Edgar Filing: AMERICAN PHYSICIANS SERVICE GROUP INC - Form S-1

AMERICAN PHYSICIANS SERVICE GROUP INC
Form S-1

May 24, 2007

Table of Contents

Index to Financial Statements

As filed with the Securities and Exchange Commission on May 24, 2007

Registration No. 333-

UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

Form S-1

REGISTRATION STATEMENT
UNDER

THE SECURITIES ACT OF 1933

American Physicians Service Group, Inc.

(Exact name of Registrant as Specified in Its Charter)

Texas 8741 75-1458323
(State or Other Jurisdiction of Incorporation or (Primary Standard Industrial Classification (IRS Employer
Organization) Code Number)

Identification Number)
1301 S. Capital of Texas Highway, Suite C-300

Austin, Texas 78746-6550
(512) 328-0888

(Address, Including Zip Code, and Telephone Number, Including Area Code, of Registrant s Principal Executive Offices)

Table of Contents



Edgar Filing: AMERICAN PHYSICIANS SERVICE GROUP INC - Form S-1

Timothy L. LaFrey
American Physicians Service Group, Inc.
1301 S. Capital of Texas Highway, Suite C-300
Austin, Texas 78746-6550
(512) 328-0888

(Name, Address, Including Zip Code, and Telephone Number, Including Area Code, of Agent for Service)

Copies to:
J. Kenneth Menges, Jr., P.C. Ward S. Bondurant
AKin Gump Strauss Hauer & Feld LLP Heath D. Linsky
1700 Pacific Avenue, Suite 4100 Morris, Manning & Martin, LLP
Dallas, Texas 75201 1600 Atlanta Financial Center
(214) 969-2800 3343 Peachtree Road, NE

Atlanta, Georgia 30326
(404) 233-7000

Approximate date of commencement of proposed sale to the public: As soon as practicable after this registration statement becomes
effective.

If any of the securities being registered on this form are to be offered on a delayed or continuous basis pursuant to Rule 415 under the Securities
Act of 1933, as amended (the Securities Act ), check the following box.

If this Form is filed to register additional securities for an offering pursuant to Rule 462(b) under the Securities Act, check the following box and
list the Securities Act registration statement number of the earlier effective registration statement for the same offering. ~

If this Form is a post-effective amendment filed pursuant to Rule 462(c) under the Securities Act, check the following box and list the Securities
Act registration statement number of the earlier effective registration statement for the same offering.

If this Form is a post-effective amendment filed pursuant to Rule 462(d) under the Securities Act, check the following box and list the Securities
Act registration statement number of the earlier effective registration statement for the same offering.

CALCULATION OF REGISTRATION FEE

Proposed Proposed
. . Maximum Maximum
Title of Each Class of Securities Amount To Offering Aggregate Amount of
Be Price Offering Registration
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The Registrant hereby amends this registration statement on such date or dates as may be necessary to delay its effective date until the
Registrant shall file a further amendment which specifically states that this registration statement shall thereafter become effective in
accordance with Section 8(a) of the Securities Act of 1933, as amended, or until the registration statement shall become effective on such
date as the Securities and Exchange Commission, acting pursuant to such Section 8(a), may determine.
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The information in this prospectus is not complete and may be changed. We may not sell these securities until the
registration statement filed with the Securities and Exchange Commission becomes effective. This prospectus is not an
offer to sell these securities and we are not soliciting an offer to buy these securities in any jurisdiction where the offer or
sale is not permitted.

Subject to Completion, dated May 24, 2007

PROSPECTUS

2,300,000 Shares

Common Stock

We are selling 2,000,000 shares of our common stock. The selling shareholder identified in this prospectus is selling an additional 300,000
shares. We will not receive any of the proceeds from the sale of shares being sold by the selling shareholder. Our common stock, including the
offered shares, is traded on the Nasdaq Capital Market under the symbol AMPH.

On May 22, 2007, the reported last sale price of our common stock on the Nasdaq Capital Market was $17.70 per share.

