to be unlikely the inability to

access the credit facility could adversely affect the Companys liquidity

On July 2012 the Company issued $350 million of 4.90% unsecured senior notes due July 2022 Net proceeds to the

Company were $347.2 million On August 2012 the Company used portion of these proceeds to redeem its 7.50%

unsecured senior debentures due August 22 2046 at redemption price equal to 100% of their principal amount or $150

million This redemption resulted in loss of $4.1 million which is reflected in net realized investment gains The proceeds

from the July2012 issuance were also used to pre-fund the repayment of the Companys 6.80% unsecured senior notes due

February 15 2013

On February 15 2013 the Company repaid its 6.80% unsecured senior notes $246.7 millionprincipal amount outstanding at

December 31 2012

The Companys 7.125% unsecured senior notes due September 30 2019 5.35% unsecured senior notes due June 2021

and 4.90% unsecured senior notes due July 2022 are redeemable by the Company at any time subject to payment of

make-whole premium to the noteholders The Companys 7.35% unsecured senior notes due August 15 2034 are not

redeemable None of the Companys senior long-term debt is subject to any sinking fund requirements

The Companys subsidiary debt is primarily associated with its non-insurance operations and is non-recourse to the holding

company The debt of the Companys non-insurance subsidiaries generally is secured by the assets of those subsidiaries

ParkLand Ventures Inc ParkLand subsidiary of the Company has formed subsidiaries for the purpose of acquiring and

financing real estate the real estate subsidiaries The assets of the real estate subsidiaries which are not material to the

Company are consolidated in accordance with U.S GAAP but are not available to satisfy the debt and other obligations of the

Company or any affiliates other than the real estate subsidiaries

The estimated fair value based on quoted market prices of the Companys senior long-term debt and other debt was $1.7 billion

and $1.4 billion at December 31 2012 and 2011 respectively

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

December 31 2012

Years Ending December31 dollars in thousands

2013 259461

2014 7454

2015 5785

2016 12640

2017 9877

2018 and thereafter 1205969

Total principal payments 1501186

Unamortized discount 8636

SENIoR LONG-TERM Durr AND OTHER Durr 1492550

The Company paid $92.9 million $84.1 millionand $72.9 million in interest on its senior long-term debt and other debt during

the years ended December31 2012 2011 and 2010 respectively
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The Company had 50000000 shares of no par value common stock authorized of which 9629160 shares and 9620985

shares were issued and outstanding at December 31 2012 and 2011 respectively The Company also has 10000000 shares of

no par value preferred stock authorized none of which was issued or outstanding at December 31 2012 or 2011

The Companys Board of Directors has approved the repurchase of up to $200 million of common stock under share

repurchase program the Program Under the Program the Company may repurchase outstanding shares of common stock

from time to time primarily through open-market transactions The Program has no expiration date but may be terminated by

the Board of Directors at any time As of December 31 2012 the Company had repurchased 154842 shares of common stock at

cost of $60.5 millionunder the Program

Net income per share was determined by dividing adjusted net income to shareholders by the applicable weighted average

shares outstanding

Years Ended December 31

in thousands except per share amounts 2012 2011 2010

Net income to shareholders 253385 142026 266793

Less Adjustment of redeemable noncontrolling interests 3101

Adjusted net income 10 shareholders 250284 142026 266793

Basic common shares outstanding 9640 9686 9768

Dilutive potential common shares 26 40 17

Diluted shares outstanding 9666 9726 9785

Basicnetincomepershare 25.96 14.66 27.31

Diluted net income per share 25.89 14.60 27.27

Average closing conmion stock market prices are used to calculate the dilutive effect attributable to restricted stock

The Companys Employee Stock Purchase and Bonus Plan provides method for employees and directors to purchase shares

of the Companys common stock on the open market The plan encourages share ownership by providing for the award of bonus

shares to participants equal to 10% of the net increase in the number of shares owned under the plan in given year excluding

shares acquired through the plans loan program component Under the loan program the Company offers subsidized unsecured

loans so participants may purchase shares and awards bonus shares equal to 5% of the shares purchased with loam The

Company has authorized 100000 shares for purchase under this plan of which 46889 and 52654 shares were available for

purchase at December 31 2012 and 2011 respectively At December 31 2012 and 2011 loans outstanding under the plan

which are included in receivables on the consolidated balance sheets totaled $11.4 millionand $13.1 million respectively

Effective April 2012 the Company adopted the 2012 Equity Incentive Compensation Plan 2012 Compensation Plan

which replaced the Markel Corporation Omnibus Incentive Plan Omnibus Incentive Plan Similar to the Omnibus Incentive

Plan the 2012 Compensation Plan provides for grants and awards of restricted stock restricted stock units performance grants

and other stock based awards to employees and directors As of the effective date of the 2012 Compensation Plan no further

awards may be granted under the Omnibus Incentive Plan but
any existing awards under the Omnibus Incentive Plan will

continue in effect in accordance with their terms and the provisions of the Omnibus Incentive Plan The 2012 Compensation

Plan is administered by the Compensation Committee of the Companys Board of Directors Compensation Committee At

December 31 2012 there were 148733 shares reserved for issuance under the 2012 Compensation Plan

5F1



Restricted stock units are awarded to certain associates and executive officers based upon meeting performance conditions

determined by the Compensation Committee These awards generally vest at the end of the fifth year following the year for

which the Compensation Committee determines performance conditions have been met At the end of the vesting period

recipients are entitled to receive one share of the Companys common stock for each vested restricted stock unit During

2012 the Company awarded 3300 restricted stock units to associates and executive officers based on performance conditions

being met

Restricted stock units also are awarded to associates and executive officers to assist the Company in securing or retaining the

services of key employees During 2012 the Company awarded 13402 restricted stock units to associates and executive officers

as hiring or retention incentive These awards generally vest over five-year period and entitle the recipient to receive one

share of the Companys common stock for each vested restricted stock unit

During 2012 the Company awarded 1267 shares of restricted stock to its non-employee directors The shares awarded to

non-employee directors will vest in 2013

The following table summarizes nonvested share-based awards

Weighted Average

Number Grant-Date

of Awards Fair Value

Nonvested awards at January 2012 50266 386.74

Granted 17969 412.04

Vested 10921 434.25

Forfeited 1734 369.39

Nonvested awards at December 31 2012 55580 388.58

The fair value of the Companys share-based awards issued under the Omnibus Incentive Plan was determined based on the

average price of the Companys common shares on the grant date The fair value of the Companys share-based awards granted

under the 2012 Compensation Plan is determined based on the closing price of the Companys common shares on the grant date

The weighted average grant-date fair value of the Companys share-based awards granted in 2012 2011 and 2010 was $412.04

$408.60 and $358.48 respectively As of December 31 2012 unrecognized compensation cost related to nonvested share-based

awards was $12.4 million which is expected to be recognized over weighted average period of 3.1 years The fair value of the

Companys share-based awards that vested during 2012 2011 and 2010 was $4.7 million $5.3 million and $1.4 million

respectively

In connection with the acquisition of Aspen Holdings Inc in October 2010 the Company provided for the conversion of

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

Non-Employee Directors the Aspen Option Plans into options to purchase 58116 of the Companys common shares No

further options are available for issuance under the Aspen Option Plans The options issued were fully vested and exercisable

upon conversion and expire ten years from the original date of issue or sooner upon the recipients termination of employment

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

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

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

of four
years

The expected annual volatility was based on the historical volatility of the Companys stock and other factors

The risk-free rate was based on the U.S Treasury yield curve with remaining term equal to the expected life assumption at

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

outstanding at the grant date Historical data was used to estimate option exercises and employee termination within the

pricing model
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The following table summarizes additional information with respect to these options

Weighted Average

Number Weighted Remaining

of Average Contractual Term Intrinsic Value

Shares Exercise Price years in millions

Outstanding and exercisable January 2012 44861 232.44

Exercised 39183 233.40

Outstanding and exercisable December 31 2012 5678 225.83 5.4 1.2

During 2012 39183 options were exercised under the Aspen Option Plans resulting in cash proceeds of $9.1 millionand

current tax benefit of 82.5 million The intrinsic value of options exercised in 2012 was $7.1 million During 2011 5660

options were exercised under the Aspen Option Plans resulting in cash proceeds of $1.2 million and current tax benefit of

$0.4 million The intrinsic value of options exercised in 2011 was $1.1 million During 2010 7595 options were exercised under

the Aspen Option Plans resulting in cash proceeds of $1.5 millionand current tax benefit of $0.4 million The intrinsic value

of options exercised in 2010 was $1.3 million
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Other comprehensive income includes net holding gains arising during the period changes in unrealized other-than-temporary

impairment losses on fixed maturities arising during the period and reclassification adjustments for net gains included in net

income Other comprehensive income also includes changes in foreign currency translation adjustments and changes in net

actuarial pension loss

The following table summarizes the deferred tax expense benefit associated with each component of other comprehensive

income

Years Ended December 31

dollars in thousands 2012 2011 2010

Change in net unrealized gains on investments

Net holding gains arising dunng the period 122524 68064 96555

Change in unrealized other-than-temporary impairment losses

on fixed maturities arising during the period 49 2107 316

Reclassification adjustments for net gains

included in aet income 10881 10890 16624

Change in net unrealized gains on investments 111594 59281 80247

Change in foreign currency translation adjustments 446 250 6579

Change in net actuarial pension loss 1991 3153 1069

Tomt 113139 56378 87895
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FASB ASC 820-10 Pair Value Measurements and Disclosures establishes three-level hierarchy that prioritizes the inputs to

valuation techniques used to measure fair value The fair value hierarchy gives the highest priority to quoted prices in active

markets for identical assets or liabilities Level and the lowest priority to unobservable inputs Level If the inputs used to

measure the assets or liabilities fall within different levels of the hierarchy the classification is based on the lowest level input

that is significant to the fair value measurement of the asset or liability Classification of assets and liabilities within the



hierarchy considers the markets in which the assets arid liabilities are traded and the reliability and transparency of the

assumptions used to determine fair value The hierarchy requires the use of observable market data when available The levels

of the hierarchy are defined as follows

Level Inputs to the valuation methodology are quoted prices unadjusted for identical assets or liabilities traded in active

markets

Level Inputs to the valuation methodology include quoted prices for similar assets or liabilities in active markets quoted

prices for identical or similar assets or liabilities in markets that are not active inputs other than quoted prices that are

observable for the asset or liability and market-corroborated inputs

Level Inputs to the valuation methodology are unobservable for the asset or liability and are significant to the fair value

measurement

In accordance with FASB ASC 820 the Company determines fair value based on the price that would be received to sell an asset

or paid to transfer liability in an orderly transaction between market participants at the measurement date In determining fair

value the Company uses various methods including the market income and cost approaches The Company uses valuation

techniques that maximize the use of observable inputs and minimize the use of unobservable inputs The following section

describes the valuation methodologies used by the Company to measure assets and liabilities at fair value including an

indication of the level within the fair value hierarchy in which each asset or liability is generally classified

Investments available-for-sale Investments available-for-sale are recorded at fair value on recurring basis and include fixed

maturities equity securities and short-term investments Short-term investments include certificates of deposit commercial

paper discount notes and treasury bifis with original maturiries of one year or less Fair value for investments available-for-sale

is determined by the Company after considering various sources of information including information provided by third party

pricing service The pricing service provides prices for substantially all of the Companys fixed maturities and equity securities

In determining fair value the Company generally does not adjust the prices obtained from the pricing service The Company

obtains an understanding of the pricing services valuation methodologies and related inputs which include but are not limited

to reported trades benchmark yields issuer spreads bids offers duration credit ratings estimated cash flows and prepayment

speeds The Company validates prices provided by the pricing service by reviewing prices from other pricing sources and

analyzing pricing data in certain instances

The Company has evaluated the various types of securities in its investment portfolio to detennine an appropriate fair value

hierarchy level based upon trading activity and the observability of market inputs Level investments include those traded on

an active exchange such as the New York Stock Exchange Level investments include U.S Treasury securities and obligations

of U.S government agencies municipal bonds foreign government bonds residenrial mortgage-backed securities and corporate

debt securities

Fair value for investments available-for-sale is measured based upon quoted prices in active markets if available Due to

variations in trading volumes and the lack of quoted market prices fixed maturities are classffied as Level investments The

fair value of fixed maturities is normally derived through recent reported trades for identical or similar securities making

adjustments through the reporting date based upon available market observable data described above If there are no recent

reported trades the fair value of fixed maturities may be derived through the use of matrix pricing or model processes where

future cash flow expectations are developed based upon collateral performance and discounted at an estimated market rate

Significant inputs used to determine the fair value of obligations of states municipalities and political subdivisions corporate

bonds and obligations of foreign governments include reported trades benchmark yields issuer spreads bids offers credit

information and estimated cash flows Significant inputs used to determine the fair value of residential mortgage-backed

securities include the type of underlying mortgage loans benchmark yields prepayment speeds collateral information tranche

type and volatility estimated cash flows credit information default rates recovery rates issuer spreads and the year of issue
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Derivatives Derivatives are recorded at fair value on recurring basis and include credit default swap The fair value of the

credit default swap is measured by the Company using an external valuation model See note 20 for discussion of the

valuation model for the credit default swap including the key inputs and assumptions used in the model and description of

the valuation
processes

used by the Company Due to the significance of unobservable inputs required in measuring the fair

value of the credit default swap the credit default swap has been classified as Level within the fair value hierarchy

Senior long-term debt and other debt Senior long-term debt and other debt is carried at amortized cost with the estimated fair

value disclosed on the consolidated balance sheets Senior long-term debt and other debt is classified as Level within the fair

value hierarchy due to variations in trading volumes and the lack of quoted market prices Fair value for senior long-term debt

and other debt is generally derived through recent reported trades for identical securities making adjustments through the

reporting date if necessary based upon available market observable data including U.S Treasury securities and implied credit

spreads Significant inputs used to determine the fair value of senior long-term debt and other debt include reported trades

benchmark yields issuer spreads bids and offers

The following tables present the balances of assets and liabilities measured at fair value on recurring basis by level within the

fair value hierarchy

December 31 2012

dollars in thousands Level Level Level Total

Assets

Investments available-for-sale

Fixed maturities

U.S Treasury securities and obligations of

U.S government agencies 317507 317507

Obligations of states municipalities

and political subdivisions 2831562 2831562

Foreign governments 556608 556608

Residential mortgage-backed securities 215377 215377

Asset-backed securities 14345 14345

Corporate bonds 1043884 1043884

Total fixed maturities 4979283 4979283

Equity securities

Insurance companies banks and trusts 898067 898067

Industrial consumer and all other 1508884 1508884

Total equity securities 2406951 2406951

Short-term investments 888758 84572 973330

Total investments available-for-sale 3295709 5063855 8359564

Liabilities

Derivative contracts 12690 12690



December31 2011

dollars in thousands Level Level Level Total

Assets

Investments available-for-sale

Fixed maturities

U.S Treasury securities and obligations of

U.S government agencies 322193 322193

Obligations of states municipalities

and political subdivisions 2930521 2930521

Foreign governments 616814 616814

Residential mortgage-backed securities 389184 389184

Asset-backed securities 16818 16818

Corporate bonds 1262644 1262644

Total fixed maturities 5538174 5538174

Equity securities

Insurance companies
banks and trusts 684703 684703

Industrial consumer and all other 1189224 1189224

Total equity securities 1873927 1873927

Short-term investments 477348 63666 541014

Total investments available-for-sale 2351275 560184.0 7953115

Liabifities

Derivative contracts 29331 29331

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

dollars in thousands 2012 2011

Derivatives beginning of period 29331 25228

Total losses gains included in

Net income 16641 4103

Other comprehensive income

Transfers into Level

Transfers out of Level

Derivatives end of period 12690 29331

Net unrealized losses gains included in net income relating

to liabilities held at December 31 2012 and 2011 1664111 4103

1lncluded in net investment income in the consolidated statements of income and comprehensive income

There were no transfers into or out of Level and Level during 2012 or 2011 The Company did not have any assets or

liabifities measured at fair value on non-recurring basis during the years ended December 31 2012 and 2011
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The Company uses reinsurance to manage its net retention on mdividual risks and overall exposure to losses while providing it

with the ability to offer policies with sufficient limits to meet policyholder needs In reinsurance transaction an insurance

company transfers or cedes all or part of its exposure in return for portion of the premium The ceding of insurance does not

legally discharge the Company from its primary liability for the full amount of the policies and the Company will be required

to pay the loss and bear collection risk if the reinsurer fails to meet its obligations under the reinsurance agreement

credit risk exists with remsurance ceded to the extent that any reinsurer is unable to meet the obligations assumed under

the reinsurance agreements Allowances are established for amounts deemed uncollectible The Company evaluates the

financial condition of its reinsurers and monitors concentration of credit risk arising from its exposure to individual reinsurers

At December 31 2012 and 2011 balances recoverable from the Companys ten largest reinsurers by group represented

approximately 74% and 72% respectively of the reinsurance recoverable on paid and unpaid losses before considering

reinsurance allowances At December 31 2012 the Companys largest reinsurance balance was due from the Munich Re Group

and represented 18% of the reinsunance recoverable on paid and unpaid losses before considering reinsurance allowances

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

of credit and trust accounts from certain reinsurers Collateral related to these reinsurance agreements is available without

restriction when the Company pays
losses covered by the reinsurance agreements

The following table summarizes the Companys reinsurance allowance for doubtful accounts

Years Ended December 31

dollars in thousands 2012 2011 2010

Reinsurance allowance beginning of year 69067 155190 151339

Additions 24179 8504 7927

Deductions 22098 94627 4076

Reinsurance allowance end of year 71148 69067 155190

Deductions for the year ended December 31 2011 included $78.5 millionadjustment related to commutations completed by

Markel International which involved the termination of ceded reinsurance contracts Of the total adjustment $40.0 million

related to reinsurance recoverables on losses and loss adjustment expenses
for AE related

exposures
The adjustment had no

impact on the reinsurance recoverable on unpaid losses net of the reinsurance allowance for
any period presented

Management believes the Companys reinsurance allowance for doubtful accounts is adequate at December 31 2012 however

the deterioration in the credit quality of existing reinsurers or disputes over reinsurance agreements could result in additional

charges

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

Years Ended December 31

dollars in thousands 2012 2011 2010

Written Earned Written Earned Written Earned

Direct 2115353 2057735 1957397 1873512 1704684 1681027

Assumed 398328 376186 333854 338183 277783 253654

Ceded 299555 286793 249413 232355 213349 203760

NET PRErviruMs $2214126 $2147128 $2041838 $1979340 1769118 1730921
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Incurred losses and loss adjustment expenses were net of remsurance recoverables ceded incurred losses and loss adjustment

expenses of $165.8 million $159.8 million and $61.3 millionfor the years ended December 31 2012 2011 and 2010

respectively Ceded incurred losses and loss adjustment expenses in 2012 included ceded losses on Hurricane Sandy of $77.6

million Ceded incurred losses and loss adjustment expenses in 2011 included ceded losses on natural catastrophes of $36.3

millionand ceded losses on two large losses in the Marine and Energy division within the London Insurance Market segment

of $25.9 million Ceded incurred losses and loss adjustment expenses in 2010 included ceded losses related to the Deepwater

Horizon drilling rig explosion of $43.2 million

The percentage of assumed earned premiums to net earned premiums was 18% 17% and 15% for the years ended December

31 20122011 and 2010 respectively

14 tl otiDgocill

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

leases with remaining terms up to 22 years

The following table summarizes the Companys minimum annual rental commitments excluding taxes insurance and other

operating costs payable directly by the Company for noncancelable operating leases at December 31 2012

Years Ending December 31 dollars in thousands

2013 23324

2014 21692

2015 19735

2016 13808

2017 16608

2018 and thereafter 116434

ToTAL $211601

Rental
expense was $28.1 million $25.8 millionand $22.9 million for the years ended December 31 2012 2011 and 2010

respectively

Contingencies arise in the normal course of the Companys operations and are not expected to have material impact on the

Companys financial condition or results of operations

IIetetl
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The Company engages in certain related party transactions in the normal course of business These transactions are at arms

length and are immaterial to the Companys consolidated financial statements

SE
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The following table includes selected information for the Companys wholly-owned domestic insurance subsidiaries as filed

with state insurance regulatory authorities

Years Ended December31

dollars in thousands 2012 2011 2010

Net income 127179 180744 170620

Statutory capital and surplus 1455077 1460813 1461894

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

paid to the Company Generally statutes in the domicile states of the Companys domestic insurance subsidiaries require prior

approval for payment of extraordinary as opposed to ordinary dividends At December 31 2012 the Companys domestic

insurance subsidiaries could pay up to $186.5 million during the following 12 months under the ordinary dividend regulations

In converting from statutory accounting principles to U.S GAA1 typical adjustments include deferral of policy acquisition

costs differences in the calculation of deferred income taxes and the inclusion of net unrealized gains or losses relating to fixed

maturities in shareholders equity The Company does not use any permitted statutory accounting practices that are different

from prescribed statutory accounting practices

MIICL ifies an annual audited return with the Financial Services Authority FSA in the United Kingdom Assets and

liabilities reported within the annual FSA return are prepared subject to specified rules concerning valuation and admissibility

The following table summarizes MJICLs FSA Return net income and policyholders surplus

Years Ended December 31

dollars in thousands 2012 2011 2010

Net income 82573 18386 80688

Policyholders surplus 485043 431272 516110

Pre1iniinary as return has not yet been filed

MIICLs ability to pay
dividends is limited by applicable FSA requirements which require MMCL to give 14 days advance notice

to the FSA of its intention to declare and pay dividend In addition MMCL must comply with the United Kingdom Companies

Act of 2006 which provides that dividends may only be paid out of profits available for that
purpose
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The Company operates in three segments of the specialty insurance marketplace the Excess and Surplus Lines the Specialty

Admitted and the London Insurance Market segments The Company considers many factors including the nature of its

insurance products production sources distribution strategies and regulatory environment in detennining how to aggregate

operating segments

All investing activities related to the Companys insurance operations are included in the Investing segment For purposes
of

segment reporting the Other Insurance Discontmued Lines segment includes lines of business that have been discontinued in

conjunction with acquisitions The Companys non-insurance operations primarily consist of controlling interests in various

industrial and service businesses For purposes of segment reporting the Companys non-insurance operations are not

considered to be reportable operating segment

The following table summarizes the Companys gross written premiums by country Gross written premiums are attributed to

individual countries based upon location of risk

Years Ended December 31

%of %of %of

dollars in thousands 2012 Total 2011 Total 2010 Total

United States 1768011 70% 1590238 69% 1433185 72%

United Kingdom 147891 139349 137502

Canada 120542 126434 92017

Other countries 477237 19 435230 19 319763 16

ToTAl 2513681 100% 2291251 100% 1982467 100%

Segment profit or loss for each of the Companys operating segments is measured by underwriting profit or loss The property

and casualty insurance industry commonly defines underwriting profit or loss as earned premiums net of losses and loss

adjustment expenses and underwriting acquisition and insurance expenses Underwriting profit or loss does not replace

operating income or net income computed in accordance with U.S GAAP as measure of profitability Underwriting profit or

loss provides basis for management to evaluate the Companys underwriting performance Segment profit for the Investing

segment is measured by net investment income and net realized investment gains or losses

For management reporting purposes the Company allocates assets to its underwriting investing and non-insurance operations

Underwriting assets are all assets not specifically allocated to the Investing segment or to the Companys non-insurance

operations Underwriting assets are not allocated to the Excess and Surplus Lines Specialty Admitted London Insurance

Market or Other Insurance Discontinued Lines segments since the Company does not manage its assets by operating segment

Invested assets related to the Companys insurance operations are allocated to the Investing segment since these assets are

available for payment of losses and expenses for all operating segments The Company does not allocate capital expenditures for

long-lived assets to any of its operating segments for management reporting purposes
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The following tables summarize the Companys segment disclosures

Year Ended December 31 2012

Other

London Insurance

Excess and Specialty Insurance Discontinued

dollars in thousands Surplus Lines Admitted Market Lines Investing Consolidated

Gross premium volume 956273 669692 887720 2513681

Net written premiums 811601 628147 774383 2214126

Earned premiums 793159 588758 765216 2147128

Losses and loss adjustment expenses 388793 381870 362330 21075 1154068

Prospective adoption of

FASB ASU No 20l0261hI 17456 13577 12060 43093

Other amortization ol policy

acquisition costs 135573 96770 152673 385016

Other operating expenses 201196 143377 156587 203 501363

Underwriting profit loss 50141 46836 81566 21283 63588

Net investment income 282107 282107

Net realized investment gains 31593 31593

Other revenues insurance 44968 4964 49932

Other expenses insurance 41425 3867 45292

Senent profit loss 50141 43293 82663 21283 313700 381928

Other revenues non-insurance 489352

Other expenses non-insurance 432956

Amortization of intangible assets 33512

Interest expense
92762

INCOME Berom 1rscorn Txes 312050

U.S GAAP Coviairam Rno 94% 108% 89% NM13 97%

Effective January 2012 the Company prospectively adopted FASB ASU No 20 10-26 Accounting for Costs Associated with Acquiring or

Renewing Insurance Contracts At December31 2011 deferred policy acquisition costs included $43.1 million of costs that no longer met

the criteria for deferral as of January 2012 and were recognized into income during 2012 consistent with policy terms

2I The U.S GAAP combined ratio is measure of underwriting performance and represents the relationship of incurred losses loss adjustment

expenses and underwtiting acquisition and insurance expenses to earned premiums

Ratio is not meaningful



Year Ended December 31 2011

Other

London Insurance

Excess and Specialty Insurance Discontinued

dollars in thousands Surplus Lines Admitted Market Lines Investing Consolidated

Gross premium volume 893427 572392 825301 131 2291251

Netwrittenpremiums 772279 543213 726359 13 2041838

Earned premiums 756306 527293 695753 12 1979340

Losses and loss adjustment expenses 318583 364144 531625 4366 1209986

Amortization of policy acquisition costs 172269 129731 177454 479454

Other operating expenses 156419 78509 96149 352 330725

Underwriting profit loss 109035 45091 109475 4706 40825

Net investment income 263676 263676

Netrealizedinvestmentgains 35857 35857

Other revenues insurance 33545 33545

Other expenses insurance 33722 33722

Segment profit loss 109035 45268 109475 4706 299533 258531

Other revenues non-insurance 317532

Other expenses non-insurance 275324

Amortization of intangible assets 24291

Interest expense 86252

INCOME Brroar INCOME TAxEs 190196

U.S.GAAPCorviamnDRAnOt1 86% 109% 116% NM12 102%

Year Ended December 31 2010

Other

London Insurance

Excess and Specialty Insurance Discontinued

dollars in thousands Surplus Lines Admitted Market Lines Investing Consolidated

Gross premium volume 898409 375036 708968 54 1982467

Netwrittenpremiums 797518 348634 622799 167 1769118

Earned premiums 809672 343574 577507 168 1730921

Losses and loss adjustment expenses 413998 208519 320350 3362 946229

Amortization of policy acquisition costs 190903 85521 149469 425893

Otheroperatrngexpenses 169221 48283 81553 74 298983

Underwriting profit loss 35550 1251 26135 3120 59816

Net investment income 272530 272530

Net realized investment gains 36362 36362

Other revenues insurance 12354 6753 19107

Other
expenses insurance 16055 5854 21909

Segment profit loss 35550 2450 27034 3120 308892 365906

Other revenues non-insurance 166473

Other expenses non-insurance 146381

Amortization of intangible assets 16824

Interest expense 73663

INCOME BEFORE INCOME TAxES 295511

U.S.GAAPC0MBINEDRAn0111 96% 100% 95% NM2 97%

U.S GAAP combined ratio is measure of underwriting performance and represents the relationship of incurred losses loss adjustment

expenses and underwriting acquisition and insurance expenses to earned premiums

2J NM Ratio is not meaningful
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The following table summarizes deferred policy acquisition costs unearned premiums and unpaid losses and loss adjustment

expenses by segment

Deferred Policy Unearned Unpaid Losses and

dollars in thousands Acquisition Costs Premiums Loss Adjustment Expenses

December 31 2012

Excess and Surplus Lines 59158 410731 2152253

Specialty Admitted 43810 280811 796093

London Insurance Market 54497 308719 1958249

Other Insurance Iiscontinued Lines 464831

ToTAl 157465 1000261 5371426

December 31 2011

Excess and Surplus Lines 73403 382632 2235218

Specialty Admitttd 54399 238581 717642

London Insurance Market 66872 294717 1981895

Other Insurance Discontinued Lines 464114

ToTAl 194674 915930 5398869

The following table summarizes segment earned premiums by major product grouping

Professional Workers

dollars in thousands Property Casualty Liability Compensation Other Consolidated

Year Ended December 31 2012

Excess and Surplus Lines 109607 227880 189199 266473 793159

Specialty Admitted 148311 163955 242021 34471 588758

London Insurance Market 259571 126441 162554 216650 765216

Other Insurance

Discontinued Lines

ErxD PnarvlruMs 517489 518276 351753 242021 517589 2147128

Year Ended December 31 2011

Excess and Surplus Lines 103406 214565 197131 241204 756306

Specialty Admitted 135077 140805 200797 50614 527293

London Insurance Market 231798 117062 173101 173792 695753

Other Insurance

Discontinued Lines 12 12

EAPNED PBcMIuMs 470281 472432 $370232 200797 465598 1979340

Year Ended December 31 2010

Excess and Surplus Lines 138879 202379 215394 253020 809672

SpecialtyAdmitted 121268 135338 36853 50115 343574

London Insurance Market 201796 50305 176706 148700 577507

Other Insurance

Discontinued Lines 168 168

EAaNm PREMIUMs 461943 388022 $392100 36853 452003 1730921

The Company does not manage products at this level of aggregation The Company offers over 100 product lines and manages

these products in logical groupings within each operating segment



The following table reconciles segment assets to the Companys consolidated balance sheets

December 31

dollars in thousands 2012 2011 2010

Segment assets

Investing 9277697 8692391 8198401

Underwriting 2387305 2209431 2273621

Total segment assets 11665002 10901822 10472022

Non-insurance operations 891586 630281 353567

TOTAL ASSETS 12556588 11532103 10825589

Effloyee lleoeflt Hiis

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

with Section 40 1k of the Internal Revenue Code Employees of the Companys non-insurance subsidiaries are provided

post-retirement benefits under separate plans The Company also provides another defined contribution plan for Markel

Intemational employees which is in line with local market terms and conditions of employment Expenses relating to the

Companys defined contribution plans were $19.1 million $17.8 million and $14.4 million in 2012 2011 and 2010 respectively

The Terra Nova Pension Plan is defined benefit plan which covers Markel Intemational employees who meet the eligibility

conditions set out in the plan The plan has been closed to new participants since 2001 The cost of providing pensions for

employees is charged to earnings over the average working life of employees according to actuarial recommendations Final

benefits are based on the employees years of credited service and the higher of pensionable compensation received in the

calendar year preceding retirement or the best average pensionable compensation received in any three consecutive years in the

10 years preceding retirement Effective April 2012 employees are no longer accruing benefits for future service in the Terra

Nova Pension Plan The Company uses December31 as the measurement date for the Terra Nova Pension Plan
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The following table summarizes the funded status of the Terra Nova Pension Plan and the amounts recognized on the

accompanying consolidated balance sheets of the Company

Years Ended December 31

dollars in thousands 2012 2011

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

$13.5 million and $15.5 millionin 2012 and 2011 respectively The asset for pension benefits also referred to as the funded

status of the plan at December 31 2012 was included in other assets on the consolidated balance sheet The liability for

pension benefits at December 31 2011 was included in other liabilities on the consolidated balance sheet

The following table summarizes the components of net periodic benefit cost and the weighted average assumptions for the

Terra Nova Pension Plan

Years Ended December 31

dollars in thousands 2012 2011 2010

Change in projected benefit obligation

Projected benefit obligation at beginning of period 141163 130266

Service cost 361 1357

Interest cost 6815 7115

Participant contributions 81 319

Benefits paid 2938 3045

Actuarial loss gain 601 6440

Effect of foreign currency rate changes 6446 1289

Projected benefit obligation at end of year 151327 141163

Change in plan assets

Fair value of plan assets at beginning of period 139325 134589

Actual gain on plan assets 15251 1755

Employer contributions 5737 6786

Participant contributions 81 319

Benefits paid 2938 3045

Effect of foreign currency rate changes 6634 1079

Fair value cf plan assets at end of year 164090 139325

Funded status of the plan 12763 1838

Net actuarial pension loss 48021 56676

ToTAL 60784 54838

Components of net periodic benefit cost

Service cost 361 1357 1238

Interest cost 6815 7115 6812

Expected return on plan assets 9788 9834 8645

Amortization of net actuarial pension loss 2590 1908 1931

NET Pemooic Bmzrrr CosT 22 546 1336

Weighted average assumptions as of December 31

Discount rate 4.5% 4.8% 5.4%

Expected return on plan assets 6.6% 6.6% 6.8%

Rate of compensation increase 3.1% 3.2% 4.5%



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

provided by the Company In determining the discount rate the Company uses the current yield on bigh-quality fixed-income

investments that have maturities corresponding to the anticipated timing of estimated defined benefit payments The

Companys discount rate approximates bond yield from published index that includes AR rated corporate bonds with

maturities of 15 years or more The expected return on plan assets is estimated based upon the anticipated average yield on

plan assets and reflects expected changes in the allocation of plan assets Asset returns reflect managements belief that 4.5%

is reasonable rate of return to anticipate for fixed maturities given current market conditions and future expectations In

addition the expected return on plan assets includes an assumption that equity securities will outperform fixed maturities

by approximately 3.5% over the long term The rate of compensation increase is based upon historical experience and

managements expectation of future compensation

Managements discount rate and rate of compensation increase assumptions at December31 2012 were used to calculate the

Companys projected benefit obligation Managements discount rate expected return on plan assets and rate of compensation

increase assumptions at December 31 2011 were used to calculate the net periodic benefit cost for 2012 The Company

estimates that net periodic benefit cost in 2013 will include an expense
of $2.0 millionresulting from the amortization of the

net actuarial pension loss included as component of accumulated other comprehensive income at December 31 2012

The fair values of each of the plans assets are measured using quoted prices in active markets for identical assets which

represent Level inputs within the fair value hierarchy established in FASB ASC 820-10 The following table summarizes the

fair value of plan assets as of December 31 2012 and 2011

December 31

dollars in thousands 2012 2011

Plan assets

Fixed maturity index funds 64357 52576

Equity security index funds 99727 86733

Cash and cash equivalents
16

ToTAl 164090 139325

The Companys target asset allocation for the plan is 62% equity securities and 38% fixed maturities At December 31 2012

the actual allocation of assets in the plan was 61% equity securities and 39% fixed maturities At December 31 2011 the actual

allocation of plan assets was 62% equity securities and 38% fixed maturities

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

allocated 25% to shares of Uuited Kingdom companies and 75% to companies in other markets The primary objective of

investing in these funds is to earn rates of return that are consistently in excess of inflation Investing in equity securities

historically has provided rates of return that are higher than investments in fixed maturities As the Companys obligations

under this pension plan are expected to be paid out over period in excess of 30 years the Company primarily invests in equity

securities Fixed maturity investments are allocated between five index funds two that include United Kingdom government

securities one that includes securities issued by other foreign governments and two that include United Kingdom corporate

securities The assets in these funds are invested to meet the Companys obligations for current pensioners and those

individuals nearing retirement The plan does not invest in the Companys common shares

At December 31 2012 and 2011 the fair value of plan assets exceeded the plans accumulated benefit obligation of $133.5

million and $124.5 million respectively The Company expects to make plan contributions of $5.5 million in 2013

The benefits expected to be paid in each year from 2013 to 2017 are $3.1 million $3.2 million $3.3 million $3.4 million and

$3.5 million respectively The aggregate benefits expected to be paid in the five years from 2018 to 2022 are $18.8 million The

expected benefits to be paid are based on the same assumptions used to measure the Companys projected benefit obligation at

December 31 2012 and include estimated future employee service
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AMF Bakery Systems AMF one of the Companys non-insurance subsidiaries participated in multiemployer defined

benefit pension pian Regime de retraite patronal-syndical Quebec de lA.I.M Quebec pension plan no 26467 The

multiemployer plan covered approximately 90 union employees within the Canadian operations of AIvIF AMFs contributions

to the multiemployer plan were $0.5 million and $0.2 million in 2011 and 2010 respectively AMFs contributions to the

multiemployer plan represented of the total contributions made to the multiemployer plan in both 2010 and 2009 As

of November 30 2011 the multiemployer plan was approximately 70% funded

In December 2011 AMF gave notice to the trustees of the multiemployer plan of its intent to withdraw As result AMF

established liability of $2.0 millionfor its obligations under the multiemployer plan which was included in other liabilities

on the consolidated balance sheet as of December 31 2011 During the
year

ended December31 2012 $2.4 millionpayment

which represented approximately 95% of AMPs determined deficit payment was remitted to the plan AMP is awaiting

approval of the withdrawal report from the Regie des rentes du Quebec the Regie In the unlikely event the Regie asks for

modifications to the determined deficit payment AMP may be required to fund an additional amount resulting from such

modification
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The following parent company only condensed financial information reflects the financial position results of operations and

cash flows of Markel Corporation

December 31

2012 2011

dollars in thousands

ASSETS

Investments available-for-sale at estimated fair value

Fixed maturities amortized cost of $80631 in 2012 and $187088 in 2011 84158 196513

Equity securities cost of $270157 in 2012 and $275731 in 2011 426409 391094

Short-term investments estimated fair value approximates cost 664986 289995

Total Investments 1175553 877602

Cash and cash equivalents 238478 281062

Receivables 13994 16125

Investments in consolidated subsidiaries 3656577 3112545

Notes receivable from subsidiaries 173913 290710

Income taxes receivable 6623 7394

Net deferred tax asset 6595 22221

Other assets 99107 51875

ToT AssEm 5370840 4659534

LIABILITIES AND SHAREHOLDERS EQUITY

Senior long-term debt 1388029 1185842

Other liabilities 94154 86179

Total Liabifities 1482183 1272021

Total Shareholders Equity 3888657 3387513

TOTAL LIABHJTIES Nn Sri HOLDERS EQuITY 5370840 4659534

Th
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Years Ended December 31

dollars in thousands 2012 2011 2010

REVENUES

Net investment income 30619 12629 21070

Dividends on common stock of consolidated subsidiaries 337585 330462 142014

Net realized investment gains losses

Other-than-temporary irnpaiiment losses 38 7676 8087

Net realized investment gains excluding

other-than-temporary impairment losses 14926 7417 21496

Net realized investment gains losses 14888 259 13409

Other 13

ToTAl REviniEs 383095 342845 176498

EXPENSES

Interest expense 87391 78830 69107

Other expenses 1166 4572 1226

ToTAl ExiENsEs 88557 83402 70333

Income Before Equity in Undistnbuted Earnings of

Consolidated Subsidiaries and Income Taxes 294538 259443 106165

Equity in undistributed earnings of consolidated subsidiaries 61663 144348 113892

Income tax benefit 20510 26931 46736

NET INCOME TO SHAREHoLDERs 253385 142026 266793

OTHER CoMPREHENsIvE INCOME TO SHAREHOLDERS

Change in net unrealized gains on investments net of taxes

Net holding gains arising during the period 10897 675 28646

Consolidated subsidiaries net holding gains arising

during the period 255528 141164 167002

Consolidated subsidiaries change in unrealized

other-than-temporary impairment losses on

fixed maturities arising during the period 160 3943 672

Reclassification adjustments for net gains losses

included in net income to shareholders 11847 735 15257

Consolidated subsidiaries reclassification

adjustments for net gains included

in net income to shareholders 35898 23076 17574

Change in net unrealized gains on investments net of taxes 242214 123441 163489

Change in foreign currency translation adjustments net of taxes 242 314 1656

Consolidated subsidiaries change in foreign currency

translation adjustments net of taxes 1781 4469 4124

Consolidated subsidiaries change in net actuarial pension loss

net of taxes 6664 9459 2749

Total Other Comprehensive Income to Shareholders 250417 109827 163770

COMPREHENSIVE INCOME TO SHAREHOLDERS 503802 251853 430563
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Years Ended December 31

dollars in thousands 2012 2011 2010

OPERATING ACTIVITIES

Net income to shareholders 253385 142026 266793

Adjustments to reconcile net income to shareholders

to net cash provided by operating activities 153773 102714 181824

NET CA5H PR0vnED BY OPERXnNG Acmrnrs 99612 244740 84969

INVESTING ACTIVITIES

Proceeds from sales of fixed maturities and equity securities 149314 50322 244225

Proceeds from maturities calls and prepayments

of fixed maturities 64340 46522 43530

Cost of fixed maturities and equity securities purchased 89569 92287 252934

Net change in short-term investments 214820 179823 69861

Decrease in notes receivable due from subsidiaries 116797 7401 2142

Capital contributions to subsidiaries 198349 179403 53409

Return of capital from subsidiaries 3505

Acquisitions 100409 128884

Cost of equity method investments 38250

Additions to property and equipment 9437 16927 18621

Other 4369 12175 757

NET CASH USED BY INVESTING Acrwrrus 324752 352020 91342

FINANCING ACTIVITIES

Additions to senior long-term debt 347207 247935

Repayment and retirement of senior long-term debt and other debt 157359

Repurchases of common stock 16873 42913 45218

Other 9581 1232 9503

NET CASH PROVIDED Usa BY

FINANCING AcmTrrES 182556 206254 54721

Increase decrease in cash and cash equivalents 42584 98974 61094

Cash and cash equivalents at beginning of year 281062 182088 243182

CASH AND CASH EQuWALENTS AT END OF YEA1 238478 281062 182088
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The Company is party to credit default swap agreement under which third party credit risk is transferred from

counterparty to the Company The Company entered into the credit default
swap agreement for investment purposes At both

December31 2012 and 2011 the notional amount of the credit default swap was $33.1 million which represented the

Companys aggregate exposure to losses if specified credit events involving third party reference entities occur These third party

reference entities are specified under the terms of the agreement and represent portfolio of names upon which the Company

has assumed credit risk from the counterparty The Companys exposure to loss from any one reference entity is limited to

$20.0 million The credit default
swap

has scheduled termination date of December 2014

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

recorded in net investment income At December 31 2012 and 2011 the credit default swap had fair value of $12.7 million

and $29.3 million respectively The fair value of the credit default swap is included in other liabilities on the consolidated

balance sheets Net investment income in 2012 included favorable change in the fair value of the credit default swap of $16.6

million Net investment income in 2011 included an adverse change in the fair value of the credit default
swap

of $4.1 million

Net investment income in 2010 included favorable change in the fair value of the credit default swap of $1.7 million