You should consider the risks that we have described in _Risk Factors beginning on page 10 before buying
shares of our common stock.

Per Share Total
Public offering price $ $
Underwriting discounts and commissions $ $
Proceeds, before expenses, to us $ $
Proceeds, before expenses, to the selling shareholder $ $

The underwriters may purchase up to an additional 345,000 shares from us at the public offering price, less the underwriting discount, within 30
days from the date of this prospectus to cover over-allotments.

Neither the Securities and Exchange Commission nor any state securities commission has approved or disapproved of these securities or
determined if this prospectus is truthful or complete. Any representation to the contrary is a criminal offense.

The underwriters expect to deliver the shares to purchasers on or before , 2007.

RAYMOND JAMES
MORGAN KEEGAN & COMPANY, INC.
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You should rely only on the information contained in this prospectus. We have not, and the underwriters have not, authorized anyone to provide

you with additional information or information different from that contained in this prospectus. We are offering to sell, and seeking offers to
buy, shares of our common stock only in jurisdictions where offers and sales are permitted. The information contained in this prospectus is

accurate only as of the date of this prospectus, regardless of the time of delivery of this prospectus or of any sale of shares of our common stock.

This prospectus contains terms that are specific to the insurance industry. A glossary of these terms appears beginning on page G-1 of this
prospectus.

For investors outside of the United States: Neither we nor any of the underwriters have done anything that would permit this offering or

possession or distribution of this prospectus in any jurisdiction where action for that purpose is required, other than in the United States. You are

required to inform yourselves about and to observe any restrictions relating to this offering and the distribution of this prospectus.
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PROSPECTUS SUMMARY

This summary highlights certain information contained elsewhere in this prospectus. This summary does not contain all of the information you
should consider before investing in our common stock. You should carefully read the entire prospectus, including Risk Factors and our
financial statements and related notes, before you decide whether to invest in our common stock. References in this prospectus to our restated
articles of incorporation and amended and restated bylaws refer to the articles of incorporation and bylaws as the same shall be in effect upon
completion of this offering. If you invest in our common stock, you are assuming a degree of risk. See Risk Factors, beginning on page 10.
Referencesto we, our, ourcompany, us or the Company referto American Physicians Service Group, Inc.

Overview of Our Business

We are a leading provider of medical professional liability insurance in Texas, where our insurance subsidiary, American Physicians Insurance
Company ( API ), has written business for over 30 years. Historically, we operated as the attorney-in-fact manager for API and, without the
benefit of significant financial capital or a financial strength rating, grew API into a leading medical professional liability insurer in Texas. In
April 2007, we acquired API, thus combining our insurance management expertise with an insurance underwriting entity to allow for expansion
into new markets and continued growth in existing markets. API, together with our managing general agency subsidiary that manages API,
comprise our Insurance Services business.

We believe API s long-term presence in the Texas medical professional liability insurance market provides us with name recognition and strong
relationships with the physicians practicing in Texas. The majority of our insurance business is distributed through independent agents, and we
currently insure approximately 4,775 physicians, dentists and other healthcare providers. Over 99% of API s premiums are written through
purchasing groups, which in Texas are subject to less stringent state regulation of premium rates and policy forms. We carefully review every
new policy we issue and each policy considered for renewal. We meet regularly with an advisory board composed primarily of practicing
physicians who advise us on underwriting and marketing practices as well as review our claims and claims management strategies.

We also offer brokerage and investment services to individuals and institutions, including general securities sales and trade execution,

investment banking and asset management services. In this segment of our business, we focus on sectors of the fixed income market that we

believe are underserved by larger financial services firms. This Financial Services segment of our business is conducted through APS Investment
Services, Inc. and its subsidiaries.

Pro forma for our acquisition of API, as discussed below, our Insurance Services segment would have represented 82% of our total revenues in
2006.