Since entering into the credit default swap agreement the Company has paid $16.9 millionto settle its obligations related to

credit events These payments reduced the Companys liability related to its credit default swap

The fair value of the credit default swap is determined by the Company using Gaussian copula valuation model market

standard model for valuing credit default swaps The fair value is dependent upon several inputs including changes in interest

rates credit spreads expected default rates changes in credit quality future expected recovery rates and other market factors

The significant unobservable inputs used in the fair value measurement of the credit default
swap are expected default rates and

future expected recovery rates The Company determines these unobservable inputs based upon default rates and
recovery

rates used to price similar credit default swap indices significant increase in expected default rates in isolation results in

significantly higher fair value measurement while significant decrease in expected default rates results in significantly lower

fair value measurement signifi .ant increase in future expected recovery rates in isolation results in significantly lower fair

value measurement while significant decrease in future expected recovery rates results in significantly higher fair value

measurement Generally change in the assumption used for expected default rates is accompanied by directionally opposite

change in future expected recovery rates The fair value measurement of the credit default
swap at December31 2012 included

expected default rates ranging between 1% and 43% with weighted-average expected default rate of 3% and future expected

recovery rates ranging between 20% and 40% with weighted-average future expected recovery rate of 39% The fair value

measurement of the credit default swap at December 31 2011 included expected default rates ranging between 2% and 37%

with weighted-average expected default rate of 9% and future expected recovery rates ranging between 19% and 52% with

weighted-average future expected recovery rate of 39%

The Companys valuation policies and procedures for the credit default swap are determined by an internal investment manager

with oversight provided by the Companys Chief Financial Officer and Chief Investment Officer Fair value measurements are

analyzed quarterly to ensure the change in fair value from prior periods is reasonable relative to recent market trends

Additionally the reported fair value of the credit default swap is compared to results from similar valuation models

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

The Company had nc other material derivative instruments at December 31 2012
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Insurance Acquisitions On January 2012 the Company acquired 100% of the outstanding membership units of Thompson

Insurance Enterprises LLC Thomco privately held program administrator headquartered in Kennesaw Georgia that

underwrites multi-line industry-focused insurance programs Results attributable to this acquisition are included in the

Specialty Admitted segment

Total consideration for this acquisition was $108.5 million which included cash consideration of $100.5 million The purchase

price was allocated to the acquired assets and liabilities of Thomco based on estimated fair values at the acquisition date The

Company recognized goodwill of $26.1 million which is primarily attributable to synergies that are expected to result upon

integration of Thomco into the Companys insurance operations All of the goodwifi recognized is expected to be deductible for

income tax purposes The Company also recognized other intangible assets of $81.2 million including $68.5 million of

customer relationships $11.5 million of trade names and $1.0 millionof technology These intangible assets are expected to be

amortized over weighted average period of 23 years 10 years
and three years respectively

On December 18 2012 the boards of directors of the Company and Alterra Capital Holdings Limited Alterra each approved an

agreement providing for the merger of Alterra with one of the Companys subsidiaries As result of the transaction Alterra

would become wholly-owned subsidiary of the Company and each issued and outstanding share of Alterra common stock

other than shares as to which appraisal rights are exercised and restricted shares that do not vest in connection with the

transaction would be converted into the right to receive 10.04315 shares of the Companys common stock and $10.00 in

cash Based on the Companys closing stock price on December 18 2012 the day the agreement was entered into the aggregate

consideration payable to Alterra shareholders would be approximately $3.1 billion Following the transaction the Company

estimates that its current shareholders would own approximately 69% of the combined company and Alterra shareholders

would own approximately 31% The transaction has been approved by shareholders of both companies but remains subject to

receipt of regulatory approvals Closing is expected to occur in the first half of 2013

Non-insurance Acquisitions On April 18 2012 the Company acquired an 85% controlling interest in Havco WP LLC

Havco privately held company headquartered in Cape Girardeau Missouri Havco is leading manufacturer of laminated

oak and composite wood flooring used in the assembly of truck trailers intermodal containers and truck bodies On July

2012 the Company acquired 100% of the outstanding shares of Tromp Bakery Equipment Tromp privately held company

headquartered in Gorinchem The Netherlands Tromp is global designer and manufacturer of sheeting lines for pizza pastry

pie and bread makers On September 2012 the Company acquired an 85% controlling interest in Reading Bakery Systems

Reading privately held company headquartered in Reading Pennsylvania Reading is leading global designer and

manufacturer of industrial baking systems for the production of crackers pretzels cookies and other baked snacks During 2012

ParkLand completed the acquisition of several manufactured housing communities

Under the terms of the acquisition agreements for Havco and Reading the Company has the option to acquire the remaining

equity interests and the remaining equity interests have the option to sell their interests to the Company in the future The

redemption value of the remaining equity interests is generally based on each companys earnings in specified periods preceding

the redemption date

Total consideration for the Havco Tromp Reading and ParkLand acquisitions was $172.3 million The purchase prices were

allocated to the acquired assets and liabilities based on the estimated fair values at the acquisition dates In connection with

these acquisitions the Company recognized goodwill of $40.7 million of which $28.8 million is deductible for income tax

purposes
The Company also recognized other intangible assets of $58.3 millionand redeemable noncontrolling interests of

$14.5 million in connection with these acquisitions Other intangible assets include $41.1 million of customer relationships

$10.3 million of trade names and $5.0 million of technology These intangible assets are expected to be amortized over

weighted average period of 14 years 13 years
and 10 years respectively
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The following table rresents the imaudited quarterly results of consolidated operations for 2012 2011 and 2010

Quarters Ended

dollars in thousands except per share amounts Mar 31 June30 Sept 30 Dec 31

2012

Operating revenues 733135 693247 765775 807955

Net income 57713 90768 51674 58093

Net income to shareholders 57253 89687 49653 56792

Comprehensive income to shareholders 205945 73416 147454 76987

Net income per share

Basic 5.94 8.44 5.33 6.25

Diluted 5.92 8.42 5.32 6.23

Common stock price ranges

High
451.90 453.50 459.90 502.20

Low 398.65 421.00 420.00 425.17

2011

Operating revenues 621594 647168 676088 685100

Net income 9861 31649 54669 52307

Net income to shareholders 8272 30314 53264 50176

Comprehensive income loss to shareholders 24738 96045 52626 183696

Net income per share

Basic 0.85 3.12 5.50 5.21

Diluted 0.85 3.11 5.48 5.19

Common stock price ranges

High
422.83 430.26 403.21 419.10

Low 379.44 386.81 346.15 337.50

2010

Operatingrevertues $536719 $515414 $561354 $611906

Net income 43206 20917 63157 140449

Net income to shareholders 42569 20831 63250 140143

Comprehensive income loss to shareholders 134539 33903 225328 104599

Net income per share

Basic 4.34 2.13 6.49 14.42

Diluted 4.33 2.12 6.48 14.37

Common stock price ranges

High 379.05 392.55 354.34 386.87

Low 325.00 326.90 320.71 332.77
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The Board of Directors and Shareholders

Markel Corporation

We have audited the accompanying consolidated balance sheets of Markel Corporation and subsidiaries the Company as of

December 31 2012 and 2011 and the related consolidated statements of income and comprehensive income changes in equity

and cash flows for each of the years in the three-year period ended December 31 2012 These consolidated financial statements

are the responsibility of the Companys management Our responsibility is to express an opinion on these consolidated financial

statements based on our audits

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board United States

Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial

statements are free of material misstatement An audit includes examining on test basis evidence supporting the amounts

and disclosures in the financial statements An audit also includes assessing the accounting principles used and significant

estimates made by management as well as evaluating the overall financial statement presentation We believe that our audits

provide reasonable basis for our opinion

In our opinion the consolidated financial statements referred to above present fairly in all material respects the financial

position of Markel Corporation and subsidiaries as of December 31 2012 and 2011 and the results of their operations and their

cash flows for each of the years in the three-year period ended December 31 2012 in conformity with U.S generally accepted

accounting principles

The Company prospectively adopted Financial Accounting Standards Board Accounting Standards Update 20 10-26 related to

the deferral of insurance policy acquisition costs incurred on new or renewal insurance contracts on January 2012

We also have audited in accordance with the standards of the Public Company Accounting Oversight Board United States

Markel Corporations internal control over financial reporting as of December31 2012 based on criteria established in Internal

ControlIntegrated Framework issued by the Committee of Sponsoring Organizations of the Treadway Conmiission and our

report dated February 28 2013 expressed an unqualified opinion on the effectiveness of the Companys internal control over

financial reporting

Pg14 LP
Richmond Virginia

February 28 2013
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The Board of Directors and Shareholders

Markel Corporation

We have audited Markel Corporations the Company internal control over financial reporting as of December 31 2012 based

on criteria established in Internal ControlIntegrated Framework issued by the Committee of Sponsoring Organizations of the

Treadway Commission COSO The Companys management is responsible for maintaining effective internal control over

financial reporting and for its assessment of the effectiveness of internal control over financial reporting included in the

accompanying Managements Report on Internal Control over Financial Reporting Our responsibility is to express an opinion

on the Companys internal control over financial reporting based on our audit

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board United States

Those standards require that we plan and perform the audit to obtain reasonable assurance about whether effective internal

control over financial reporting was maintained in all material respects Our audit included obtaining an understanding of

internal control over financial reporting assessing the risk that material weakness exists and testing and evaluating the

design and operating effectiveness of internal control based on the assessed risk Our audit also included performing such

other procedures as we considered necessary in the circumstances We believe that our audit provides reasonable basis for

our opinion

companys internal control over financial reporting is process designed to provide reasonable assurance regarding the

reliability of financial reporting and the preparation of financial statements for external purposes in accordance with generally

accepted accounting principles companys internal control over financial reporting includes those policies and procedures

that pertain to the maintenance of records that in reasonable detail accurately and fairly reflect the transactions and

dispositions of the assets of the company provide reasonable assurance that transactions are recorded as necessary to permit

preparation of financial statements in accordance with generally accepted accounting principles and that receipts and

expenditures of the company are being made only in accordance with authorizations of management and directors of the

company and provide reasonable assurance regarding prevention or timely detection of unauthorized acquisition use or

disposition of the companys assets that could have material effect on the financial statements

Because of its inherent limitations internal control over financial reporting may not prevent or detect misstatements Also

projections of any evaluation of effectiveness to future periods are subject to the risk that controls may become inadequate

because of changes in conditions or that the degree of compliance with the policies or procedures may deteriorate

In our opinion Markel Corporation maintained in all material respects effective internal control over financial reporting as of

December 31 2012 based on criteria established in Internal ControlIntegrated Framework issued by COSO

We also have audited in accordance with the standards of the Public Company Accounting Oversight Board United States

the consolidated balance sheets of Markel Corporation and subsidiaries as of December 31 2012 and 2011 and the related

consolidated statements of income and comprehensive income changes in equity and cash flows for each of the years in the

three-year period ended December 31 2012 and our report dated February 28 2013 expressed an unqualified opinion on those

consolidated financial statements

WP
Richmond Virginia

February 28 2013



MANACEMENTS REPORT INTERNAL CRNTRUL RVER FINANCIAL REPRRTING

Management is responsible for establishing and maintaining adequate internal control over financial reporting as defined in

Rule l3a-l5f under the Securities Exchange Act of 1934 Our internal control over financial reporting is process designed to

provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for

external purposes in accordance with generally accepted accounting principles

Management does not expect that its internal control over financial reporting will prevent all error and all fraud control

system no matter how well conceived and operated can provide only reasonable not absolute assurance that the objectives of

the control system are met Internal control over financial reporting is process that involves human diligence and compliance

and is subject to lapses in judgment and breakdowns resulting from human failures Because of the inherent limitations in all

control systems no evaluation of controls can provide absolute assurance that all control issues and instances of fraud if any

have been detected The design of
any system

of internal control over financial reporting also is based in part upon certain

assumptions about the likelihood of future events and there can be no assurance that any design will succeed in achieving its

stated goals under all potential future conditions

Under the supervision and with the participation of management including the Chief Executive Officer and the Chief Financial

Officer we evaluated the effectiveness of our internal control over financial reporting as of December 31 2012 based on criteria

established in Internal ControlIntegrated Framework issued by the Committee of Sponsoring Organizations of the Treadway

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

as of December 31 2012

KPMG LL1 our independent registered public accounting firm has issued an attestation report on the effectiveness of the

Companys internal control over financial reporting which is included herein

Alan Kirshner

Chief Executive Officer

Anne Waleski

Chief Financial Officer

February 28 2013
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The accompanying consolidated financial statements and related notes have been prepared in accordance with U.S generally

accepted accounting principles U.S GAAP and include the accounts of Markel Corporation and its subsidiaries For

discussion of our significant accounting policies see note of the notes to consolidated financial statements

Critical accounting estimates are those estimates that both are important to the portrayal of our financial condition and results

of operations and require us to exercise significant judgment The preparation of financial statements in accordance with U.S

GAAP requires us to make estimates and assumptions that affect the reported amounts of assets liabilities revenues and

expenses and the disclosure of material contingent assets and liabilities including litigation contingencies These estimates by

necessity are based on assumptions about numerous factors

We review our critical accounting estimates and assumptions quarterly These reviews include evaluating the adequacy of

reserves for unpaid losses and loss adjustment expenses the reinsurance allowance for doubtful accounts and income tax

liabilities as well as analyzing the recoverability of deferred tax assets assessing goodwifi and intangible assets for impairment

and evaluating the investment portfolio for other-than-temporary declines in estimated fair value Actual results may differ

materially from the estimates and assumptions used in preparing the consolidated financial statements

Unpaid Losses and Loss Adjustment Expenses

Our consolidated balance sheet included estimated unpaid losses and loss adjustment expenses
of $5.4 billion and reinsurance

recoverable on unpaid losses of $778.8 millionat December 31 2012 compared to $5.4 billion and $791.1 million respectively

at December 31 2011 We do not discount our reserves for losses and loss adjustment expenses to reflect estimated present

value

We accrue liabilities for unpaid losses and loss adjustment expenses based upon estimates of the ultimate amounts payable We

maintain reserves for specific claims incurred and reported case reserves and reserves for claims incurred but not reported

IBNR reserves

Reported claims are in various stages of the settlement process and the corresponding reserves for reported claims are based

primarily on case-by.case evaluations of the individual claims Case reserves consider our estimate of the ultimate cost to settle

the claims including investigation and defense of lawsuits resulting from the claims and may be subject to adjustment for

differences between costs originally estimated and costs subsequently re-estimated or incurred Each claim is settled

individually based upon its merits and some claims may take years to settle especially if legal action is involved

As of any balance sheet date all claims have not yet been reported and some claims may not be reported for many years As

result the liability for unpaid losses and loss adjustment expenses
includes significant estimates for incurred but not reported

claims

U.S CAAP requires that IBNR reserves be based on the estimated ultimate cost of settling claims including the effects of

inflation and other social and economic factors using past experience adjusted for current trends and any other factors that

would modify past experience IBNR reserves are generally calculated by subtracting paid losses and case reserves from

estimated ultimate losses IBNR reserves were 61% of total unpaid losses and loss adjustment expenses at December 31 2012

compared to 60% at December 31 2011

Our liabilities for unpaid losses and loss adjustment expenses can generally be categorized into two distinct groups short-tail

business and long-tail business Short-tail business refers to lines of business such as property accident and health motorcycle

watercraft and marine hull exposures for which losses are usually known and paid shortly after the loss actually occurs

Long-tail business describes lines of business for which specific losses may not be known and reported for some period and

B4 losses take much longer to emerge Given the time frame over which long-tail exposures are ultimately settled there is greater



uncertainty arid volatility in these lines than in short-tail lines of business Our long-tail coverages consist of most casualty

lines including professional liability directors and officers liability products liability general liability and excess and umbrella

exposures as well as workers compensation insurance Some factors that contribute to the uncertainty and volatility of

long-tail casualty programs and thus require significant degree of judgment in the reserving process
include the inherent

uncertainty as to the length of reporting and payment development patterns the possibility of judicial interpretations or

legislative changes including changes in workers compensation benefit laws that might impact future loss experience relative

to prior loss experience and the potential lack of comparability of the underlying data used in performing loss reserve analyses

Our ultimate liability may be greater or less than current reserves Changes in our estimated ultimate liability for loss reserves

generally occur as result of the emergence of unanticipated loss activity the completion of specific actuarial or claims studies

or changes in internal or external factors We closely monitor new information on reported claims and use statistical analyses

prepared by our actuaries to evaluate the adequacy of our recorded reserves We are required to exercise considerable judgment

when assessing the relative credibility of loss development trends Our philosophy is to establish loss reserves that are more

likely redundant than deficient This means that we seek to establish loss reserves that will ultimately prove to be adequate

As result if new information or trends indicate an increase in frequency or severity of claims in excess of what we initially

anticipated we generally respond quickly and increase loss reserves If however frequency or severity trends are more favorable

than initially anticipated we often wait to reduce our loss reserves until we can evaluate experience in additional periods to

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

result we give credibifity to these trends more slowly than for short-tail or less volatile lines of business

Each quartei our actuaries prepare estimates of the ultimate liability for unpaid losses and loss adjustment expenses based on

established actuarial methods Management reviews these estimates supplements the actuarial analyses with information

provided by claims underwriting and other operational personnel and determines its best estimate of loss reserves which is

recorded in our financial statements Our procedures for determining the adequacy of loss reserves at the end of the year are

substantially similar to the procedures applied at the end of each interim period

Additionally once year generally during the third quarter we conduct detailed review of our liability for unpaid losses and

loss adjustment expenses for asbestos and environmental AE claims If there is significant development on AE claims in

advance of the annual review such development is considered by our actuaries and by management as part of our quarterly

review process We consider detailed annual review appropriate because AE claims develop slowly are typically reported and

paid many years after the loss event occurs and historically have exhibited high degree of variability

Any adjustments resulting from our interim or year-end reviews including changes in estimates are recorded as component of

losses and loss adjustment expenses
in the period of the change Reserve changes that increase previous estimates of ultimate

claims cost are referred to as unfavorable or adverse development deficiencies or reserve strengthening Reserve changes that

decrease previous estimates of ultimate claims cost are referred to as favorable development or redundancies

In establishing our liabilities for unpaid losses and loss adjustment expenses our actuaries estimate an ultimate loss ratio by

accident year for each of our over 100 product lines with input from our underwriting and claims associates In estimating an

ultimate loss ratio for particular line of business our actuaries may use one or more actuarial reserving methods and select

from these single point estimate To varying degrees these methods include detailed statistical analysis of past
claim

reporting settlement activity claim frequency and severity policyholder loss experience industry loss experience and changes

in market conditions policy forms and exposures The actuarial methods we use include

Paid Loss Development This method uses historical loss payment patterns to estimate future loss payment patterns Our

actuaries use the historical loss patterns to develop factors that are applied to current paid loss amounts to calculate expected

ultimate losses

Incurred Loss Development This method uses historical loss reporting patterns to estimate future loss reporting patterns

Our actuaries use the historical loss pattems to develop factors that are applied to current reported losses to calculate expected

ultimate losses Rb
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Bornhuetter-Ferguson Paid Loss Development This method divides the projection of ultimate losses into the portion that

has already been paid and the portion that has yet to be paid The portion that has yet to be paid is estimated as the product of

three amounts the premium earned for the
exposure period the expected loss ratio and the percentage of ultimate losses that

are still unpaid The expected loss ratio is selected by considering historical loss ratios adjusted for any known changes in

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

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

development method except that it uses the percentage of ultimate losses that are stifi unreported instead of the percentage of

ultimate losses that are still unpaid

Frequency/Severity Under this method expected ultimate losses are equal to the product of the expected ultimate number

of claims and the expected ultimate
average cost per

claim Our actuaries use historical reporting patterns and severity patterns

to develop factors that are applied to the current reported amounts to calculate expected ultimate losses

Each actuarial method has its own set of assumptions and its own strengths and limitations with no one method being better

than the others in all situations Our actuaries select the reserving methods that they believe will produce the most reliable

estimate for the class of business being evaluated Greater judgment may be required when we introduce new product lines or

when there have been changes in claims handling practices as the statistical data available may be insufficient In these

instances we may rely upon assumptions applied to similar lines of business rely more heavily on industry experience take

into account changes in underwriting guidelines and risk selection or review the impact of changes in claims reserving practices

with claims personnel

For example during the acquisition of our FirstComp workers compensation insurance unit in October 2010 we noted that

FirstComps loss reserves reflected an expectation that their loss development period would be shorter than that indicated by

industry data FirstComp provides workers compensation insurance to small businesses Before our acquisition FirstComps

loss reserves were established with an expectation that loss development patterns for these small businesses may differ from

the overall workers compensation industry data which is drawn from broader profile of risks In establishing the

post-acquisition loss reserves for FirstComp we detennined that FirstComp had insufficient historical data to reach this

conclusion with certainty Workers compensation insurance is long-tail product line and FirstComp has only had significant

premium volume since 2004 We decided to give more weight to the longer-tailed industry development factors and adopted

more conservative loss reserving position until we become more familiar with this book of business and how its loss

reserves develop

key assumption in most actuarial analyses is that past development patterns will repeat themselves in the future absent

significant change in internal or external factors that influence the ultimate cost of our unpaid losses and loss adjustment

expenses Our estimates reflect implicit and explicit assumptions regarding the potential effects of external factors including

economic and social inflation judicial decisions law changes general economic conditions and recent trends in these factors

Our actuarial analyses are based on statistical analysis but also consist of reviewing internal factors that are difficult to analyze

statistically including underwriting and claims handling changes In some of our markets and where we act as reinsurer the

timing and amount of information reported about underlying claims are in the control of third parties This can also affect

estimates and require re-estimation as new information becomes available

As indicated above we may use one or more actuarial reserving methods which incorporate numerous underlying judgments

and assumptions to establish our estimate of ultimate loss reserves While we use our best judgment in establishing our

estimate for loss reserves applying different assumptions and variables could lead to significantly different loss reserve

estimates

Loss frequency and loss severity are two key measures of loss activity that often result in adjustments to actuarial assumptions

relative to ultimate loss reserve estimates Loss frequency measures the number of claims per unit of insured
exposure When

the number of newly reported claims is higher than anticipated generally speaking loss reserves are increased Conversely loss

reserves are generally decreased when fewer claims are reported than expected Loss severity measures the
average size of

claim When the average severity of reported claims is higher than originally estimated loss reserves are typically increased



When the average claim size is lower than anticipated loss reserves are typically decreased For example in each of the past

three years we have experienced redundancies on prior years loss reserves in our professional and products liability lines as

result of decreases in loss severity while during 2010 and 2011 we experienced deficiencies on prior years loss reserves related

to our medical malpractice coverage for Italian hospitals as result of increases in loss frequency and severity

Changes in prior years loss reserves including the trends and factors that impacted loss reserve development as well as the

likelihood that such trends and factors could result in future loss reserve development are discussed in further detail under

Results of Operations

Loss reserves are established for each of our product lines at managements best estimate which is generally higher than the

corresponding actuarially calculated point estimate The actuarial point estimate represents our actuaries estimate of the most

likely amount that will ultimately be paid to settle the loss reserves we have recorded at particular point in time however

there is inherent uncertainty in the point estimate as it is the expected value in range of possible reserve estimates In some

cases actuarial analyses which are based on statistical analysis cannot fully incorporate all of the subjective factors that affect

development of losses In other cases managements perspective of these more subjective factors may differ from the actuarial

perspective Subjective factors where managements perspective may differ from that of the actuaries include the credibility and

timeliness of claims information received from third parties economic and social inflation judicial decisions law changes

changes in underwriting or claims handing practices general economic conditions the risk of moral hazard and other current

and developing trends within the insurance market including the effects of competition As result the actuarially calculated

point estimates for each of our lines of business represent starting points for managements quarterly review of loss reserves

Managements best estimate of net reserves for unpaid losses and loss adjustment expenses exceeded the actuarially calculated

point estimate by $368 million or 8.7% at December 31 2012 compared to $330 million or 7.7% at December 31 2011 In

managements opinion the actuarially calculated point estimate generally underestimates both the ultimate favorable impact of

hard insurance market and the ultimate adverse impact of soft insurance market Therefore the percentage by which

managements best estimate exceeds the actuarial point estimate will generally be higher during soft market than during

hard market

The difference between managements best estimate and the actuarially calculated point estimate in both 2012 and 2011 is

primarily associated with our long-tail business in the Excess and Surplus Lines and London Insurance Market segments

Actuarial estimates can underestimate the adverse effects of soft insurance market because the impact of changes in risk

selection and terms and conditions can be difficult to quantify In addition the frequency of claims may increase in

recessionary environment Similarly the risk an insured will intentionally cause or be indifferent to loss may increase during an

economic downturn and the attention to loss prevention measures may decrease Also management has attributed less

credibility than our actuaries to favorable trends experienced on our long-tail business from the earlier hard market period In

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

unfavorable development in this segment management has not incorporated these favorable trends into its best estimate to the

same extent as the actuaries These subjective factors affect the development of losses and represent instances where

managements perspectives may differ from those of our actuaries

Management also considers the range or variability of reasonably possible losses determined by our actuaries when establishing

its best estimate for loss reserves The actuarial ranges represent our actuaries estimate of likely lowest amount and highest

amount that will ultimately be paid to settle the loss reserves we have recorded at particular point in time The
range

determinations are based on estimates and actuarial judgments and are intended to encompass reasonably likely changes in one

or more of the factors that were used to determine the point estimates Using statistical models our actuaries establish high and

low ends of range of reasonable reserve estimates for each of our operating segments

B1
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The following table summarizes our reserves for net unpaid losses and loss adjustment expenses
and the actuarially established

high and low ends of
range

of reasonable reserve estimates by segment at December 31 2012

Low End of High End of

Net Loss Actuarial Actuarial

dollars in millions Reserves Held Range111 Range111

Excess and Surplus Lines 1840.5 1526.8 2024.0

Specialty Admitted 724.5 614.6 753.9

London Insurance Market 1641.2 1225.4 1804.6

Other Insurance Discontinued Lines 386.5 176.2 983.2

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

high or low ends of the separate ranges to determine the high and low ends of the actuarial range on consolidated basis

Undue reliance shoud not be placed on these ranges of estimates as they are only one of many points of reference used by

management to determine its best estimate of ultimate losses Further actuarial ranges may not be true reflection of the

potential variability between loss reserves estimated at the balance sheet date and the ultimate cost of settling claims Actuarial

ranges are developed based on known events as of the valuation date while ultimate losses are subject to events and

circumstances that are unknown as of the valuation date For example the claims table under Claims and Reserves which

provides summary of historical development between originally estimated loss reserves and ultimate claims costs ifiustrates

this potential variabi1ity reflecting cumulative deficiency in net reserves of 12% for the 2002 and prior accident years

significant portion of the cumulative deficiency that occurred during those periods included adverse loss reserve development at

Markel International which we acquired in 2000 Historically we have experienced greater volatility on acquired books of

business than on existing books of business The increases in pre-acquisition loss reserves at Markel International were

primarily associated with books cf business that were not subject to our underwriting discipline and that subsequently

experienced unfavorable loss development that exceeded our initial expectations We believe that as result of applying greater

underwriting discipline including improved risk selection and pricing on the business written since acquisition total recorded

loss reserves at Markel International are unlikely to vary to the same degree as we have experienced on the 2002 and prior

accident
years

We place less reliance on the range established for our Other Insurance Discontinued Lines segment than on the ranges

established for our other operating segments The range established for our Other Insurance Discontinued Lines segment

includes exposures related to acquired lines of business many of which are no longer being written that were not subject to our

underwriting discipline and controls Additionally AE exposures which are subject to an uncertain and unfavorable legal

environment account for approximately 70% of the loss reserves considered in the range
established for our Other Insurance

Discontinued Lines segment

Our exposure to AE claims results from policies written by acquired insurance operations before their acquisitions The

exposure to AE claims originated from umbrella excess and commercial general liability CGL insurance policies and

assumed reinsurance contracts that were written on an occurrence basis from the 1970s to mid-1980s Exposure also originated

from claims-made policies that were designed to cover environmental risks provided that all other terms and conditions of the

policy were met AE claims include property damage and clean-up costs related to pollution as well as personal injury

allegedly arising from exposure to hazardous materials After 1986 we began underwriting CGL coverage with pollution

exclusions and in some lines of business we began using claims-made form These changes significantly reduced our exposure

to future AE claims on post-1986 business



There is significant judgment required in estimating the amount of our potential exposure
from AE claims due to the limited

and variable historical data on AE losses as compared to other types of claims the potential significant reporting delays of

claims from insureds to insurance companies and the continuing evolution of laws and judicial interpretations of those laws

relative to AE exposures Due to these unique aspects of AE exposures the ultimate value of loss reserves for AE claims

cannot be estimated using traditional methods and is subject to greater uncertainty than other types of claims Other factors

contributing to the significant uncertainty in estimating AE reserves include uncertainty as to the number and identity of

insureds with potential exposure uncertainty as to the number of claims filed by exposed but not ill individuals uncertainty as

to the settlement values to be paid difficulty in properly allocating responsibility and liability for the loss especially if the claim

involves multiple insurance providers or multiple policy periods growth in the number and significance of bankruptcies of

asbestos defendants uncertainty as to the financial status of companies that insured or reinsured all or part
of AE claims and

inconsistent court decisions and interpretations with respect to underlying policy intent and coverage

Due to these uncertainties it is not possible to estimate our ultimate liability for AE exposures with the same degree of

reliability as with other types of exposures
Future development wifi be affected by the factors mentioned above and could have

material effect on our results of operations cash flows and financial position As of December 31 2012 our consolidated

balance sheet included estimated net reserves for AE losses and loss adjustment expenses of $260.8 million We seek to

establish appropriate reserve levels for AE exposures however these reserves could increase in the future These reserves are

not discounted to present value and are forecasted to pay out over the next 40 to 50 years

Reinsurance Allowance for Doubt liii Accounts

We evaluate and adjust reserves for uncollectible reinsurance based upon our collection experience the financial condition of

our reinsurers collateral held and the development of our gross
loss reserves Our consolidated balance sheets at December31

2012 and 2011 included reinsurance allowance for doubtful accounts of $71.1 million and $69.1 million respectively

Reinsurance recoverables recorded on insurance losses ceded under reinsurance contracts are subject to judgments and

uncertainties similar to those involved in estimating gross
loss reserves In addition to these uncertainties our reinsurance

recoverables may prove
uncollectible if the reinsurers are unable or unwilling to perform under the reinsurance contracts In

establishing our reinsurance allowance for amounts deemed uncollectible we evaluate the financial condition of our reinsurers

and monitor concentration of credit risk arising from our exposure to individual reinsurers To determine if an allowance is

necessary we consider among other factors published financial information reports
from rating agencies payment history

collateral held and our legal right to offset balances recoverable against balances we may owe Our reinsurance allowance for

doubtful accounts is subject to uncertainty and volatility due to the time lag involved in collecting amounts recoverable from

reinsurers Over the period of time that losses occur reinsurers are bified and amounts are ultimately collected economic

conditions as well as the operational and financial performance of particular reinsurers may change and these changes may

affect the reinsurers willingness and ability to meet their contractual obligation to us It is also difficult to fully evaluate the

impact of major catastrophic events on the financial stability of reinsurers as well as the access to capital that reinsurers may

have when such events occur The ceding of insurance does not legally discharge us from our primary liability for the full

amount of the policies and we will be required to pay the loss and bear collection risk if the reinsurers fail to meet their

obligations under the reinsurance contracts

Income Taxes and Uncertain Tax Positions

The preparation of our consolidated income tax provision including the evaluation of tax positions we have taken or expect to

take on our income tax returns requires significant judgment In evaluating our tax positions we recognize the tax benefit from

an uncertain tax position only if based on the technical merits of the position it is more likely than not that the tax position

will be sustained upon examination by the taxing authorities Tax positions that meet the more likely than not threshold are

then measured using probability weighted approach whereby the largest amount of tax benefit that is greater than 50% likely

of being realized upon ultimate settlement is recognized The tax positions that we have taken or expect to take are based upon

the application of tax laws and regulations which are subject to interpretation judgment and uncertainty As result our actual

liability for income taxes may differ significantly from our estimates
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We record deferred income taxes as assets or liabilities on our consolidated balance sheets to reflect the net tax effect of the

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

tax bases At December 31 2012 and 2011 our net deferred tax liabffity was $168.9 millionand $1 1.1 million respectively The

increase in our net deferred tax liability in 2012 was largely due to an increase in the deferred tax liability related to

accumulated other comprehensive income resulting from an increase in net unrealized gains on investments and decrease in

the deferred tax asset related to our use of net operating loss carryforwards during 2012

Deferred tax assets are reduced by valuation allowance when management believes it is more likely than not that some or all

of the deferred tax assets will not be realized We did not have valuation allowance on our deferred tax assets at December 31

2012 or 2011 In evaluating our ability to realize our deferred tax assets and assessing the need for valuation allowance at

December 31 2012 and 2011 we made estimates regarding the future taxable income of our foreign subsidiaries and judgments

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

result in the need to record valuation allowance through charge to earnings See note of the notes to consolidated financial

statements for further discussion of our consolidated income tax provision uncertain tax positions and net operating losses

Goodwill and Intangible Assets

Our consolidated balance sheet as of December 31 2012 included goodwill and intangible assets of approximately $1.0 billion

Goodwill and indefinite-lived intangible assets are tested for impairment at least annually Intangible assets with definite lives

are reviewed for impairment when events or circumstances indicate that their carrying value may not be recoverable We

completed our annual test for impairment during the fourth quarter of 2012 based upon results of operations through

September 30 2012 There were no indications of impairment during 2012

For some reporting units we elected to assess qualitative factors commonly referred to as Step to determine whether it is

more likely than not that the fair value of reporting unit is less than its carrying amount This assessment serves as basis for

determining whether it is necessaty to perform the two-step goodwill impairment test For other reporting units we elected to

bypass Step and perform Step of the goodwill impairment test which includes determining whether the carrying amount of

reporting unit including goodwil exceeds its estimated fair value If the carrying amount exceeds its fair value then Step of

the goodwill impairment test is performed by estimating the fair value of individual assets including identifiable intangible

assets and liabifities cf the reporting unit The excess of the estimated fair value of the reporting unit over the estimated fair

value of net assets would establish the implied value of goodwill The excess of the recorded amount of goodwill over the

implied value is charged to net income as an impairment loss The fair value of each of our reporting units exceeded their

respective carrying amounts as of October 2012

significant amount of judgment is required in performing goodwill impairment tests When using the qualitative approach

we considered macroeconomic factors such as industry and market conditions We also considered reporting unit-specific

events actual financial performance versus expectations and managements future business expectations As part of our Step

evaluation of reporting units with material goodwill in our non-insurance operations we considered the fact that these

businesses had all been acquired since December 2010 in orderly transactions between market participants and our purchase

price represented fair value at acquisition There were no events in 2011 or 2012 which had significant impact on the fair

value of these reporting units For reporting units which we tested quantitatively we estimated fair value primarily using an

income approach based on discounted cash flow model The cash flow projections used in the discounted cash flow model

included managements best estimate of future growth and margins The discount rates used to determine the fair value

estimates were developed based on the capital asset pricing model using market-based inputs as well as an assessment of the

inherent risk in projected future cash flows Based upon the assessments made as of October 2012 and considering all the



facts and circumstances that impacted the fair value of reporting units with material goodwill between the assessment date and

December 31 2012 we concluded that goodwill was not impaired for any
of our reporting units as of December 31 2012 We do

not believe we are at risk of failing Step at any of our reporting units with the result being material impairment of goodwill

Investments

We complete detailed analysis each quarter to assess whether the decline in the fair value of any investment below its cost

basis is deemed other-than-temporary All securities with unrealized losses are reviewed For equity securities decline in fair

value that is considered to be other-than-temporary is recognized in net income based on the fair value of the security at the

time of assessment resulting in new cost basis for the security For fixed maturities where we intend to sell the security or it is

more likely than not that we will be required to sell the security before recovery of its amortized cost decline in fair value is

considered to be other-than-temporary and is recognized in net income based on the fair value of the security at the time of

assessment resulting in new cost basis for the security If the decline in fair value of fixed maturity below its amortized cost

is considered to be other-than-temporary based upon other considerations we compare
the estimated present value of the cash

flows expected to be collected to the amortized cost of the security The extent to which the estimated present value of the

cash flows expected to be collected is less than the amortized cost of the security represents the credit-related portion of the

other-than-temporary impairment which is recognized in net income resulting in new cost basis for the security Any

remaining decline in fair value represents the non-credit portion of the other-than-temporary impairment which is recognized

in other comprehensive income The discount rate used to calculate the estimated present value of the cash flows expected to

be collected is the effective interest rate implicit for the security at the date of purchase

We consider many factors in completing our quarterly review of securities with unrealized losses for other-than-temporary

impairment including the length of time and the extent to which fair value has been below cost and the financial condition and

near-term prospects of the issuer For equity securities the ability and intent to hold the security for period of time sufficient

to allow for
any anticipated recovery is considered For fixed maturities we consider whether we intend to sell the security or if

it is more likely than not that we will be required to sell the security before recovery the implied yield-to-maturity the credit

quality of the issuer and the ability to recover all amounts outstanding when contractually due When assessing whether we

intend to sell fixed maturity or if it is likely that we will be required to sell fixed maturity before recovery of its amortized

cost we evaluate facts and circumstances including but not limited to decisions to reposition the investment portfolio

potential sales of investments to meet cash flow needs and potential sales of investments to capitalize on favorable pricing

Risks and uncertainties are inherent in our other-than-temporary decline in fair value assessment methodology The risks and

uncertainties include but are not limited to incorrect or overly optimistic assumptions about the financial condition liquidity

or near-term prospects of an issuer inadequacy of
any underlying collateral unfavorable changes in economic or social

conditions and unfavorable changes in interest rates or credit ratings Changes in any of these assumptions could result in

charges to earnings in future periods

Losses from write downs for other-than-temporary declines in the estimated fair value of investments while potentially

significant to net income do not have an impact on our financial position Since our investment securities are considered

available-for-sale and are recorded at estimated fair value unrealized losses on investments are already included in accumulated

other comprehensive income See note 2b of the notes to consolidated financial statements for further discussion of our

assessment methodology for other-than-temporary declines in the estimated fair value of investments
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The following discussion and analysis should be read in conjunction with Selected Financial Data the consolidated financial

statements and related notes and the discussion under Risk Factors Critical Accounting Estimates and Safe Harbor and

Cautionary Statement

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

specialty insurance products We believe that our specialty product focus and niche market strategy enable us to develop

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

continuity and other value-based considerations We compete in three segments of the specialty insurance marketplace the

Excess and Surplus Lines the Specialty Admitted and the London Insurance Market segments We also own interests in various

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

consistent underwriting and operating profits and superior investment returns to build shareholder value

Our Excess and Surplus Lines segment writes hard-to-place risks outside of the standard market including catastrophe-exposed

property professional liability products liabffity general liabffity commercial umbrella and other coverages tailored for unique

exposures Our Excess and Surplus Lines segment is comprised of five regions and each regional office is responsible for serving

the wholesale producers located in its region Our regional teams focus on customer service and marketing underwriting and

distributing our insurance solutiorts and provide customers easy access to our products

Our Specialty Admitted segment writes risks that although unique and hard-to-place in the standard market must remain

with an admitted insurance company for marketing and regulatory reasons Our underwriting units in this segment write

specialty program insurance for well-defined niche markets personal and commercial property and liability coverages and

workers compensation insurance Our Specialty Admitted segment is comprised of three underwriting units Markel Specialty

Markel American Specialty Personal and Commercial Lines and beginning in October 2010 Markel FirstComp In January

20 12 we acquired Thompson Insurance Enterprises LLC Thomco privately held program administrator that underwrites

multi-line industry-f ccused insurance programs that complement the Markel Specialty product offerings Examples include

social service organizations senior living childcare and fitness centers

Our London Insurance Market segment writes specialty property casualty professional liabthty equine marine energy
and

trade credit insurance and reinsurance on worldwide basis We participate in the London market through Markel Intemational

which includes Markel Capital Limited and Markel Intemational Insurance Company Limited MJICL wholly-owned

subsidiaries Markel Capital Limited is the corporate capital provider for Markel Syndicate 3000 at Lloyds which is managed

by Markel Syndicate Management Limited wholly-owned subsidiary

For purposes
of segment reporting the Other Insurance Discontinued Lines segment includes lines of business that have been

discontinued in conjunction with acquisitions This segment also includes development on asbestos and environmental loss

reserves

favorable insurance market is commonly referred to as hard market within the insurance industry and is characterized by

stricter coverage term higher prices and lower underwriting capacity Periods of intense comperition which typically include

broader coverage terms lower prices and excess underwriting capacity are referred to as soft market Since 2005 we have

generally been in soft insurance market and have experienced intense competition resulting in price deterioration in virtually

all of our product areas due in part to an increased
presence

of standard insurance companies in our markets During 2008

given the rapid detericration in underwriting capacity as result of the disruptions in the financial markets and losses from

catastrophes the rate of decline in prices began to slow However the effects of the economic environment contributed to

further declines in gross premium volume in 2009 and 2010 Premiums for many of our product lines are based upon our

msureds
revenues gross receipts cr payroll which were negatively impacted by the depressed levels of business activity in

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

price deterioration across many of our product lines most notably our professional and products liability programs within the
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most notably those offered within the London Insurance Market segment During 2011 the unfavorable pricing trends noted in

2010 continued for some of our product lines most notably our professional and products liability programs
within the Excess

and Surplus Lines segment However price declines stabilized for most of our product lines during 2011 and we achieved

moderate price increases in several lines most notably the marine and energy products within the London Insurance Market

segment During 2012 market conditions have improved and we have generally seen mid-single digit favorable rate changes

across our portfolio Gross premium volume has further improved as revenues gross receipts and payrolls of our insureds have

been favorably impacted by improved economic conditions

We routinely review the pricing of our major product lines and wifi continue to pursue price increases for most product lines in

2013 however when we believe the prevailing market price wifi not support our underwriting profit targets the business is not

written As result of our underwriting discipline gross premium volume may vary when we alter our product offerings to

maintain or improve underwriting profitability

Through our wholly-owned subsidiary Markel Ventures Inc we own interests in various industrial and service businesses that

operate outside of the specialty insurance marketplace These businesses are viewed by management as separate and distinct

from our insurance operations Local management teams oversee the thy-to-day operations of these companies while strategic

decisions are made in conjunction with members of our executive management team principally our President and Chief