Recent Acquisition of API

As part of our strategic goal of expanding our insurance operations, we acquired API on April 1, 2007. From 1975 until our acquisition of API,
we managed all operations of API as its attorney-in-fact and API operated as a reciprocal insurance exchange with limited ability to raise capital
to expand its operations. We considered many different factors and issues when examining the potential acquisition of API, including our
enhanced interest in acquiring an insurance company given the favorable effects of tort reform in various markets, our long-term experience
managing API s operations, the common goals we shared with API s board of directors, the ability to increase API s capital to support future
growth after the acquisition and the increased financial strength of the combined entity.
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In the late 1990 s through most of 2003, the Texas medical professional liability insurance market suffered from high losses driven in part by
large awards to claimants and a high frequency of claims. In response, Texas adopted tort reform legislation in September 2003, which limited
the non-economic damages that can be awarded in many medical professional liability claims and improved the underwriting environment for
medical professional liability insurers in the state. As a result of the benefits of tort reform and API s commitment to sound underwriting
practices, API s net income grew from approximately $5.8 million in 2004 to approximately $15.8 million in 2006, and its equity grew from
approximately $11.9 million to $34.7 million over the same period.

We acquired API by issuing approximately 2 million shares of common stock and approximately 10,198 shares of $1,000 per share redemption
value preferred stock. We are required to redeem at least $1 million of the preferred stock each calendar year beginning in 2007, until
December 31, 2016, at which time all of the preferred stock must have been redeemed. Our preferred stock has a cumulative dividend equal to
3% of the outstanding redemption value per year.

On a pro forma basis, if our acquisition of API had occurred on January 1, 2006, we would have recorded total revenue, net income and diluted
earnings per share of $95.1 million, $18.3 million and $3.72, respectively in 2006 and $23.2 million, $2.3 million and $0.46, respectively for the
three months ended March 31, 2007. Total revenue and pre-tax earnings from our insurance business would have accounted for approximately
82% and 93% of our total revenues and pre-tax earnings before accounting for corporate overhead, respectively, in 2006 and approximately 79%
and 88% of our total revenues and pre-tax earnings before accounting for corporate overhead, respectively, for the first three months of 2007.
See Unaudited Pro Forma Condensed Consolidated Financial Information, beginning on page 30.

Our Strengths

We believe that we are well positioned to capitalize on opportunities in our market as a result of the following competitive strengths:

Long-standing Relationships with Physician Community. API was founded in 1975 by physicians to provide a stable source of
medical professional liability insurance in the Texas market and, prior to our acquisition of API, it was governed by a board of
directors primarily composed of practicing physicians. We believe that we have been able to retain this physician-driven insurance
philosophy through the use of our advisory board, which is composed of former directors of API. Our advisory board meets regularly
with API to consult on marketing, underwriting and claims strategy. We believe this active physician involvement is important to the
physician community and gives us an advantage when marketing and servicing our policies and handling claims. Also, we believe
our long-term presence in this market has established our reputation as a long-term reliable source of medical professional liability
insurance, which aids our efforts in attracting and retaining policyholders.

Innovation in Policy Design and Customization. We believe that our exclusive focus on medical professional liability insurance

and our management team s expertise in this industry allow us to be innovative when customizing policy and coverage terms to meet
the unique needs of our policyholders. We write substantially all of our policies on a claims-made basis, which generally shortens the
time during which a policyholder may submit a claim under a policy. Through the extensive use of our management reporting
technology and our 30-plus years of experience in identifying and meeting the needs our policyholders, we are able to design new
product offerings and modify our existing policy provisions to react to emerging trends and opportunities. We believe our policy
innovation distinguishes us from our competition and allows us to write profitable business through many market cycles.

Pragmatic Approach to Claims Management. We aggressively defend against non-meritorious claims and strive to quickly resolve
valid claims. Our claims department is staffed by personnel who average
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over 14 years of experience in medical professional liability insurance claims. We meet monthly with members of our physician
advisory board to assess current medical standards of care, claim status and various strategies of claim defense and resolution. We
believe our approach to claims management helps us reduce the cost of claims made against our policyholders.

Comprehensive Customer Relationship Management. 'We maintain regular contact directly with our larger insurance customers and
track the interaction we have with all of our policyholders to ensure that we maintain what we believe to be a strong and valued
customer relationship. We visit the majority of our physician group clients on an annual basis in order to develop and maintain our
relationship with their key insurance decision makers. We also solicit feedback from our insurance customers to help strengthen our
customer relationships and improve the quality of our insurance services. We believe this level of customer relationship
management, combined with a traditional agency distribution model, helps increase our retention rates in various market cycles and
has helped us achieve recent retention rates in excess of 90%.

Value Added Loss Prevention Services. We provide our policyholders with a variety of risk management programs and resources
designed to reduce the risk of professional liability claims being made against our insureds and to increase the defensibility in the
event an insured is named in a medical professional liability claim. We believe our value added services help strengthen our
customer relationships and further distinguish us from our competitors.

Experienced Management Team. Our senior management team averages over 22 years of experience in the financial services
industry and 17 years with us (exclusive of our president and chief operating officer who joined us in April 2007 and who had been
our external legal counsel for 14 years). The president, chief financial officer and vice president of claims of our insurance operations
and our chairman and chief executive officer collectively have over 50 years of experience managing API s operations as its
attorney-in-fact prior to our acquisition of APIL. The president of our Financial Services operations has 22 years of experience in the
investment and investment advisory industry. In addition, upon the closing of our acquisition of API, two physician members of the
API board of directors were added to our board of directors. These physicians served on the board of directors of API prior to the
acquisition for 31 and 29 years, respectively. We believe this experienced management team provides us with a competitive
advantage and experience managing our operations through different market cycles.

Diverse Set of Products and Services Offered by Our Financial Services Business. Through our Financial Services operations, we
provide a broad range of products and services including trade execution, fixed-income research, investment banking services,
fixed-income asset management as well as trading and analysis of syndicated bank loans, trade claims and distressed private loan
portfolios. We believe this broad product offering allows us to leverage trends in various segments of the financial services markets
instead of relying on a single product or service for our operating results.

Our Strategy

Our strategy is to utilize superior medical professional liability insurance underwriting and claims management expertise in new and existing
markets and includes the following key elements:

Index to Financial Statements

Prudently Grow our Existing Texas Insurance Business. While we currently write approximately 13% of the medical professional
liability premiums in Texas, we believe that there are additional opportunities to expand in this market, through both internal growth
initiatives and selective acquisitions. We believe that the strength of our underwriting, loss prevention, claims management and
policyholder services will allow us to profitably increase our market share in Texas. We intend to leverage our quality service,
experience, people and relationships to retain existing policyholders and expand in the Texas market.



Edgar Filing: AMERICAN PHYSICIANS SERVICE GROUP INC - Form S-1

Table of Conten
Index to Financial men

Conservatively Expand into New Markets. We intend to pursue profitable growth in new geographic markets, through both internal
growth initiatives and selective acquisitions. We intend to focus on markets where we identify profitable underwriting opportunities
and where we believe that we can hire or collaborate with qualified and experienced people to aid in our expansion efforts. Our
expansion strategy will depend upon the competitive environment, the extent of tort reform in potential target markets, rate adequacy
and our ability to collaborate with qualified local personnel experienced in the markets we choose to enter.

Focus on Underwriting Profitability. We are focused on maintaining adequate premium rate levels to allow for underwriting
profitability. We intend to maintain our selective underwriting practices that involve careful review of every application we receive
and a thorough review of every physician being considered for renewal. In addition, we will consider retaining a larger portion of the
risks we cede to third-party reinsurers as we identify profitable opportunities to do so.

Obtain a Favorable Rating. Without the benefit of a financial strength rating, we established API as a leading medical professional
liability insurer in Texas. We believe that a favorable financial strength rating will aid our future expansion efforts in new markets
and support our growth in existing markets since many potential insurance customers require minimum financial strength ratings of
their insurers. We will utilize a portion of the net proceeds from this offering to strengthen the capital of API in order to pursue a
favorable financial strength rating from A.M. Best or another qualified rating agency.