Investment Officer The financial results of those companies in which we own controlling interests have been consolidated in

our financial statements The financial results of those companies in which we hold noncontroiling interest are accounted for

under the equity method of accounting

Our strategy in making these private equity investments is similar to our strategy for purchasing equity securities We seek to

invest in profitable companies with honest and talented management that exhibit reinvestment opportunities and capital

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

Our non-insurance operations are comprised of diverse portfolio of industrial and service companies During the second

quarter of 2012 we acquired controlling interest in company that manufactures laminated oak and composite wood flooring

used in the assembly of truck trailers intermodal containers and truck bodies During the third quarter of 2012 we acquired

company that designs and manufactures baking equipment and sheeting lines for pizza pastry pie and specialty bread bakers

worldwide and we acquired controlling interest in company that manufactures industrial baking systems for the production

of crackers pretzels cookies and other baked snacks

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

philosophy and our non-insurance operations see the discussion under Business Overview

Recent Developments

In October 2012 we announced that we had entered into definitive agreement to acquire Essentia Insurance Company from

OneBeacon Insurance Group LLC The transaction was completed effective January 2013 Essentia Insurance Company will

continue to underwrite insurance exclusively for Hagerty Insurance Agency and Hagerty Classic Marine Insurance Agency

collectively Hagerty throughout the United States Hagerty offers insurance for classic cars vintage boats motorcycles and

related automotive collectibles Hagerty remains privately-owned family business Premiums associated with this business

for 2011 were in excess of $170 million Results attributable to this acquisition will be included in the Specialty Admitted

segment

In December 2012 we together with Alterra Capital Holdings Limited Alterra announced that our boards of directors had

approved an agreement providing for the merger of Alterra with one of our subsidiaries As result of the transaction Alterra

would become our wholly-owned subsidiary and each issued and outstanding share of Alterra common stock other than shares

as to which appraisal rights are exercised and restricted shares that do not vest in connection with the transaction would be
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converted into the right to receive 0.04315 shares of our common stock and $10.00 in cash Based on our closing stock

price on December 18 2012 the day the agreement was entered into the aggregate consideration payable to Alterra

shareholders would be approximately $3.1 billion Following the transaction we estimate that our current shareholders would

own approximately 69% of the combined company and Alterra shareholders would own approximately 31% The transaction

has been approved by shareholders of both companies but remains subject to receipt of regulatory approvals Closing is

expected to occur in the first half of 2013

Alterra is Bermuda-headquartered global enterprise dedicated to providing diversified specialty insurance and reinsurance

products to corporations public entities and property and casualty insurers As of December31 2012 Alterra reported $10.7

billion in total assets and $2.8 billion in shareholders equity Its reported net income for 2012 was $143.8 millionon $1.7 billion

in total revenues

We believe that our acquisition of Alterra will create strong company in global specialty insurance and investments with

demonstrated track record of underwriting discipline in niche market segments and proven asset management strengths that

should benefit shareholders Two individuals designated by Alterra and approved by the Nominating/Corporate Governance

Conmiittee of our Board of Directors will be added to our Board of Directors upon completion of the transaction Our current

executive officers will hold the same or substantially similarpositions after the transaction although individual

responsibilities may change to reflect the nature of the combined operations Roles for Alterra officers and management

personnel other than its chief executive officer who is expected to leave the company after the transaction are being

identified as part of transition planning process

Kly Iiidiitlrs

We measure financial success by our ability to compound growth in book value per share at high rate of return over long

period of time To mitigate the effects of short-term volatility we measure ourselves over five-year period We believe that

growth in book value per share is the most comprehensive measure of our success because it includes all underwriting and

investing results We tneasure underwriting results by our underwriting profit or loss and combined ratio We measure investing

results by our total investment return These measures are discussed in greater detail under Results of Operations

Mtilis ii Ulitills

The following table presents the components of net income to shareholders

Years Ended December 31

dollars in thousands 2012 2011 2010

Underwriting profit loss 63588 40825 59816

Net investment income 282107 263676 272530

Net realized investment gains 31593 35857 36362

Other revenues 539284 351077 185580

Amortization of intangible assets 33512 24291 16824

Other expenses 478248 309046 168290

Interest expense 92762 86252 73663

Income tax expense 53802 41710 27782

Net income attributable to noncontrolling interests 4863 6460 936

NET INCOME TO SIIA.xalowEss 253385 142026 266793

14



Net income to shareholders increased 78% from 2011 to 2012 and decreased 47% from 2010 to 2011 primarily due to

unfavorable underwriting results in 2011 which were driven by higher losses from natural catastrophes in 2011 compared to

both 2012 and 2010 The components of net income to shareholders are discussed in further detail under Underwriting

Results Investing Results Non-Insurance Operations and Interest Expense and Income Taxes

UI11wFitiDg RsuIts

Underwriting profits are key component of our strategy to grow
book value

per
share We believe that the abifity to achieve

consistent underwriting profits demonstrates knowledge and expertise commitment to superior customer service and the

abifity to manage insurance risk The property and casualty insurance industry commonly defines underwriting profit or loss as

earned premiums net of losses and loss adjustment expenses and underwriting acquisition and insurance expenses We use

underwriting profit or loss as basis for evaluating our underwriting performance

The following table presents selected data from our underwriting operations

Years Ended December31

dollars in thousands 2012 2011 2010

Gross premium volume $2513681 $2291251 $1982467

Net written premiums 2214126 2041838 $1769118

Net retention 88% 89% 89%

Earned premiums $2147128 1979340 $1730921

Losses and loss adjustment expenses $1154068 1209986 946229

Underwriting acquisition and insurance expenses 929472 810179 724876

Underwriting profit loss 63588 40825 59816

U.S GAAP Combined Ratios111

Excess and Surplus Lines 94% 86% 96%

Specialty Admitted 108% 109% 100%

London Insurance Market 89% 116% 95%

Other Insurance Discontinued Lines NM12 NM2 NM2

Markel Corporation Consolidated 97% 102% 97%

1The U.S GAAP combined ratio is measure of underwriting performance and represents the relationship of incurred losses loss adjustment

expenses
and underwriting acquisition and insurance expenses to earned premiums combined ratio less than 100% indicates an

underwriting profit while combined ratio greater than 100% reflects an underwriting loss

21NM Ratio is not meaningful Further discussion of Other Insurance Discontinued Lines underwriting loss follows
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The 2012 consolidated combined ratio decreased from 2011 due to lower current accident year
loss ratio and more favorable

development of prior years loss reserves partially offset by higher expense ratio compared to 2011 The 2012 combined ratio

included $107.4 million or five points of underwriting loss from Hurricane Sandy in the fourth quarter The 2011 combined

ratio included $152.4 million or eight points of underwriting loss related to natural catastrophes including the Thai floods

Hurricane Irene U.S tornadoes Japanese earthquake and tsunanu Australian floods and New Zealand earthquakes Also

contributing to the improvement in the current accident year loss ratio were lower attritional losses primarily in the Excess and

Surplus Lines and London Insurance Market segments The 2012 combined ratio also included $43.1 million or two points of

underwriting acquisition and insurance expenses
related to the Companys prospective adoption of Financial Accounting

Standards Board Accounting Standard Update No 20 10-26 Accounting for Costs Associated with Acquiring or Renewing

Insurance Contracts ASU No 20 10-26 Higher profit sharing costs in 2012 were offset by favorable impact from higher

premium volume The 2011 combined ratio increased from 2010 due to higher current accident year loss ratio partially offset

by more favorable development of prior years loss reserves and lower expense ratio The increase in the 2011 combined ratio

was driven by higher losses from aatural catastrophes in 2011 compared to 2010 as described above The lower expense ratio

in 2011 was primarily due to lower costs associated with our system and business
process

initiatives and lower profit

sharing costs

The estimated net losses on Hurricane Sandy represent our best estimate of losses based upon the most current information

available We have used various loss estimation techniques to develop these reserves including reviews of modeled loss

estimates that factor in third party industry loss estimates detailed policy level reviews and direct contact with insureds and

brokers However reported losses and information on potential losses have come in slowly given the magnitude of the event

While we believe ow reserves for Hurricane Sandy are adequate we continue to closely monitor reported claims and will adjust

our estimates of gross and net losses as new information becomes available The net losses from Hurricane Sandy were within

our risk tolerance

The 2012 combined ratio included $399.0 on of favorable development on prior years loss reserves compared to $354.0

million in 2011 and $278.0 millionin 2010 The favorable development on prior years loss reserves during the past
three

years

was primarily due to loss reserve redundancies at Markel International and on our professional and products liability programs

within the Excess and Surplus Lines segment Loss reserve redundancies at Markel International were $192.0 million $94.8

million and $117.7 million in 2012 2011 and 2010 respectively Loss reserve redundancies on our professional and products

liability programs within the Excess and Surplus Lines segment were $65.9 million $87.3 millionand $96.7 million in 2012

2011 and 2010 respectively In 2012 and 2011 the favorable development on prior years loss reserves also included $78.8

million and $83.7 million respectively of loss reserve redundancies on various long-tail casualty lines within the Excess and

Surplus Lines segment

Over the past three
years we have experienced significant redundancies in prior years loss reserves The product lines that have

produced these redundancies are primarily long-tail books of business that take many years to fully develop The positive trend

in these prior years loss reserves was partially the result of the more favorable rates and terms associated with the hard

insurance market that we experienced from 2000 through 2004 Although the favorable rates and terms obtained during the

hard insurance market created expectations of improved underwriting results the full impact from this favorable environment

could not be quantified when we initially established loss reserves for these years Additionally the positive trend in these prior

years loss reserves was due in part to the adverse impact of softening insurance market conditions and poor economic

conditions experienced in recent years not being as significant as initially anticipated Since 2005 we have generally been in

soft insurance market In 2008 and 2009 we experienced significant economic slowdown from the recessionary environment

Given the volatile nature of our long-tail books of business the ultimate adverse impact of the soft insurance market and

unfavorable economic environment could not be quantified when we initially established loss reserves for these years In each

of the past
three

yeais
actual claims reporting patterns have been more favorable than we initially anticipated In connection

with our quarterly reviews of loss reserves the actuarial methods we used have exhibited favorable trend for the 2003 to 2011



accident years This trend was observed using statistical analysis of actual loss experience for those years particularly with

regard to our long-tail books of business within the Excess and Surplus Lines and London Insurance Market segments which

developed more favorably than we had expected based upon our historical experience As actual losses experienced on these

accident years
have continued to be lower than anticipated it has become more likely that the underwriting results wifi prove

to be better than originally estimated Additionally as most actuarial methods rely upon historical reporting patterns the

favorable trends experienced on earlier accident years have resulted in re-estimation of our ultimate incurred losses on more

recent accident years When we experience loss frequency or loss severity trends that are more favorable than we initially

anticipated we often evaluate the loss experience over period of several years in order to assess the relative credibility of loss

development trends In each of the past three years based upon our evaluations of claims development patterns in our long-tail

and often volatile lines of business we gave greater credibility to the favorable trend As result our actuaries reduced their

estimates of ultimate losses and management incorporated this favorable trend into its best estimate and reduced prior years

loss reserves accordingly

While we believe it is possible that there wifi be additional redundancies on prior years loss reserves in 2013 we caution readers

not to place undue reliance on this favorable trend In 2004 we began to see softening of the insurance market and experienced

slow down in the rate of increase in prices as result of increased competition Competition remained strong in 2005 and

increased further from 2006 through 2010 resulting in deterioration in pricing over this period of time Further the ultimate

impact that the financial crisis and related economic recession of 2008 and 2009 will have on our underwriting results is

difficult to quantify Similar to the impact of the hardening of the insurance market that began in 2000 the impact on our

underwriting results from the soft insurance market and adverse economic conditions cannot be fully quantified in advance

The following discussion provides more detail by segment of the underwriting results described above Following this

segment-based discussion is summary table of prior years loss reserve development

Excess and Suiplus Lines Segment

The Excess and Surplus Lines segments combined ratio for 2012 was 94% including five points of underwriting loss related to

Hurricane Sandy and two points of expense related to the prospective adoption of ASU No 20 10-26 compared to 86% in 2011

including three points of underwriting loss related to natural catastrophes and 96% in 2010 The combined ratio increased in

2012 compared to 2011 primarily due to less favorable development on prior years loss reserves partially offset by lower

current accident year loss ratio Excluding the impact of natural catastrophes in both periods the improvement in the current

accident year loss ratio in 2012 was due in part to lower attritional property losses compared to 2011 The combined ratio

decreased in 2011 compared to 2010 due to more favorable development on prior years loss reserves

In 2012 the Excess and Surplus Lines segments results included $181.4 millionof favorable development on prior years loss

reserves compared to $227.5 million in 2011 and $159.0 millionin 2010 In all three periods the redundancies on prior years

loss reserves experienced within the Excess and Surplus Lines segment were primarily on our professional and products liability

programs
and on our casualty programs

As the average loss severity or claim frequency estimates on these long-tail books of

business have decreased our actuarial estimates of the ultimate liability for unpaid losses and loss adjustment expenses were

reduced and management reduced prior years loss reserves accordingly The reduction in favorable development on prior years

loss reserves in 2012 was primarily due to the effect of soft market conditions on the underlying profitability of more recent

accident years The increase in favorable development on prior years loss reserves in 2011 was primarily due to having favorable

development on two run-off programs that were exposed to losses associated with the adverse conditions in the residential

mortgage market compared to unfavorable development in 2010 on these same two programs In 2011 we resolved significant

portion of our outstanding liabilities associated with one of those
programs and as result reduced prior years loss reserves by

$16.1 million
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The favorable development of prior years loss reserves during 2012 included $65.9 millionof redundancies on our professional

and products liability programs of which $61.1 million was on the 2007 to 2011 accident
years

The favorable development of

prior years loss reserves during 2011 included $87.3 millionof redundancies on our professional and products liability

programs of which $78.9 millionwas on the 2006 to 2010 accident years The favorable development of prior years loss

reserves during 2010 included $96.7 millionof redundancies on our professional and products liability programs of which $79.8

million was on the 2006 to 2009 accident years The favorable development experienced in 2012 2011 and 2010 on our long-tail

professional and products liability books of business was primarily the result of lower loss severity than was originally

anticipated In each of the periods presented the product lines that produced the majority of the redundancy were the specified

medical medical malpractice and products liabifity programs In 2012 the average claim severity estimate on the 2007 to 2011

accident years for these product lines declined by 4% compared to 2011 In 2011 the average claim severity estimate on the

2006 to 2010 accident years for these product lines declined by 6% compared to 2010 As result of these decreases in severity

our actuarial estimates of the ultimate liability for unpaid losses and loss adjustment expenses were reduced and management

reduced prior years loss reserves accordingly

In 2012 we experienced $78.8 miffion of redundancies on various long-tail casualty lines primarily on the 2003 to 2009

accident years due in part to lower claim frequencies than originally anticipated In 2011 we experienced $83.7 millionof

redundancies on various long-tail casualty lines primarily on the 2003 to 2009 accident
years primarily due to lower loss

severity than originally anticipated In 2010 we experienced $55.4 on of redundancies on our brokerage general liability

excess and umbrella and enviromnental programs on the 2003 to 2009 accident years primarily due to lower loss severity than

originally anticipated In 2003 as result of previous adverse loss experience we took significant corrective actions within our

brokerage casualty operations including the re-underwriting and re-pricing of the ongoing business Our brokerage casualty

business includes product lines that are long-tail and volatile in nature During 2012 and 2011 actual incurred losses and loss

adjustment expenses on reported claims for various long-tail casualty lines on the 2003 to 2009 accident years were $41.9

million and $29.6 million respectively less than we anticipated in our actuarial analyses During 2010 actual incurred losses

and loss adjustment expenses on reported claims for brokerage casualty business on the 2003 to 2009 accident years were $12.9

million less than we anticipated in our actuarial analyses As result our actuaries reduced their estimates of ultimate losses in

2012 2011 and 2010 and management assigned greater credibility to this favorable experience and reduced prior years loss

reserves accordingly

Specialty Admitted Segment

The Specialty Admitted segments combined ratio for 2012 was 108% including three points of underwriting loss related to

Hurricane Sandy and two points of
expense

related to the prospective adoption of ASU No 20 10-26 compared to 109% in 2011

including two points of underwriting loss related to natural catastrophes and 100% in 2010 The combined ratio decreased in

2012 compared to 2011 due to more favorable development of prior years loss reserves and lower current accident year loss

ratio partially offset by higher expense ratio compared to 2011 The improvement in the current accident year loss ratio in

2012 was due in part to improved underwriting performance for two programs within our accident and health liability class

The increase in the 2012 expense ratio was driven by higher underwriting acquisition and insurance expenses
related to the

Companys prospective adoption of ASU No 20 10-26 higher profit sharing costs and the write-off of previously capitalized

software development costs

The combined ratio increased in 2011 compared to 2010 due to higher current accident year loss ratio partially offset by more

favorable development on prior years loss reserves In addition to the impact of natural catastrophes the higher current

accident year loss ratio for 2011 was due in part to the impact of soft market conditions on pricing and greater incidence of

high severity losses across several divisions at the Markel Specialty unit including higher than expected loss frequency and

severity on the accident and health liability class The increase in the current accident year loss ratio for 2011 also was



attributable to the impact of the inclusion of our Markel FirstComp workers compensation operations in the Specialty

Admitted segment Our workers compensation operations added four points and two points to the Specialty Admitted

segments current accident
year

loss ratio in 2011 and 2010 respectively and added five points and one point to the segments

combined ratio in 2011 and 2010 respectively

The Specialty Admitted segments results included $46.7 million $27.4 millionand $4.7 million of favorable development on

prior years loss reserves in 2012 2011 and 2010 respectively The favorable development in 2012 included $31.2 millionof

redundancies of prior years loss reserves at the Markel Specialty unit most notably on the 2006 to 2011 accident year across

several product lines The favorable development in 2012 was most significant on our accident and medical and general liability

product lines During 2012 these product lines had incurred loss development which was less than we anticipated in our

actuarial analyses As result our actuaries reduced their estimates of the ultimate liability for unpaid losses and loss

adjustment expenses
and management reduced prior years loss reserves accordingly The favorable development in 2011

included $18.2 million of redundancies of prior years loss reserves at the Markel Specialty unit primarily on the 2006 to 2009

accident years In 2011 the favorable development at the Markel Specialty unit was due in part to lower loss severity than was

originally anticipated on various property lines of business and lower loss frequency than was originally anticipated on various

casualty programs The favorable development in 2010 was primarily due to redundancies of prior years loss reserves at the

Markel American Specialty Personal and Commercial Lines unit on the 2007 to 2009 accident years

Beginning in the fourth quarter of 2010 the Specialty Admitted segments results included our Markel FirstComp workers

compensation operations Markel FirstComp produces business for certain of our insurance companies and through June 30

2011 also acted as managing general agent producing business for the benefit of unaffiliated insurance companies In 2012 and

2011 the Specialty Admitted segments results included loss of $36.1 million and $33.8 million respectively from our Markel

FirstComp operations which was consistent with our expectations The workers compensation insurance market continues to

be adversely impacted by high rates of unemployment unfavorable economic conditions and challenging pricing

environment The losses experienced in 2012 and 2011 were also due in part to the impact of conforming the confidence level of

Markel FirstComps reserves with our historical levels which we expect will be completed in 2013

London Insurance Market Segment

The London Insurance Market segments combined ratio for 2012 was 89% including six points of underwriting loss related to

Hurricane Sandy and two points of expense related to the prospective adoption of ASU No 20 10-26 compared to 116% in 2011

including 18 points of underwriting loss related to natural catastrophes and 95% in 2010 including three points of

underwriting loss related to natural catastrophes In addition to the impact of fewer natural catastrophes the combined ratio

decreased in 2012 due to more favorable development of prior years loss reserves compared to 2011 and lower attritional losses

on the current accident year primarily on our property lines in the Specialty division within the London Insurance Market

segment In 2011 in addition to the impact of natural catastrophes the combined ratio increased compared to 2010 due to less

favorable development on prior years loss reserves The 2010 combined ratio included $17.0 million or three points of

underwriting loss related to the Chilean earthquake

The London Insurance Market segments 2012 combined ratio included $192.0 millionof favorable development on prior years

loss reserves of which $117.0 millionwas on the 2008 and 2009 accident years The redundancies on prior years loss reserves

experienced in 2012 occurred in variety of programs across each of our divisions driven by lower than expected claims activity

Consistent with the favorable development experienced in 2011 and 2010 favorable development in 2012 was due in part to the

adverse impact of the disruptions in the financial markets during 2008 and 2009 not being as significant as initially anticipated

The favorable development of prior years loss reserves experienced in 2012 also included $39.1 million of redundancies on the

2001 and prior accident years due to continued favorable development on casualty lines and legacy syndicate business and

reduction in the allowance for reinsurance bad debt related to such liabilities
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The London Insurance Market segments 2011 combined ratio included $94.8 millionof favorable development on prior years

loss reserves of which $43.4 millionwas on the 2008 and 2009 accident years This favorable development of prior years loss

reserves occurred in variety of
programs across each of our divisions and was due in part to the adverse impact of the

disruptions in the financial markets during 2008 and 2009 not being as significant as initially anticipated The favorable

development of prior years loss reserves experienced in 2011 included $18.8 million of redundancies on the 2001 and prior

accident years As we continued to experience better than expected case loss activity on the remaining open claims we reduced

prior years loss reserves accordingly

The London Insurance Market segments 2010 combined ratio included $117.7 millionof favorable development on prior years

loss reserves of which $76.3 millionwas on the 2004 to 2007 accident years This favorable development of prior years loss

reserves occurred in variety of programs across each of our divisions and was due in part to the adverse impact of softening

insurance market conditions since 2005 and recent poor
economic conditions not being as significant as initially anticipated