Maintain Profitability of Our Financial Services Operations. We intend to continue to generate favorable returns on invested
capital in our Financial Services segment and build upon its track record of success. We believe that we can continue to increase the
value of our investment banking and distressed debt trading operations through continued marketing and sales efforts.

Recent Additions to our Management

In April 2007, Timothy L. LaFrey joined us in the position of president and chief operating officer of the Company and as a director. He is also a
director and chief executive officer of API. He joined us to increase the depth of our management team as the Company capitalizes on its growth
potential in light of the acquisition of APIL

Upon the closing of our acquisition of API, Norris K. Knight, Jr., M.D. and William J. Peche, M.D. were added to our board of directors. Both
had served on the board of directors of API prior to the acquisition.

Risks Affecting Us

Geographic Concentration. Our written premiums are almost exclusively in Texas. Our revenues and profitability for the
foreseeable future will be substantially impacted by prevailing regulatory, economic, demographic and competitive conditions in
Texas.

Effective Pricing of Insurance Policies. If we fail to accurately assess the risks associated with the policyholders we insure, we
may fail to establish appropriate premium rates, and our reserves for unpaid losses and loss adjustment expenses (which we refer to
as loss and LAE reserves) may be inadequate to cover our actual losses.

Reliance on a Limited Group of Independent Agents. We distribute our insurance products through a limited group of
independent agents, one of which represented 45% of our gross premiums and maintenance fees written in 2006. If our relationship
with one or more of these agents changes or terminates, it could materially affect our revenues and results of operations.

Index to Financial Statements 10
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Successful Challenges to Tort Reform. Texas enacted legislation in 2003 specifically directed at medical professional liability
insurance reform. This legislation includes limits on certain damages.

Index to Financial Statements

11



Edgar Filing: AMERICAN PHYSICIANS SERVICE GROUP INC - Form S-1

Table of Conten
Index to Financial men

Tort reform may not be upheld by courts. In addition, if tort reform is effective, the business of providing professional and other
liability insurance may become more attractive, causing an increase in competition.

Impact of Lock-up Agreements. A significant portion of our outstanding shares are subject to lock-up agreements, which, when
they terminate, could result in a large number of our shares being sold, which could lower the market price at which our shares trade.

Potential Losses and Litigation Risk Associated with Our Financial Services Business. APS Capital Corp., one of our Financial
Services subsidiaries, trades bank debt and trade claims, which subject us to potential losses and litigation risk.
Corporate Information

We were organized in October 1974 under the laws of the State of Texas. Our principal executive office is at 1301 S. Capital of Texas Highway,
Suite C-300, Austin, Texas 78746, and our telephone number is (512) 328-0888. Our website is www.amph.com. We make available free of
charge on our website our Annual Report on Form 10-K, Quarterly Reports on Form 10-Q, Current Reports on Form 8-K and any amendments
to those reports filed or furnished pursuant to Section 13(a) or 15(d) of the Securities Exchange Act of 1934, as amended (the Exchange Act ), as
soon as reasonably practicable after such material is electronically filed with, or furnished to, the Securities and Exchange Commission (the

SEC ).

A summary organizational chart showing our corporate structure is shown below:
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The Offering

Common stock we are offering

Common stock offered by the selling
shareholder

Common stock to be outstanding after this
offering

Over-allotment option

Use of proceeds

Nasdaq Capital Market Symbol

2,000,000 shares

300,000 shares

6,826,355 shares

We have granted the underwriters a 30-day option to purchase up to 345,000 additional
common shares to cover over-allotments, if any.

We intend to use the net proceeds from this offering to implement our business strategy by

(1) contributing approximately $10 million in capital to our insurance subsidiary in order to
grow our current markets and prudently expand into new markets; and (2) using the balance of
the net proceeds for general corporate purposes including possible acquisitions. See Use of
Proceeds, beginning on page 24.

AMPH

Unless otherwise indicated, the information in this prospectus is based on the number of shares outstanding as of April 30, 2007 and, unless

otherwise indicated, excludes:

exercise of the underwriters over-allotment option to purchase up to 345,000 additional shares of common stock in this offering;

760,000 shares of common stock issuable upon exercise of options outstanding under our 1995 and 2005 Incentive and
Non-Qualified Stock Option Plans, at a weighted average exercise price of $12.42 per share; and

206,000 shares of common stock reserved for future grants under our 2005 Incentive and Non-Qualified Stock Option Plan and our
Affiliated Group Deferred Compensation Master Plan (the Deferred Compensation Plan ).

Index to Financial Statements
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SUMMARY FINANCIAL DATA
Summary Consolidated Historical Financial and Operating Data of American Physicians Service Group, Inc.

The following table sets forth selected historical financial and operating data for the Company. The income statement data set forth below for

each of the years in the five-year period ended December 31, 2006 and the balance sheet data as of December 31, 2006, 2005, 2004, 2003 and
2002 are derived from our audited consolidated financial statements included elsewhere herein and should be read in conjunction with, and are
qualified by reference to, such statements and the related notes thereto. The income statement data for the three months ended March 31, 2007

and 2006, and the balance sheet data as of March 31, 2007 and 2006, are derived from our unaudited consolidated financial statements which
management believes incorporate all of the adjustments necessary for the fair presentation of the financial condition and results of operations for
such periods, but may not be comparable as data stated for periods 2006 and later were impacted by the implementation of Statements of

Financial Accounting Standards ( SFAS ) No. 123(R), Accounting for Stock-Based Compensation ( SFAS No. 123(R) ). All information is
presented in accordance with accounting principles generally accepted in the United States of America ( GAAP ). Actual financial results through
March 31, 2007 may not be indicative of future financial performance.

Equity compensation costs of approximately $1.2 million related to our acquisition of API are included in the three month period ended
March 31, 2007.

Three Months
Ended March 31,
(unaudited) Year Ended December 31,
2007 2006 2006 2005 2004 2003 2002
(in thousands, except per share data)
Selected Income Statement Data:
Revenues:
Insurance services $ 3,657 $ 3,655 $15555 $15514 $15316 $10.826 $ 9454
Financial services 5,216 3,578 16,805 18,459 16,705 19,623 13,623
Total revenues 8,873 7,233 32,360 33,973 32,021 30,449 23,077
Expenses:
Insurance services 3,823 2,754 11,262 10,262 9,968 7,841 7,066
Financial services 4,437 3,285 15,145 16,263 14,538 16,584 11,876
General and administrative 777 518 2,128 2,737 2,227 2,069 1,951
Gain on sale of assets 5) 29) (134) (56) (8) (515)
Total expenses 9,032 6,557 28,506 29,128 26,677 26,486 20,378
Net income (loss) $ (95 $ 562 $ 3,194 $ 5460 $ 2,152 $ 2,799 $ 3411
Per share amounts:
Basic: Net income (loss) $ 003 $ 020 $ 115 $ 203 $ 08 $ 127 $ 153
Diluted: Net income (loss) $ ©03) $ 019 $ 109 $ 186 $ 076 $ 1.14 $ 145
Diluted weighted average shares outstanding 2,822 2,909 2,933 2,931 2,838 2,449 2,345
Cash dividends $ 030 $ 025 $ 0.20
Book value per share $ 10.81 $ 1016 $ 1049 $ 995 $ 923 $§ 778 $ 8.03
Selected Balance Sheet Data:
Total assets $41,606 $33,149 $36,276 $33,505 $30443 $25,638 $24,981
Long-term obligations 1,133 1,576 2,665
Total liabilities 10,668 5,147 6,687 5,783 6,229 6,532 7,455
Minority interests 21 16 21 15 1 384
Total shareholders equity $30,917 $27,986 $29,568 $27,707 $24213 $19,106 $17,142
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Summary Historical Financial and Operating Data of American Physicians Insurance Company