During 2010 actual incurred losses and loss adjustment expenses on reported claims for the 2004 to 2007 accident years were

less than we originally expected As result of this favorable experience our actuarial estimates of the ultimate liability for

unpaid losses and loss adjustment expenses were reduced by $29.9 million and management reduced prior years loss reserves

accordingly

The favorable development of prior years loss reserves experienced in 2010 included $33.7 million of redundancies on the 2001

and prior accident years These redundancies predominantly related to marine and aviation liability and professional indemnity

business written prior to our acquisition of Markel International in 2000 The claims file review in 2010 highlighted better than

expected case loss activity due in part to favorable claims settlements experienced in 2010 Based on the results of the claims

file review there was less uncertainty with regard to the ultimate settlement amount of the remaining open claims and we

reduced prior years loss reserves accordingly

In 2010 the loss reserve redundancies in the London Insurance Market segment were partially offset by $35.0 million of adverse

loss reserve development on prior years loss reserves in the Professional and Financial Risks division related to medical

malpractice coverage for Italian hospitals which we started writing in 2005 This business was written until late 2008 when as

result of higher than expected loss frequency and severity we exited this class During 2010 we completed detailed review of

all reported claims within the medical malpractice class which highlighted that ultimate loss severity is expected to be greater

than previously anticipated due in part to an increasingly adverse legal environment for medical malpractice insurers in Italy As

result our actuaries increased their estimates of ultimate losses and management increased prior years loss reserves

accordingly

The underwriting performance for this segment may vary to greater degree than our other segments due to Markel

Internationals current mix of business which includes high percentage
of catastrophe-exposed business and higher average

policy limits



Other Insurance Discontinued Lines Segment

The majority of the losses and loss adjustment expenses and the underwriting acquisition and insurance expenses for the Other

Insurance Discontinued Lines segment are associated with asbestos and environmental exposures or discontinued Markel

International
programs most of which were discontinued upon acquisition or shortly thereafter Given the insignificant

amount of premium earned in the Other Insurance Discontinued Lines segment we evaluate this segments underwriting

performance in terms of dollars of underwriting profit or loss instead of its combined ratio

The Other Insurance Discontinued Lines segment produced an underwriting loss of $21.3 millionin 2012 compared to an

underwriting profit of $4.7 million in 2011 and an underwriting loss of $3.1 millionin 2010 The underwriting loss in 2012

included $38.2 million of adverse loss reserve development on asbestos and environmental exposures partially offset by

favorable movements in prior years loss reserves and allowances for reinsurance bad debt related to discontinued lines of

business originally written by Markel International

We complete an annual review of our asbestos and environmental exposures during the third quarter of the year unless

circumstances suggest an earlier review is appropriate Over the past two years
the number of asbestos and environmental

claims reported each year across the property and casualty industry has been on the decline However at the same time the

likelihood of making an indemnity payment has risen thus increasing the average cost per reported claim During our 2012

annual review we reduced our estimate of the ultimate claims count while increasing our estimate of the number of claims

that would ultimately be closed with an indemnity payment As result prior years loss reserves for asbestos and

environmental exposures were increased by $31.1 million During our 2011 and 2010 reviews we determined that no

adjustment to loss reserves was required

Asbestos and environmental loss reserves are subject to significant uncertainty due to potential loss severity and frequency

resulting from an uncertain and unfavorable legal climate Our asbestos and environmental reserves are not discounted to

present value and are forecasted to pay out over the next 40 to 50 years We seek to establish appropriate reserve levels for

asbestos and environmental exposures however these reserves could be subject to increases in the future See note of the

notes to consolidated financial statements for further discussion of our exposures to asbestos and environmental claims

The following tables sununarize the increases decreases in prior years loss reserves by segment as discussed above

Year Ended December 31 2012

Other

Excess London Insurance

Surplus Specialty Insurance Discontinued

dollars in millions Lines Admitted Market Lines Total

Professional/Products liability 65.9 65.9

Casualty 78.8 78.8

Markel International 2002 post 152.9 152.9

Markel International 2001 prior 39.1 39.1

Markel Specialty 31.2 31.2

Asbestos and environmental exposures
381 38.2

Net other prior years redundancy 36.7 15.5 17.1 69.3

INcREAsE DEcREAsE 181.4 46.7 192.0 21.1 399.0
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Year Ended December 31 2011

Other

Excess London Insurance

Surplus Specialty Insurance Discontinued

dollars in millions Lines Admitted Market Lines Total

Professional/Products liability 87.3 873

Casualty 83.7 83.7

Mortgage-relatedprograms 16.1 16.1

Markel International 2002 post 76.0 76.0

Markel International 2001 prior 18.8 18.8

Markel Specialty 18.2 18.2

Net other prior years redundancy 40.4 9.2 4.3 53.9

DEcRnsE 227.5 27.4 94.8 4.3 354.0

Year Ended December31 2010

Other

Excess London Insurance

Surplus Specialty Insurance Discontinued

dollars in millions Lines Admitted Market Lines Total

Prof essional/Products liability 96.7 96.7

Brokerage casualty 55.4 55.4

Mortgage-related programs 29.9 29.9

Markel International medical malpractice 35.0 35.0

Markel International 2002 post 119.0 119.0

Markel International 2001 pnor 33.7 33.7

Net other pnor years redundancy deficiency 36.8 4.7 3.4 38.1

INCREASE DEciwsE 159.0 4.7 117.7 3.4 278.0

Over the past three years we have experienced favorable development on prior years loss reserves ranging from 6% to 9% of

beginning of year net loss reserves In 2012 we experienced favorable development of $399.0 millionor 9% of beginning of year

net loss reserves compared to $354.0 million or 8% of beginning of year net loss reserves in 2011 and $278.0 million or 6% of

beginning of year net loss reserves in 2010
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It is difficult for management to predict the duration and magnitude of an existing trend and on relative basis it is even

more difficult to predict the emergence of factors or trends that are unknown today but may have material impact on loss

reserve development In assessing the likelihood of whether the above favorable trends wifi continue and whether other trends

may develop we believe that reasonably likely movement in prior years loss reserves during 2013 would range from

deficiency of approximately 1% or $50 million to redundancy of approximately 8% or $350 million of December 31 2012

net loss reserves

Plemiuffis

The following table summarizes gross premium volume by segment

GROSS PREIVIIUM VOLUME Years Ended December 31

dollars in thousands 2012 2011 2010

Excess and Surplus Lines 956273 893427 898409

Specialty Admitted 669692 572392 375036

London Insurance Market 887720 825301 708968

Other Insurance Discontinued Lines 131 54

Tomi 2513681 2291251 1982467

The Excess and Surplus Lines segment gross premium volume increased 7% in 2012 compared to 2011 The increase in 2012

was due in part to more favorable rates primarily on our excess and umbrella and property lines Excess and Surplus Lines

segment gross premium volume decreased 1% in 2011 compared to 2010 The decrease in 2011 was due to reduction in

written premiums on two specialized insurance programs one of which was exposed to losses associated with the adverse

conditions in the residential mortgage market and is now in run-off Excluding these two programs gross premium volume in

the Excess and Surplus Lines segment
increased 7% in 2011

The Specialty Admitted segment gross premium volume increased 17% in 2012 compared to 2011 and increased 53% in 2011

compared to 2010 In 2012 the Specialty Admitted segment included $79.2 miffion of gross written premiums from Thomco

which was acquired in the first quarter of 2012 Gross premium volume in the Specialty Admitted segment also included $257.3

million of
gross premium volume attributable to Markel FirstComp compared to $226.7 millionin 2011 and $40.7 million

in2OlO

The London Insurance Market segment gross premium volume increased 8% in 2012 compared to 2011 The increase in 2012

was due in part to more favorable rates primarily in our Marine and Energy division London Insurance Market segment gross

premium volume increased 16% in 2011 compared to 2010 The increase in 2011 was due in part to an increase in premiums

written by Elliott Special Risks which was converted during 2010 from managing general agent operation to risk bearing

insurance division During 2011 gross premium volume in the London Insurance Market segment also benefited from offering

higher policy limits and an improved pricing environment in the Marine and Energy division Foreign currency exchange rate

movements did not have significant impact on gross premium volume in 2012 or 2011
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The following table summarizes net written premiums by segment

NET WRITTEN PREMIUMS Years Ended December31

dollars in thousands 2012 2011 2010

Excess and Surplus Lines 811601 772279 797518

Specialty Admitted 628147 543213 348634

London Insurance Market 774383 726359 622799

Other Insurance Discontinued Lines 13 167

ToTAl 2214126 2041838 1769118

Net retention of gross premium volume was 88% in 2012 compared to 89% in both 2011 arid 2010 As part of our underwriting

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

reinsurance in order to reduce our retention on individual risks and enable us to write policies with sufficient limits to meet

policyholder needs

The following table summarizes earned premiums by segment

EARNED PREMIUMS Years Ended December31

dollars in thousands 2012

Excess and Surplus Lines 793159 756306 809672

Specialty Admitted 588758 527293 343574

London Insurance Market 765216 695753 577507

Other Insurance Discontinued Lines 12 168

ToTAl 2147128 1979340 1730921

The Excess and Surplus Lines segment earned premiums increased 5% in 2012 compared to 2011 and decreased 7% in 2011

compared to 2010 The change in both periods was result of the change in gross premium volume

The Specialty Admitted segment earned premiums increased 12% in 2012 compared to 2011 and increased 53% in 2011

compared to 2010 In 2012 the Specialty Admitted segment included $241.2 million of earned premiums attributable to Markel

FirstComp compared to $200.8 millionin 2011 and $36.9 million in 2010 In 2012 the Specialty Admitted segment also

included $31.3 million of earned premiums from Thomco

The London Insurance Market segment earned premiums increased 10% in 2012 compared to 2011 and increased 20% in 2011

compared to 2010 The increase in both periods was primarily result of higher gross premium volume Foreign currency

exchange rate movements did not have significant impact on earned premiums in 2012 or 2011

Ilvsiiiiij
Rlslis

Our business strategy recognizes the importance of both consistent underwriting and operating profits and superior investment

retums to build shareholder value We rely on sound underwriting practices to produce investable funds while minimizing

underwriting risk We believe it is important to evaluate investment performance by measuring total investment return

Total investment return includes items that impact net income such as net investment income and realized investment

gains or losses as well as changes in unrealized gains or losses which do not impact net income We focus on long-term total

investment return understanding that the level of realized and unrealized investment gains or losses may vary from one period

to the next Taxable equivalent total investment return provides measure of investment performance that considers the yield

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

2011 2010
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Following period of considerable dislocation in the global financial markets that began in 2008 our investment portfolio

experienced significant recoveries beginning in the latter half of 2009 and continuing into 2010 Given the improvement in the

financial markets in 2010 we increased our purchases of fixed maturities and equity securities and gradually shifted our

investment portfolios allocation from short-term investments and cash and cash equivalents to higher yielding investment

securities During 2011 and 2012 we have increased our holdings of equity securities to capitalize on opportunities in the equity

markets Also during this time we increased our holdings of cash and cash equivalents and short-term investments and reduced

our holdings of fixed maturities Due to the current low interest rate environment we have chosen to take more defensive

posture earning slightly lower investment yields in order to maintain high level of liquidity and have flexibility in how we

allocate capital At December 31 2012 equity securities represented 26% of our invested assets compared to 21% at

December 31 2011 At December31 2012 short-term investments and cash and cash equivalents represented 21% of our

invested assets compared to 15% at December31 2011

The following table summarizes our investment performance
Years Ended December 31

dollars in thousands 2012 2011 2010

Net investment income 282107 263676 272530

Net realized investment gains 31593 35857 36362

Change in net unrealized gains on investments 353808 182722 243736

Investment yield1
3.7% 3.6% 3.8%

Taxable equivalent total investment return

before foreign currency effect 8.6% 6.7% 8.1%

Taxable equivalent total investment returnt21 9.0% 6.5% 7.9%

Invested assets end of year 9332745 8728147 8223796

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

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

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

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

Investments and cash and cash equivalents invested assets increased 7% in 2012 The increase in the investment portfolio in

2012 was primarily due to an increase in net unrealized gains on investments of $353.8 millionand cash flows from operations

of $392.5 million Invested assets increased 6% in 2011 The increase in the investment portfolio in 2011 was primarily due to

an increase in net unrealized gains on investments of $182.7 million and cash flows from operations of $311.3 million

Net investment income increased 7% in 2012 which was primarily due to favorable change in the fair value of our credit

default swap Excluding the change in the fair value of our credit default swap net investment income in 2012 was flat

compared to 2011 as lower investment income on our fixed income portfolio due to lower invested assets was offset by

increased dividend income on our equity portfolio due to special dividend payments during 2012 Net investment income

decreased 3% in 2011 which was primarily due to an adverse change in the fair value of our credit default swap The decrease

in net investment income in 2011 also was attributable to decline in investment yields as we increased our allocation to

short-term investments and cash and cash equivalents The impact of lower investment yields during 2011 was partially offset

by having higher invested assets in 2011 compared to 2010
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Net investment mcorne in 2012 included favorable change in the fair value of our credit default
swap

of $16.6 million Net

investment income in 2011 included an adverse change in the fair value of our credit default swap of $4.1 million Net

investment income in 2010 included favorable change in the fair value of our credit default swap of $1.7 million The fair

value of the credit default
swap was liability of $12.7 millionand $29.3 million at December 31 2012 and December 31 2011

respectively

Net realized investment gains were $31.6 million $35.9 million and $36.4 millionin 2012 2011 and 2010 respectively

Net realized investment gains include both gains and losses from sales of securities and losses from write downs for

other-than-temporary declines in the estimated fair value of investments In 2012 net realized investment gains included $12.1

millionof write downs for other-than-temporary declines in the estimated fair value of investments compared to $20.2 million

and $12.2 million in 2011 and 2010 respectively In 2012 2011 and 2010 net realized investment gains were related to equity

securities and fixed maturities that were sold because of our decision to reallocate capital to other equity securities or fixed

maturities with greater potential for long-term investment returns In 2010 net realized investment gains were also related to

equity securities and fixed maturities that were sold because of tax planning strategies

Net realized investment gains in 2012 2011 and 2010 included $0.9 million $0.5 million and $1.5 million respectively of

realized losses from sales of fixed rnatunties and equity securities Proceeds received on securities sold at loss were $11.9

million in 2012 $18.5 million in 2011 and $36.0 million in 2010

Approximately 99% of the gross realized losses in 2012 related to securities that had been in continuous unrealized loss

position for less than one year Gross realized losses in 2012 included $12.1 million of write downs for other-than-temporary

declines in the estimated fair value of investments These write downs were made with respect to five equity securities

Approximately 87% of the gross realized losses in 2011 related to securities that had been in continuous unrealized loss

position for less than one year Gross realized losses in 2011 included $20.2 million of write downs for other-than-temporary

declines in the estimated fair value of investments These write downs were made with respect to 18 equity securities arid five

fixed maturities

Approximately 84% of the gross realized losses in 2010 related to securities that had been in continuous unrealized loss

position for less than one year Gross realized losses in 2010 included $12.2 millionof write downs for other-than-temporary

declines in the estimated fair value of investments These write downs were made with respect to eight equity securities four

fixed maturities and four real estate investments

In 2012 net unrealized gains on investments increased $353.8 millionprimarily due to increases in the estimated fair value of

our equity portfolio as result of continued improvement in financial market conditions during 2012 In 2011 net unrealized

gains on investments increased $182.7 milliondue to an increase in the estimated fair value of our fixed maturity portfolio as

result of decline in interest rates during 2011 In 2010 net unrealized gains on investments increased $243.7 million due to

increases in the estimated fair value of both our fixed maturity and equity portfolios as result of improved financial market

conditions during the latter half of 2009 and 2010



We complete detailed analysis each quarter to assess whether the decline in the fair value of any investment below its cost

basis is deemed other-than-temporary At December 31 2012 we held securities with
gross

unrealized losses of $17.2 million

or less than 1% of invested assets All securities with unrealized losses were reviewed and we believe that there were no other

securities with indications of declines in estimated fair value that were other-than-temporary at December 31 2012 However

given the volatility in the debt and equity markets we caution readers that further declines in fair value could be significant and

may result in additional other-than-temporary impairment charges in future periods Variabifity in the timing of realized and

unrealized gains and losses is to be expected See note 2b of the notes to consolidated financial statements for further

discussion of unrealized losses

Up13tios MBrk Viituis

Our non-insurance operations which we refer to collectively as Markel Ventures are comprised of diverse portfolio of

industrial and service companies from various industries including manufacturers of dredging equipment high-speed bakery

equipment laminated furniture products and food processing equipment an owner and operator of manufactured housing

communities real estate investment fund manager retail intelligence services company manager of behavioral health

programs provider of concierge medical and executive health services and manufacturer and lessor of trailer tubes used by

industrial chemical and distribution companies to transport gas and liquids In April 2012 we acquired an 85% controlling

interest in Havco WP LLC Havco privately held company based in Cape Girardeau Missouri that manufactures laminated

oak and composite wood flooring used in the assembly of truck trailers intermodal containers and truck bodies In July2012

we acquired Tromp Bakery Equipment B.V Netherlands based global supplier of high-tech food processing equipment which

designs and manufactures baking equipment and sheeting lines for pizza pastry pie and specialty bread bakers worldwide

In September 2012 we acquired an 85% controlling interest in Reading Baking Systems leading global designer and

manufacturer of industrial baking systems for the production of crackers pretzels cookies and other baked snacks based in

Reading Pennsylvania

We consolidate our non-insurance operations on one-month lag Operating revenues and expenses associated with our

non-insurance operations are included in other revenues and other expenses in the consolidated statements of income and

comprehensive income Revenues from our non-insurance operations were $489.4 million $317.5 millionand $166.5 million

in 2012 2011 and 2010 respectively Net income to shareholders from our non-insurance operations was $13.5 million

$7.7 millionand $4.2 millionin 2012 2011 and 2010 respectively EBffDA from our non-insurance operations was $60.4

million $37.3 millionand $20.4 million in 2012 2011 and 2010 respectively Revenues net income to shareholders and

EBffDA from our non-insurance operations increased in 2012 compared to 2011 primarily due to our acquisitions of WI

Holdings Inc in late 2011 and Havco in 2012 Revenues net income to shareholders and EB1TDA from our non-insurance

operations increased in 2011 compared to 2010 primarily due to our acquisitions of RD Holdings LLC and Diamond Heahhcare

Corporation in late 2010

Markel Ventures EBITDA is non-GAAP financial measure and reflects income attributable to our ownership interest in

Markel Ventures before interest income taxes depreciation and amortization We use Markel Ventures EBffDA as an operating

performance measure in conjunction with U.S GAAP measures including revenues and net income to monitor and evaluate

the performance of our non-insurance operations Because EB1TDA excludes interest income taxes depreciation and

amortization it provides an indicator of economic performance that is useful to both management and investors in evaluating

our non-insurance businesses as it is not affected by levels of debt interest rates effective tax rates or levels of depreciation and

amortization resulting from purchase accounting The following table reconciles EBITDA of Markel Ventures to consolidated

net income to shareholders
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Years Ended December 31

dollars in thousands 2012 2011 2010

Markel Ventures EBITDA 60361 37325 20412

Interest expense 9782 10871 2259

Income tax expense 7868 4335 3558

Depreciation expense 14205 5106 3239

Amortization of intangible assets 15031 9267 7145

Markel Ventures net income 13475 7746 4211

Net income from other Markel operations 239910 134280 262582

NET INCOME TO SIxu-iowERs 253385 142026 266793

Interest expense for the years ended December 31 2012 and 2011 includes intercompany interest expense of $6.4 million and

$6.0 mfflion respectively

IMtrsI ExpJs I1l Tu

Interest expense was $92.8 million in 2012 compared to $86.3 millionin 2011 and $73.7 millionin 2010 The increase in

interest expense in 2012 compared to 2011 was due in part to our $350 million issuance in July 2012 of 4.90% unsecured senior

notes due July 2022 The increase in interest expense in 2011 compared to 2010 was due in part to our $250 millionissuance

in June 2011 of 5.35% unsecured senior notes due June 2021

The effective tax rate was 17% in 2012 compared to 22% in 2011 In both periods the effective tax rate differs from the

statutory tax rate of 35% primarily as result of tax-exempt investment income Additionally in 2012 we had higher earnings

from our foreign operations which are taxed at lower rate The effective tax rate was 9% in 2010 which included tax benefits

associated with our foreign operations Before considering the tax benefits related to foreign operations the effective tax rate in

2010 was 22% which differs from the statutory tax rate of 35% primarily as result of tax-exempt investment income The

effective tax rate in 2010 included an 11% income tax benefit related to foreign operations as result of change in our plans

regarding the amount of earnings considered indefinitely reinvested in foreign subsidiaries

With few exceptions we are no longer subject to income tax examination by tax authorities for years ended before January