The following table sets forth selected historical financial and operating data for API. The income statement data for each of the years in the
three-year period ended December 31, 2006 and the balance sheet data as of December 31, 2006 and 2005 are derived from the audited financial
statements of API included elsewhere herein and should be read in conjunction with, and are qualified by reference to, such statements and the
related notes thereto. The income statement data for the year ended December 31, 2003 and the balance sheet data for the year ended

December 31, 2004 are derived from the audited financial statements of API. The income statement data for the year ended December 31, 2002
and for the three months ended March 31, 2007 and 2006, and the balance sheet data as of December 31, 2003 and 2002 and March 31, 2007
and 2006, are derived from unaudited financial statements of API which management believes incorporate all of the adjustments necessary for
the fair presentation of the financial condition and results of operations for such periods and all adjustments are normal recurring in nature. All
selected data are presented in accordance with GAAP.

Three Months
Ended March 31, Year Ended December 31,
2007 2006 2006 2005 2004 2003 2002

(in thousands)
Income Statement Data:
Gross premiums and maintenance fees written direct and assumed $ 15466 $ 20,115 $ 74,833 $ 79,301 $ 84,571 $ 70,993 $ 58,815

Premiums ceded (2,407) 2,777) (4,709) (12,885) (12,878) (10,352) (7,596)
Net premiums and maintenance fees written 13,059 17,338 70,124 66,416 71,693 60,641 51,219

Net premiums and maintenance fees earned 16,311 17,631 70,859 64,183 64,616 52,844 38,168

Investment income, net of investment expenses 1,791 1,451 6,466 5,131 4,089 3,119 3,300

Realized capital gains (losses) net 126 102 6 552 608 185 (214)
Total revenues 18,228 19,184 77,331 69,866 69,313 56,148 41,254

Losses and loss adjustment expenses 10,934 12,153 38,970 43,976 48,655 44,546 29,616

Other underwriting expenses and net change in deferred

acquisition costs 3,355 3,168 14,213 12,671 11,422 9,699 10,213

Total expenses 14,289 15,321 53,183 56,647 60,077 54,245 39,829

Income from Operations 3,939 3,863 24,148 13,219 9,236 1,903 1,425

Federal income tax expense (benefit) 1,326 1,445 8,397 4,188 3,421 1,211 (116)
Net income $ 2613 $ 2418 $ 15751 $ 9,031 $ 5815 $ 692 $ 1,541

GAAP Underwriting Ratios:
Loss ratio (1)

Current accident year 67% 66% 61% 44% 45% 64% 60%
Prior years 0% 3% -6% 25% 30% 20% 17%
Calendar year 67% 69% 55% 69% 75% 84% 77%
Expense ratio (2) 21% 18% 20% 19% 18% 18% 27%
Combined ratio (3) 88% 87% 75% 88% 93% 102% 104%

Balance Sheet Data:

Cash and cash equivalents and investments $163,457 $125,702 $144,583 $116,749 $106,457 $ 85,671 $ 68,582
Premiums and maintenance fees receivable 14,647 14,427 16,493 13,703 14,971 10,354 8,294
Reinsurance recoverables 31,058 34,220 37,217 34,653 16,162 18,321 19,656
All other assets 9,179 8,646 8,025 9,728 8,138 9,174 5,907
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Total Assets 218,341
Reserve for losses and loss adjustment expenses 116,227
Unearned premiums and maintenance fees 36,516
Refundable subscriber deposits 10,198
All other liabilities 18,135
Total Liabilities 181,076

$ 37,265

Total Members Equity

182,995 206,318 174,833 145,728
103,275 110,089 95,372 69,445
40,303 39,786 40,698 38,346
10,457 10,227 10,568 11,001
8,369 11,498 8,953 15,035
162,404 171,600 155,591 133,827

$ 20,591 $ 34718 $ 19,242 $ 11,901

(1) Loss ratio is defined as the ratio of losses and loss adjustment expenses to net premiums and maintenance fees earned.
(2) Expense ratio is defined as the ratio of other underwriting expenses and net change in deferred acquisition costs to net premiums and maintenance fees

earned.
(3) Combined ratio is the sum of the loss ratio and the expense ratio.

Index to Financial Statements

$

123,520
63,713
31,035
11,461
11,407

117,616
5,904

102,439
54,187
23,223
11,578

8,279

97,267
$ 5172
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Summary Unaudited Pro Forma Financial Information

The following selected unaudited pro forma consolidated financial data has been derived from and should be read in conjunction with the
unaudited pro forma condensed consolidated financial statements included elsewhere herein and related notes thereto. This information is based
on the historical unaudited consolidated balance sheets as of March 31, 2007 and the consolidated unaudited statements of income of the
Company and API for the three months ended March 31, 2007 and the audited statements of income of the Company and API for the year ended
December 31, 2006. The statements include pro forma adjustments as described in the notes accompanying the financial statements.

The unaudited pro forma condensed consolidated financial information does not purport to represent what our results of operations or financial
condition would have been had the transactions noted above actually occurred on the dates specified, nor does it purport to project our results of
operations or financial condition for any future period or as of any future date. The unaudited pro forma condensed consolidated financial
information is not comparable to our historical financial information due to the inclusion of the effects of the API acquisition.

Equity compensation costs of approximately $1.2 million related to our acquisition of API are included in the three month period ended March
31, 2007.

The unaudited pro forma condensed consolidated balance sheet as of the period ended March 31, 2007 is presented as if the API acquisition

occurred on March 31, 2007. The unaudited pro forma condensed consolidated statements of operations for the year ended December 31, 2006

and the three months ended March 31, 2007 and March 31, 2006 are presented as if the API acquisition occurred on January 1, 2006. See
Unaudited Pro Forma Condensed Consolidated Financial Information, beginning on page 30.

Three Months Ended
Year Ended
March 31, December 31,
2007 2006 2006 2005

(in thousands, except per share data)
Pro Forma Income Statement Data:

Net premiums and maintenance fees earned $ 16,311 $17,631 $ 70,859 $ 64,183
Investment income, net of investment expenses 2,119 1,682 7,635 5,832
Financial services revenues 4910 3,457 16,050 18,459
Total revenues 23,165 22,980 95,139 92,595
Net income 2,258 3,544 18,274 14,212
Net income per share
Basic 0.47 0.75 3.84 3.04
Diluted 0.46 0.72 3.72 2.89
As of March 31,
2007
(in
thousands,
except per

share

data)
Pro Forma Balance Sheet Data:
Investments $ 175,489
Total assets 255,413
Reserve for losses and loss adjustment expenses 116,227
Total liabilities 189,581
Minority interests 21
Shareholders equity 65,811
Book value per share 13.59
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RISK FACTORS

Investing in our common stock involves a high degree of risk. You should carefully consider the following risks and all other information
contained in this prospectus before purchasing our common stock. Our business, financial condition or results of operations could be materially
and adversely affected by any of these risks. The trading price of our common stock could decline due to any of these risks and you may lose all
or part of your investment.

RISKS RELATED TO OUR BUSINESS AND OUR INDUSTRY

Our geographic concentration means that our insurance business performance may be affected by economic, regulatory and demographic
conditions of our operations within the State of Texas.

Our business is concentrated in Texas, in which we generated 99% of our premiums written for each of the three months ended March 31, 2007
and for the year ended December 31, 2006. Accordingly, unfavorable economic, regulatory and demographic conditions in Texas would
negatively impact our business. We focus exclusively on medical professional liability insurance. In the event there is meaningful change in the
existing legislation and claims environment, our financial condition and results of operations could be adversely affected. We may be exposed to
greater risks than those faced by insurance companies that conduct business over a larger geographic area. For example, our geographic
concentration could subject us to pricing pressure as a result of market or regulatory forces.

Our Insurance Services subsidiaries operate in highly competitive businesses against competitors with greater financial, marketing,
technological and other resources.

The insurance industry is highly competitive. Many of our competitors possess greater financial, marketing, technological and other resources.
We may not be able to continue to compete successfully.

All of our revenue from the Insurance Services segment is attributable to API. API competes with se