2009 See note of the notes to consolidated financial statements for discussion of factors affecting the realization of our gross

deferred tax assets and unrecognized tax benefits resulting from uncertain tax positions taken or expected to be taken in our

income tax returns

GElllp Iruull th Shlrh

Comprehensive income to shareholders was $503.8 million $251.9 million and $430.6 million in 2012 2011 and 2010

respectively Comprehensive income to shareholders for 2012 included an increase in net unrealized gains on investments net

of taxes of $242.2 millionand net income to shareholders of $253.4 million Comprehensive income to shareholders for 2011

included an increase in net unrealized gains on investments net of taxes of $123.4 million and net income to shareholders of

$142.0 million Comprehensive income to shareholders for 2010 included an increase in net unrealized gains on investments

net of taxes of $163.5 million and net income to shareholders of $266.8 million
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We maintain reserves for specific claims incurred and reported reserves for claims incurred but not reported and reserves for

uncollectible reinsurance Our ultimate liability may be greater or less than current reserves In the insurance industry there is

always the risk that reserves may prove inadequate We continually monitor reserves using new information on reported claims

and variety of statistical techniques Anticipated inflation is reflected implicitly in the reserving process through analysis of

cost trends and the review of historical development We do not discount our reserves for losses and loss adjustment expenses to

reflect estimated present value

The first line of the following table shows our net reserves for losses and loss adjustment expenses adjusted for commutations

foreign currency movements and other items This adjustment is accomplished by revising the reserves for losses and loss

adjustment expenses as originally estimated at the end of each
year

and all prior years for reserves either reassumed from

reinsurers or ceded back to cedents through reinsurance commutation agreements Adjustments also are made for the effects of

changes in foreign currency rates since the reserves for losses and loss adjustment expenses were originally estimated Net

reserves for losses and loss adjustment expenses of acquired insurance companies are included in the
year

of acqinsition

The upper portion of the table shows the cumulative amount paid with respect to the previously recorded reserves as of the end

of each succeeding year The lower portion of the table shows the re-estimated amount of the previously recorded reserves based

on experience as of the end of each succeeding year including cumulative payments made since the end of the respective year

For example the liability for losses and loss adjustment expenses at the end of 2007 for 2007 and all prior years adjusted for

commutations foreign currency movements and other items was originally estimated to be $4346.5 million Five years later

as of December 31 2012 this amount was re-estimated to be $3382.7 million of which $2245.4 millionhad been paid leaving

reserve of $1137.3 million for losses and loss adjustment expenses for 2007 and prior years remaining unpaid as of

December 31 2012
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The following table represents the development of reserves for losses and loss adjustment expenses
for the period 2002 through 2012

dollars in millions 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012

Net reserves end of year adjusted for

commutations foreign currency

movements and other 2966.8 3426.6 3838.1 4196.4 4296.7 4346.5 4564.7 4550.2 4616.0 4638.1 4592.7

Paid cumulative as of

One year
later 702.1 679.6 717.2 799.5 783.8 727.6 759.5 796.1 898.3 932.0

Twoyearslater 1214.1 1194.1 1256.5 1375.4 1312.1 1270.8 1364.8 1417.0 1531.0

Three years later 1615.7 1597.8 1667.4 1752.4 1689.6 1686.3 1841.0 1881.5

Four years later 1932.5 1914.7 1932.9 2018.2 1994.1 1983.9 2189.7

Five years later 2171.6 2105.6 2114.0 2243.3 2201.5 2245.4

Six years later 2317.7 2235.8 2293.2 2406.5 2396.8

Seven years later 2418.7 2382.1 2418.4 2581.1

Eight years later 2537.0 2487.4 2545.1

Nine years
later 2624.5 2604.5

Ten years later 2730.4

Reserves re-estimated as of

One year later 3095.4 3460.5 3787.5 4064.0 4099.4 4182.7 4329.3 4272.1 4262.2 4239.1

Two years later 3279.7 3481.0 3632.8 3913.7 3960.4 3947.3 4092.5 3928.9 3887.0

Three years later 3354.9 3416.5 3548.3 3809.8 3773.1 3732.9 3827.7 3636.5

Four years later 3342.2 3412.8 3520.3 3700.2 3612.5 3531.7 3631.5

Five years later 3374.9 3433.1 3474.0 3588.2 3458.1 3382.7

Six years later 3416.1 3408.9 3391.9 3473.8 3359.8

Seven years later 3418.3 3353.0 3308.7 3408.3

Eight years later 3387.1 3299.7 3261.8

Nine years later 335 1.4 3266.4

Ten years later 3322.9

Net cumulative redundancy deficiency 356.1 160.2 576.3 788.1 936.9 963.8 933.2 913.7 729.0 399.0

Cumulative% 12% 5% 15% 19% 22% 22% 20% 20% 16% 9%

Gross reserves end of year adjusted for

commutations foreign currency

movements and other 4337.4 4784.4 5210.7 5975.4 5409.0 5298.2 5542.7 5383.7 5390.4 5419.9 5371.4

Reinsurance recoverable adjusted for

commutations foreign currency

movementsandother 1370.6 1357.8 1372.6 1779.0 1112.3 951.7 978.0 833.5 774.4 781.8 778.8

Net reserves end of year adjusted for

commutations foreign currency

movements and other 2966.8 3426.6 3838.1 4196.4 4296.7 4346.5 4564.7 4550.2 4616.0 4638.1 4592.7

Gross re-estimated reserves 4831.5 4605.6 4497.6 5025.7 4347.3 4215.1 4495.2 4392.9 4620.3 5015.2

Re-estimated recoverable 1508.6 1339.2 1235.8 1617.4 987.5 832.4 863.7 756.4 733.3 776.1

Net re-estimated reserves 3322.9 3266.4 3261.8 3408.3 3359.8 3382.7 3631.5 3636.5 3887.0 4239.1

Gross cumulative redundancy deficiency 494.1 178.8 713.1 949.7 1061.7 1083.1 1047.5 990.8 770.1 404.7



Net cumulative redundancy deficiency represents the change in the estimate from the original balance sheet date to the date of

the current estimate For example the liability for losses and loss adjustment expenses developed $963.8 million redundancy

from December 31 2007 to December 31 2012 Conditions and trends that have affected the development of loss reserves in

the past may not necessarily occur in the future Accordingly it may not be appropriate to extrapolate future redundancies or

deficiencies based on the table Gross cumulative redundancy deficiency is presented before deductions for reinsurance Gross

deficiencies and redundancies may be significantly more or less than net deficiencies and redundancies due to the nature and

extent of applicable reinsurance The net and gross cumulative redundancies as of December 31 2012 for 2011 and prior years

were primarily due to redundancies that developed during 2012 at Markel Intemational and on our professional and products

liability and casualty programs within the Excess and Surplus Lines segment on the 2003 to 2011 accident years See

Underwriting Results for further discussion of changes in prior years loss reserves

See note of the notes to consolidated financial statements and the discussion under Critical Accounting Estimates for

discussion of estimates and assumptions related to the reserves for losses and loss adjustment expenses

Liquidity oud Copitdl Resuvices

We seek to maintain prudent levels of liquidity and financial leverage for the protection of our policyholders creditors and

shareholders Our target capital structure includes approximately 30% debt Our debt to capital ratio was 28% at both

December31 2012 and December 31 2011 From time to time our debt to total capital ratio may increase due to business

opportunities that may be financed in the short term with debt Altematively our debt to total capital ratio may fall below our

target capital structure which provides us with additional borrowing capacity to respond when future opportunities arise

At December 31 2012 our holding company Markel Corporation held $1.4 billion of invested assets which approximated 16

times annual interest expense of the holding company compared to $1.2 billion of invested assets at December 31 2011 In

order to maintain prudent levels of liquidity we seek to maintain invested assets at Markel Corporation of at least two times

annual interest expense The excess liquidity at Markel Corporation is available to increase capital at our insurance subsidiaries

complete acquisitions repurchase shares of our common stock or retire debt

Under the terms of the agreements in which we acquired controlling interests in certain non-insurance subsidiaries the

remaining equity interests have the option to sell their interests to us in the future These redeemable noncontrolling interests

generally become redeemable through 2018 however the occurrence timing and redemption value of these transactions is

uncertain As of December 31 2012 redeemable noncontrolling interests totaled $86.2 million

In October 2010 we completed our acquisition of Aspen Holdings Inc Aspen As part of the consideration for this acquisition

Aspen shareholders received contingent value rights that may result in the payment of additional cash consideration depending

among other things upon the development of pre-acquisition loss reserves and loss sensitive profit commissions over time

Based on current expectations we believe that it is unlikely that any contingent consideration will be paid related to the

contingent value rights

Our Board of Directors has approved the repurchase of up to $200 millionof common stock under share repurchase program

the Program Under the Program we may repurchase outstanding shares of common stock from time to time primarily

through open-market transactions The Program has no expiration date but maybe terminated by the Board of Directors at

anytime As of December 31 2012 we had repurchased 154842 shares of our common stock at cost of $60.5 million under

the Program
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Our insurance operations collect premiums and pay claims reinsurance costs and operating expenses Premiums collected and

positive cash flows from the insurance operations are invested primarily in short-term investments and long-term fixed

maturities Short-term investments held by our insurance subsidiaries provide liquidity for projected claims reinsurance costs

and operating expenses As holding company Markel Corporation receives cash from its subsidiaries as reimbursement for

operating and other administrative expenses it incurs The reimbursements are made within the guidelines of various

management agreements between the holding company and its subsidiaries

The holding company has historically relied upon dividends from its domestic subsidiaries to meet debt service obligations

Under the insurance laws of the various states in which our domestic insurance subsidiaries are incorporated an insurer is

restricted in the amount of dividends it may pay without prior approval of regulatory authorities At December 31 2012 our

domestic insurance subsidiaries could
pay ordinary dividends of $186.5 million during the following twelve months under

these laws

There are also regulatory restrictions on the amount of dividends that our foreign insurance subsidiaries may pay We must

provide 14 days advance notice to the Financial Services Authority before receiving dividends from MIICL In addition our

foreign insurance subsidiaries must comply with the United Kingdom Companies Act of 2006 which provides that dividends

may only be paid out of profits available for that purpose At December 31 2012 earnings of our foreign subsidiaries are

considered reinvested indefinitely At December 31 2012 cash and cash equivalents and short-term investments of $566.8

millionwere held by our foreign subsidiaries and will not be made available for distributions to the holding company We do not

expect the amount of cash and cash equivalents and short-term investments that we consider reinvested indefinitely to have

material effect on our liquidity or capital resources

Net cash provided by operating activities was $392.5 million $311.3 million and $223.3 million in 2012 2011 and 2010

respectively The increase in 2012 compared to 2011 was due to higher cash flows from underwriting activities and our

non-insurance operations The higher cash flows from underwriting activities were result of higher premium volume in

each of our three operating segments The higher cash flows from our non-insurance operations were primarily due to recent

acquisitions The increase in 201 compared to 2010 was due to higher cash flows from underwriting activities in the

Specialty Admitted segment

Net cash used by investing activities was $339.5 million $474.3 millionand $283.3 millionin 2012 2011 and 2010

respectively During 2012 and 2011 we have increased our holdings of equity securities to take advantage of opportunities in

the equity markets Also during this time we increased our holdings of cash and cash equivalents and short-term investments

and reduced our holdings of fixed maturities earning slightly lower investment yields Due to the current low interest rate

environment we have chosen to take more defensive posture in order to maintain high level of liquidity and have flexibility

in how we allocate capital We were also planning for increased claims settlement activity resulting from the higher amount of

catastrophe losses incurred during 2011 and 2012 During 2010 given the improvement in the financial markets over the latter

half of 2009 and continuing into 2010 we increased our purchases of fixed maturities and equity securities and gradually shifted

our investment portfolios allocation from short-term investments and cash and cash equivalents to higher yielding investment

securities Net cash used by investing activities included $243.7 million $120.1 millionand $214.2 millionof cash net of cash

acquired used to complete acquisitions in 2012 2011 and 2010 respectively See note 21 of the notes to consolidated financial

statements for discussion of acquisitions

Invested assets increased to $9.3 billion at December 31 2012 from $8.7 billion at December 31 2011 Net unrealized gains on

investments net of taxes were $946.9 millionat December 31 2012 compared to $704.7 millionat December 31 2011 The

increase in net unrealized gains on investments net of taxes in 2012 was primarily due to an increase in the estimated fair

value of our equity portfolio as result of improving market conditions during 2012 Equity securities were $2.4 billion or 26%

of invested assets at December 31 2012 compared to $1.9 billion or 21% of invested assets at December 31 2011 See note

2h of the notes to consolidated financial statements for discussion of restricted assets



Net cash provided by financing activities was $142.0 miilion and $194.6 millionin 2012 and 2011 respectively compared to net

cash used by financing activities of $45.6 million in 2010 During 2012 we received net proceeds of $347.2 million associated

with the issuance of $350 million of 4.90% unsecured senior notes due July 2022 We used portion of these proceeds to

redeem our 7.50% unsecured debentures due August 22 2046 at redemption price equal to 100% of their principal amount or

$150 million Proceeds were also used to pre-fund the repayment of our 6.80% unsecured senior notes due February 15 2013 at

their maturity $246.7 millionprincipal amount outstanding at December 31 2012 During 2012 2011 and 2010 cash of $16.9

million $42.9 million and $45.2 million respectively was used to repurchase shares of our common stock During 2011 we

received net proceeds of $247.9 millionassociated with the issuance of $250 million of 5.35% unsecured senior notes due

June 12021

In recent years we have completed numerous reinsurance commutations which involve the termination of ceded or assumed

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

and

eliminate administrative expenses associated with the mn-off of reinsurance placed with certain reinsurers Our commutation

strategy related to assumed reinsurance contracts is to reduce our loss exposure to long-tailed liabilities assumed under

reinsurance agreements entered into prior to our acquisition of Markel International We wifi continue to pursue commutations

when we believe they meet our objectives

We have credit risk to the extent any of our reinsurers are unwilling or unable to meet their obligations under our reinsurance

agreements We attempt to minimize credit exposure to reinsurers through adherence to internal reinsurance guidelines We

monitor changes in the financial conditions of our reinsurers and we assess our concentration of credit risk on regular basis

At December 31 2012 our reinsurance recoverable balance for the ten largest reinsurers was $662.4 million representing 74%

of our consolidated balance before considering allowances for bad debts All of our ten largest reinsurers were rated or

better by A.M Best We are the beneficiary of letters of credit trust accounts and funds withheld in the aggregate amount of

$222.6 millionat December 31 2012 collateralizing reinsurance recoverable balances due from our ten largest reinsurers See

note 13 of the notes to consolidated financial statements for further discussion of reinsurance recoverables and exposures While

we believe that reinsurance recoverable balances are collectible deterioration in reinsurers ability to pay or collection disputes

could adversely affect our operating cash flows financial position and results of operation

The following table reconciles case reserves and IBNR reserves by segment to unpaid losses and loss adjustment expenses

reported on our consolidated balance sheets

Other

Excess London Insurance

Surplus Specialty Insurance Discontinued

dollars in thousands Lines Admitted Market Lines Consolidated

December 31 2012

Case reserves 600002 269163 933992 273354 2076511

IBNR reserves 1552251 526930 1024257 191477 3294915

ToTAl 2152253 796093 1958249 464831 5371426

December 31 2011

Casereserves 639302 $237114 989981 $279066 $2145463

IBNR reserves 1595916 480528 991914 185048 3253406

ToTAl $2235218 $717642 1981895 $464114 $5398869
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Unpaid losses and loss adjustment expenses were $5.4 billion at both December 31 2012 and 2011 The decrease in the Excess

and Surplus Lines segments loss reserves in 2012 was primarily due to large payments for claim settlements in 2012 The

increase in the Specialty Admitted segments loss reserves in 2012 was primarily due to increased premium volume in 2012

compared to 2011 See note of the notes to consolidated financial statements and Critical Accounting Estimates for

discussion of estimates and assumptions related to unpaid losses and loss adjustment expenses

The following table summarizes our contractual cash payment obligations at December 31 2012

Payments Due by Period11

Less than More than

dollars in thousands Total year 1-3 years 4-5 years years

Senior long-term debt and other debt12 2226219 329681 148392 154716 1593430

Operating leases 211601 23324 41427 30416 116434

Unpaid losses and loss adjustment

expenses estimated 5371426 1358626 1801554 999531 1211715

Tomi 7809246 1711631 1991373 1184663 2921579

See notes and 14 of the notes to consolidated financial statements for further discussion of these obligations

Amounts include interest

Senior long-term debt and other debt excluding unamortized discount was $1.5 billion and $1.3 billion at December 31 2012

and 2011 respectively As of December 31 2012 and 2011 there were no amounts outstanding under our $150 million

revolving credit facility

We were in compliance with all covenants contained in our revolving credit facility at December 31 2012 To the extent that

we are not in compliance with our covenants our access to the credit facility could be restricted While we believe this to be

unlikely the inability to access the credit facility could adversely affect our liquidity See note of the notes to consolidated

financial statements for further discussion of our revolving credit facility

Reserves for unpaid losses and loss adjustment expenses represent
future contractual obligations associated with insurance and

reinsurance contracts issued to our policyholders Information presented in the table of contractual cash payment obligations is

an estimate of our future payment of claims as of December 31 2012 Payment patterns for losses and loss adjustment expenses

were generally based upon paid development factors over the past 10 years for each of our insurance subsidiaries Each claim is

settled individually based upon its merits and certain claims may take years to settle especially if legal action is involved The

actual cash payments for settled claims will vary possibly significantly from the estimates shown in the preceding table

At December31 2012 we had unrecognized tax benefits of $18.9 millionrelated to uncertain tax positions Due to the high

degree of uncertainty regarding the timing of potential future cash flows associated with our unrecognized tax benefits we are

unable to make reasonably reliable estimate of the amount and period in which any liabilities might be paid See note of the

notes to consolidated financial statements for further discussion of our expectations regarding changes in unrecognized tax

benefits during 2013

At December31 2012 we had $1.9 billion of invested assets held in trust or on deposit for the benefit of policyholders

reinsurers or banks in the event of default on our obligations These invested assets and the related liabilities are included on

our consolidated balance sheet See note 2h of the notes to consolidated financial statements for further discussion of

restrictions over our invested assets

Our insurance operations require capital to support premium writings and we remain committed to maintaining adequate

capital and surplus at each of our insurance subsidiaries The National Association of Insurance Commissioners NAIC

developed model law and risk-based capital formula designed to help regulators identify domestic property and casualty
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and surplus above calculated threshold or face varying levels of regulatory action At December 31 2012 the capital and

surplus of each of our domestic insurance subsidiaries was above the minimum regulatory thresholds

Capital adequacy of our international insurance subsidiaries is regulated by the Financial Services Authority At December 31

2012 the capital and surplus of each of our international insurance subsidiaries was above the minimum regulatory thresholds

Upon closing of the Alterra transaction which is expected to occur in the first hail of 2013 each issued and outstanding share of

Alterra common stock other than shares as to which appraisal rights are exercised and restricted shares that do not vest in

connection with the transaction would be converted into the right to receive 0.04315 shares of our common stock and

$10.00 in cash The aggregate cash to be paid to Alterra shareholders would be approximately $1.0 billion It is condition of

closing that Alterra have no less than $500 millionin immediately available unrestricted funds We anticipate using these

funds along with cash on hand at Markel Corporation to make the payments to shareholders

We have access to various capital sources including dividends from certain of our insurance subsidiaries holding company

invested assets undrawn capacity under our revolving credit facility and access to the debt and equity capital markets We

beheve that we have sufficient liquidity to meet our capital needs

Muikt Risk RislIoslIls

Market risk is the risk of economic losses due to adverse changes in the estimated fair value of financial instrument as the

result of changes in equity prices interest rates foreign currency exchange rates and commodity prices Our consolidated

balance sheets include assets and liabilities with estimated fair values that are subject to market risk Historically our primary

market risks have been equity price risk associated with investments in equity securities interest rate risk associated with

investments in fixed maturities and foreign currency exchange rate risk associated with our international operations We have

no material commodity risk

Credit risk is the potential loss resulting from adverse changes in an issuers ability to repay its debt obligations General

concern exists about the number of municipalities experiencing financial difficulties in light of the adverse economic conditions

experienced over the past several
years We manage the

exposure to credit risk in our municipal bond portfolio by investing in

high quality securities and by diversifying our holdings which are typically either general obligation or revenue bonds related to

essential products and services

We monitor our portfolio to ensure that credit risk does not exceed prudent levels We have consistently invested in high credit

quality investment grade securities Our fixed maturity portfolio has an average rating of AA with approximately 94% rated

or better by at least one nationally recognized rating organization Our policy is to invest in investment grade securities

and to minimize investments in fixed maturities that are unrated or rated below investment grade At December 31 2012 less

than 1% of our fixed maturity portfolio was unrated or rated below investment grade Our fixed maturity portfolio includes

securities issued with financial guaranty insurance We purchase fixed maturities based on our assessment of the credit quality

of the underlying assets without regard to insurance

Our fixed maturity portfolio includes securities issued by foreign governments General concern exists about the financial

difficulties facing certain European countries in light of the adverse economic conditions experienced over the past several years

We monitor developments in foreign countries currencies and issuers that could pose risks to our fixed maturity portfolio

including ratings downgrades political and financial changes and the widening of credit spreads We believe that our fixed

maturity portfolio is highly diversified and is comprised of high quality securities
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We obtarn information from news services rating agencies and various financial market participants to assess potential negative

impacts on country or companys financial risk profile We analyze concentrations within our fixed maturity portfolio by

country currency and issuer which allows us to assess our level of diversification with respect to these
exposures

reduce

troubled exposures should they occur and mitigate any
future financial distress that these exposures could cause The following

tables present the estimated fair values of foreign exposures included in our fixed maturity portfolio

December 31 2012

Non-Sovereign Non-Sovereign

Financial Non-Financial

dollars in thousands Sovereign Institutions Institutions Total

European exposures

Portugal Ireland italy Greece and Spain 36233 2641 38874

Eurozone excluding Portugal Ireland Italy Greece

and Spain 146173 170758 102952 419883

Supranationals 113025 113025

Other European exposures excluding Eurozone 6442 19803 71132 97377

Total European exposures 152615 339819 176725 669159

All other foreign non-European exposures 403993 73019 54420 531432

Total foreign exposures 556608 412838 231145 1200591

December 31 2011

Non-Sovereign Non-Sovereign

Financial Non-Financial

dollars in thousands Sovereign Institutions Institutions Total

European exposures

Portugal beland Italy Greece and Spain 13763 37645 2502 53910

Eurozone excluding Portugal Ireland Italy Greece

and Spain 153487 183223 136710 473420

Supranationals 136777 136777

Other European exposures excluding Eurozone 6405 41532 72307 120244

Total European exposures 173655 399177 211519 784351

All other foreign non-European exposures 443159 82976 80812 606947

Total foreign exposures 616814 482153 292331 1391298

The estimated fair value of our investment portfolio at December 31 2012 was $9.3 billion 74% of which was invested in fixed

maturities short-term investments and cash and cash equivalents and 26% of which was invested in equity securities At

December 31 2011 the estimated fair value of our investment portfolio was $8.7 billion 79% of which was invested in fixed

maturities short-term investments and cash and cash equivalents and 21% of which was invested in equity securities

Our fixed maturities equity securities and short-term investments are recorded at fair value which is measured based
upon

quoted prices in active markets if available We determine fair value for these investments after considering various sources of

information including information provided by third party pricing service The pricing service provides prices for

substantially all of our fixed maturities and equity securities In determining fair value we generally do not adjust the prices

obtained from the pricing service We obtain an understanding of the pricing services valuation methodologies and related

inputs which include but are not limited to reported trades benchmark yields issuer spreads bids offers duration credit

ratings estimated cash flows and prepayment speeds We validate prices provided by the pricing service by reviewing prices

from other pricing sources and analyzing pricing data in certain instances



Equity PFiII Risk

We invest portion of shareholder funds in equity securities which have historically produced higher long-term returns relative

to fixed maturities We seek to invest in profitable companies with honest and talented management that exhibit reinvestment

opportunities and capital discipline at reasonable prices We intend to hold these investments over the long term and focus on

long-term total investment return understanding that the level of unrealized gains or losses on investments may vary from one

period to the next The changes in the estimated fair value of the equity portfolio are presented as component of shareholders

equity in accumulated other comprehensive income net of taxes See note 2a of the notes to consolidated financial statements

for disclosure of gross unrealized gains and losses by investment category

At December 31 2012 our equity portfolio was concentrated in terms of the number of issuers and industries Such

concentrations can lead to higher levels of price volatility At December 31 2012 our ten largest equity holdings represented

$1.2 billion or 49% of the equity portfolio Investments in the property and casualty insurance industry represented $440.2

million or 18% of our equity portfolio at December 31 2012 Our investments in the property
and casualty insurance industry

included $280.2 million investment in the common stock of Berkshire Hathaway Inc company whose subsidiaries engage

in number of diverse business activities in addition to insurance We have investment guidelines that set limits on the equity

holdings of our insurance subsidiaries

The following table summarizes our equity price risk and shows the effect of hypothetical 35% increase or decrease in market

prices as of December 31 2012 and 2011 The selected hypothetical changes do not indicate what could be the potential best or

worst case scenarios

Estimated

Estimated Hypothetical

Fair Value after Percentage Increase

Estimated Hypothetical Hypothetical Decrease in

dollars in millions Fair Value Price Change Change in Prices Shareholders Equity

As of December 31 2012

Equity securities 2407 35% increase 3249 14.7%

35% decrease 1565 14.7

As of December31 2011

Equity securities $1874 35% increase 2530 13.0%

35% decrease 1218 13.0

luteFest Rute Risk

Our fixed maturity investments and borrowings are subject to interest rate risk Increases and decreases in interest rates

typically result in decreases and increases respectively in the fair value of these financial instruments

The majority of our investable assets come from premiums paid by policyholders These funds are invested predominantly in

high quality corporate government and municipal bonds with relatively short durations The fixed maturity portfolio including

short-term investments and cash and cash equivalents has an average durarion of 2.7 years and an average rating of AA
See note 2c of the notes to consolidated financial statements for disclosure of contractual maturity dates of our fixed maturity

portfolio The changes in the estimated fair value of the fixed maturity portfolio are presented as component of shareholders

equity in accumulated other comprehensive income net of taxes

We work to manage the impact of interest rate fluctuations on our fixed maturity portfolio The effective duration of the fixed

maturity portfolio is managed with consideration given to the estimated duration of our liabilities We have investment

guidelines that limit the maximum duration and maturity of the fixed maturity portfolio
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We use commerciaLly available model to estimate the effect of interest rate risk on the fair values of our fixed maturity

portfolio and borrowmgs The model estimates the impact of interest rate changes on wide range of factors including duration

prepayment put options and call options Fair values are estimated based on the net present value of cash flows using

representative set of possible future interest rate scenarios The model requires that numerous assumptions be made about the

future To the extent that any of the assumptions are invalid incorrect estimates could result The usefulness of single

point-in-time model is limited as it is unable to accurately incorporate the full complexity of market interactions

The following table summarizes our interest rate risk and shows the effect of hypothetical changes in interest rates as of

December31 2012 and 2011 The selected hypothetical changes do not indicate what could be the potential best or worst case

scenarios

Hypothetical Percentage

Hypothetical Estimated
Increase Decrease in

Change in Fair Value after

Estimated Interest Rates Hypothetical Change Fair Value of Shareholders

dollars in millions Fair Value bpbasis points in Interest Rates Fixed Maturities Equity

FIXED MATURITY
INVESTMENTS

As of December 31 2012

Total Fixed Maturity

Investments 6926 200 bp decrease 7326 5.8% 7.2%

100 bp decrease 7123 2.8 3.5

100 bp increase 6721 3.0 3.6

200 bp increase 6504 6.1 7.5

As of December31 2011

Total Fixed Maturity

1nvestments 6854 200 bp decrease 7370 7.5% 10.4%

lOObp decrease 7114 3.8 5.3

lOObp increase 6581 4.0 5.5

200bp increase 6305 8.0 11.0

LIABILITIES2

As of December 31 2012

Borrowings 1688 200 bp decrease 1916

100 bp decrease 1796

100 bp increase 1591

200 bp increase 1503

As of December 31 2011

Borrowings 1391 200 bp decrease 1551

100 bp decrease 1466

100 bp increase 1323

200 bp increase 1262

Includes short-term investments and cash and cash equivalents

Changes in estimated fair value have no impact on shareholders equity



FlCiiyExlhig RBt Risk

We have foreign currency exchange rate risk associated with our assets and liabffities We manage this risk primarily by

matching assets and liabifities each foreign currency as closely as possible To assist with the matching of assets and

liabilities in foreign currencies we periodically purchase foreign currency forward contracts and we purchase or sell foreign

currencies in the
open

market Our forward contracts are generally designated as specific hedges for financial reporting purposes

As such realized and unrealized gains and losses on these hedges are recorded as currency translation adjustments and are part

of other comprehensive income Our contracts generally have maturities of three months

At December31 2012 and 2011 approximately 88% of our invested assets were denominated in United States Dollars At

those dates the largest foreign currency exposure was United Kingdom Sterling If Sterling assets and liabilities had been

mismatched by 10% and the United States Dollar/United Kingdom Sterling exchange rate increased by 25% shareholders

equity at December31 2012 and 2011 would have changed by approximately $11.5 million and $10.5 million respectively If

Sterling assets and liabilities had been mismatched by 10% and the United States Dollar/United Kingdom Sterling exchange

rate decreased by 25% shareholders equity at December31 2012 and 2011 would have changed by approximately $9.4 million

and $8.6 million respectively The selected hypothetical changes do not indicate what could be the potential best or worst case

scenarios

llpct
If IBtiol

Property and casualty insurance premiums are established before the amount of losses and loss adjustment expenses or the

extent to which inflation may affect such expenses is known Consequently in establishing premiums we attempt to

anticipate the potential impact of inflation We also consider inflation in the determination and review of reserves for losses and

loss adjustment expenses since portions of these reserves are expected to be paid over extended periods of time The importance

of continually reviewing reserves is even more pronounced in periods of extreme inflation

B1l ProdI

As of December 31 2012 we carried out an evaluation of the effectiveness of the design and operation of our disclosure controls

and procedures pursuant to Securities Exchange Act Rule 13a-15 Disclosure Controls This evaluation was conducted under

the supervision and with the participation of our management including the Chief Executive Officer CEO and the Chief

Financial Officer CFO

Our management including the CEO and CFO does not expect that our Disclosure Controls wifi prevent all error and all fraud

control system no matter how well conceived and operated can provide only reasonable not absolute assurance that the

objectives of the control system are met Further the design of control system must reflect the fact that there are resource

constraints and the benefits of controls must be considered relative to their costs Because of the inherent limitations in all

control systems no evaluation of controls can provide absolute assurance that all control issues and instances of fraud if any

have been detected These inherent limitations include the realities that judgments in decision making can be faulty and that

breakdowns can occur because of simple error or mistake The design of any system of controls also is based in part upon certain

assumptions about the likelihood of future events and there can be no assurance that any design will succeed in achieving its

stated goals under all potential future conditions

Based upon our controls evaluation the CEO and CEO concluded that effective Disclosure Controls were in place to ensure

that the information required to be disclosed in reports we file or submit under the Securities Exchange Act of 1934 is recorded

processed summarized and reported within the time periods specified in the Securities and Exchange Commissions rules

andforms
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Pursuant to Section 404 of the Sarbanes-Oxley Act of 2002 we carried out an evaluation under the supervision and with the

participation of our management including the CEO and the CFO of the effectiveness of our internal control over financial

reporting as of December 31 2012 See Managements Report on Internal Control over Financial Reporting and our independent

registered public accounting firms attestation report on the effectiveness of our internal control over financial reporting

There were no changes in our internal control over financial reporting during the fourth quarter
of 2012 that materially affected

or are reasonably likely to materially affect our internal control over financial reporting

St Uibi iiid Clu1ii StltEmriI

This report contains statements concerning or incorporating our expectations assumptions plans objectives future financial or

operating performance and other statements that are not historical facts These statements are forward-looking statements

within the meaning of the Private Securities Litigation Reform Act of 1995

There are risks and uncertainties that may cause actual results to differ materially from predicted results in forward-looking

statements Factors that may cause actual results to differ are often presented with the forward-looking statements themselves

Additional factors that could cause actual results to differ from those predicted are set forth under Risk Factors or are included

in the items listed below

our anticipated premium volume is based on current knowledge and assumes no significant man-made or natural

catastrophes no significant changes in products or personnel and no adverse changes in market conditions

the effect of cyclical trends including demand and pricing in the insurance and reinsurance markets

actions by competitors including consolidation and the effect of competition on market trends and pricing

we offer insurance coverage against terrorist acts in connection with some of our programs and in other instances we are

legally required to offer terrorism insurance in both circumstances we actively manage our exposure but if there is covered

terrorist attack we could sustain material losses

the impact of the events of September 11 2001 will depend on the resolution of on-going insurance coverage litigation and

arbitrations

the frequency and severity of man-made and natural catastrophes including earthquakes and weather-related catastrophes

may exceed expectations is unpredictable and in the case of weather-related catastrophes may be exacerbated if as many

forecast conditions in the oceans and atmosphere result in increased hurricane or other adverse weather-related activity

changing legal and social trends and inherent uncertainties including but not limited to those uncertainties associated with

our asbestos and environmental reserves in the loss estimation process can adversely impact the adequacy of loss reserves and

the allowance for reinsurance recoverables

adverse developments in insurance coverage litigation or other legal or administrative proceedings could result in material

increases in our estimates of loss reserves

the failure of any loss limitation methods employed

changes in the availability costs and quality of reinsurance coverage which may impact our ability to write certain lines of

business

12
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after the commutation of ceded reinsurance contracts any subsequent adverse development in the re-assumed loss reserves

wifi result in charge to earnings

regulatory actions can impede our ability to charge adequate rates and efficiently allocate capital

economic conditions actual or potential defaults in sovereign debt obligations volatility in interest and foreign currency

exchange rates and changes in market value of concentrated investments can have significant impact on the fair value of fixed

maturities and equity securities as well as the carrying value of other assets and liabilities and this impact maybe heightened

by market volatility

economic conditions changes in government support for education healthcare and infrastructure projects and foreign

currency exchange rates among other factors may adversely affect the markets served by our non-insurance operations and

negatively impact their revenues and profitability

economic conditions may adversely affect access to capital and credit markets

we have substantial investments in municipal bonds approximately $2.8 billion at December 31 2012 and although no

more than 10% of our municipal bond portfolio is tied to any one state widespread defaults could adversely affect our results of

operations and financial condition

we cannot predict the extent and duration of the current period of slow economic growth the effects of government actions to

address the U.S federal deficit and debt ceiling issues the continuing effects of government intervention into the markets to

address the financial crisis of 2008 and 2009 including among other things the effects of the Dodd-Frank Wall Street Reform

and Consumer Protection Act and regulations adopted thereunder the outcome of economic and currency concerns in the

Eurozone and their combined impact on our industry business and investment portfolio

we cannot predict the impact of U.S health care reform legislation and regulations under that legislation on our business

our business is dependent upon the successful functioning and security of our computer systems if our information

technology systems fail or suffer security breach our business or reputation could be adversely impacted

we have recently completed number of acquisitions and may engage in additional acquisition activity in the future which

may increase operational and control risks for period of time

the failure to complete the acquisition of Alterra Capital Holdings Limited announced on December 19 2012

the amount of the costs fees expenses
and charges related to our acquisition of Alterra may exceed our expectations

we may not realize the contemplated benefits including cost savings and synergies of our acquisition of Aherra

we may have difficulties retaining all business previously written by Markel and Aherra following our acquisition of Alterra

loss of services of any executive officers or other key personnel in conjunction with our acquisition of Alterra or otherwise

could impact our operations and

adverse changes in our assigned financial strength or debt ratings as result of our acquisition of Aherra or otherwise could

impact our ability to attract and retain business or obtain capital

Our premium volume underwriting and investment results and results from our non-insurance operations have been and will

continue to be potentially materially affected by these factors By making forward-looking statements we do not intend to

become obligated to publicly update or revise any such statements whether as result of new information future events or other

changes Readers are cautioned not to place undue reliance on any forward-looking statements which speak only as at their dates
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The following graph compares the cumulative total return based on share price on our common stock with the cumulative

total return of companies included in the SP 500 Index and the Dow Jones Property Casualty Insurance Companies Index

This information is not necessarily indicative of future results

$140
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$40
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$0
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0--Markel Corporation

---h--- SP500

0- Dow Jones Property Casualty Insurance

Years Ended December 31

Markel Corporation

SP 500

Dow Jones Property Casualty Insurance

2007 2008 2009 2010 2011 2012

100 61 69 77 84 88

100 63 80 92 94 109

100 76 82 98 103 123

$100 invested on December 31 2007 in our common stock or the listed index Includes reinvestment of dividends

Mlrkt iiid UMdlJd lIflillItiul

Our common stock trades on the New York Stock Exchange under the symbol MKL The number of shareholders of record as of

February 11 2013 was approximately 400 The total number of shareholders including those holding shares in street name or in

brokerage accounts is estimated tc be in excess of 50000 Our current strategy is to retain earnings and consequently we have

not paid and do not expect to pay
cash dividend on our common stock

High and low common stock prices as reported on the New York Stock Exchange composite tape for 2012 were $502.20 and

$398.65 respectively See note 22 of the notes to consolidated financial statements for additional common stock price

information
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This document represents Markel Corporations Annual Report and Form 10-K which is filed with the Securities and Exchange

Commission

Information about Markel Corporation including exhibits ified as part of this Form 10-K may be obtained by writing Mr Bruce

Kay Investor Relations at the address of the corporate
offices listed below or by calling 800 446-6671

We make available free of charge on or through our website our annual reports on Form 10-K quarterly reports on Form l0-Q

current reports on Form 8-K and all amendments to those reports as soon as reasonably practicable after such material is

electronically ified with or furnished to the Securities and Exchange Commission Our website address is www.markelcorp.com

T1IiiIIi Alt

American Stock Transfer Trust Co LLC Operations Center 6201 15th Avenue Brooklyn NY 11219

800 937-5449 718 921-8124

Cul uf llduct

We have adopted code of business conduct and ethics Code of Conduct which is applicable to all directors and associates

including executive officers We have posted the Code of Conduct on our website at www.markelcorp.com We intend to satisfy

applicable disclosure requirements regarding amendments to or waivers from provisions of our Code of Conduct by posting

such information on our website Shareholders may obtain printed copies of the Code of Conduct by writing Mr Bruce Kay

Investor Relations at the address of the corporate offices listed below or by calling 800446-6671

/\I1F1Ul Shilhlgrs MiIilg

Shareholders of Markel Corporation are invited to attend the Annual Meeting to be held at Richmond CenterStage

600 East Grace Street Richmond Virginia at 430 p.m May 13 2013

uiplitl UIIits

Markel Corporation 4521 Highwoods Parkway Glen Allen Virginia 23060-6148

804 747-0136 800446-6671
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AJan Kirshner Lemuel Lewis Jay Weinberg

Chairman of the Board and Retired Executive Vice President Chairman Emeritus

Chief Executive Officer and Chief Financial Officer Hirschler Fleischer professional

Landmark Communications Inc corporation

Alfred Broaddus Jr

Private Invest or Anthony Markel Debora Wilson

Vice Chairman Retired President and

Douglas Eby Chief Executive Officer

Retired President Steven Markel The Weather Channel

Torray LLC Vice Chairman

Stewart Kasen Darrell Martin

Retired President and Retired Executive Vice President

Chief Executive Officer and Chief Financial Officer

Famous Brand5 Inc Markel Corporation

Excuii Uffiris

Alan Kirshner

Chairman of the Board and Chief Executive Officer since 1986 Director since 1978 Age 77

Anthony Markel

Vice Chairman since May 2008 President and Chief Operating Officer from March 1992 to May 2008 Director since 1978

Age 71

Steven Markel

Vice Chairman since March 1992 Director since 1978 Age 64

Michael Crowley

President and Co-Chief Operating Officer since May 2010 President Markel Specialty from February 2009 to May2010

President of Willis HRH North America from October 2008 to January 2009 President of Hilb Rogal Hobbs Company from

September 2005 to October 2008 Age 61

Thomas Gayner

President and Chief Investment Officer since May2010 Chief Investment Officer since January 2001 President

Markel-Gayner Asset Management Corporation subsidiary since December 1990 Director from 1998 to 2004 Age 51

Richard Whitt ifi

President and Co-Chief Operating Officer since May 2010 Senior Vice President and Chief Financial Officer from May 2005

to May 2010 Age 49

Gerard Albanese Jr

Executive Vice President and Chief Underwriting Officer since May 2010 Chief Underwriting Officer since January 2009

President and Chief Operating Officer Markel International Limited subsidiary from September 2003 to Aug.ist 2008

Age 60

Britton Glisson

Chief Administrative Officer since February 2009 President Markel Insurance Company subsidiaiy from October 1996

to March 2009 Age 56

Bradley Kiscaden

Executive Vice President and Chief Actuarial Officer since July 2012 Chief Actuarial Officer since March 1999 Age 50

Anne Waleski

Vice President and Chief Financial Officer since May 2010 Treasurer from August 2003 to November 2011 Age 46
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Northeast Region Mid South Region

Red Bank New Jersey Piano Texas

Southeast Region West Region

Glen Allen Virginia Woodland Hills California

Scottsdale Arizona
Midwest Region

Deerfield illinois
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Markel Specialty

Glen Allen Virginia

Markel American Specialty Personal and Commercial lines

PewaukeeWisconsin

Markel FirstComp

Omaha Nebraska

Lii iiiiFii Moikt Sgmiit

Markel International Insurance Company limited

United Kingdom

Markel Syndicate 3000 at floyds

United Kingdom

Markel Syndicate Management Limited

United Kingdom

Td1lrklI ViiIuIls

12H

AMF Bakery Systems

Richmond Virginia

Diamond Healthcare Corporation

Richmond Virginia

Efficott Dredge Enterprises LLC

Baltimore Maryland

Havco WP LLC

Cape Girardeau Missouri

Panel Specialists Inc

Temple Texas

ParkLand Ventures Inc

Glen Allen Virginia

PartnerMD LLC

Richmond Virginia

Reading Bakery Systems

Reading Pennsylvania

RetailData LLC

Richmond Virginia

Solbern Inc

Fairfield New Jersey

Tromp Bakery Equipment B.V

Gorinchem The Netherlands

Weldship Corporation
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