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PART |

Item 1. Business

General

Mercury General Corporation ( Mercury General ) and its subsidiaries (collectively, the Company ) are engaged primarily in writing
automobile insurance in a number of states, principally California. During 2007, private passenger automobile insurance and
commercial automobile insurance accounted for 83.7% and 4.1%, respectively, of the Company s total direct premiums written.

The percentage of direct automobile insurance premiums written during 2007 by state was:

California 78.3%
Florida 6.9%
New Jersey 4.5%
Texas 3.5%
Other states 6.8%

The Company also writes homeowners, mechanical breakdown, commercial and dwelling fire, and commercial property insurance.
The non-automobile lines of insurance accounted for 12.2% of total direct premiums written in 2007, of which approximately 64.8%
was in the homeowners line.

The Company offers automobile policyholders the following types of coverage: bodily injury liability, underinsured and uninsured
motorist, personal injury protection, property damage liability, comprehensive, collision and other hazards. The Company s
published maximum limits of liability are, for bodily injury, $250,000 per person and $500,000 per accident and, for property
damage, $250,000 per accident. Subject to special underwriting approval, the combined policy limits may be as high as $1,000,000
for vehicles written under the Company s commercial automobile program. However, under the majority of the Company s
automobile policies, the limits of liability are equal to or less than $100,000 per person and $300,000 per accident for bodily injury
and $50,000 per accident for property damage.

In 2007, all of the Company s subsidiaries actively writing insurance, except American Mercury Insurance Company ( AMI ),
American Mercury Lloyds Insurance Company ( AML ) and Mercury County Mutual Insurance Company ( MCM ), maintained a rating
of A+ (Superior) by A.M. Best & Co. ( A.M. Best ). This is the second highest of the fifteen rating categories in the A.M. Best rating
system, which range from A++ (Superior) to F (In Liquidation). Each of AMI, AML and MCM, which in total accounted for

approximately 8% of the Company s 2007 net premiums written, maintained an A.M. Best rating of A- (Excellent).

The principal executive offices of Mercury General are located in Los Angeles, California. The home office of its California
insurance subsidiaries and the Company s computer and operations center is located in Brea, California. The Company also owns
an office building in Rancho Cucamonga, California, which is used to support the Company s California operations and future
expansion, and office buildings located in St. Petersburg, Florida and in Oklahoma City, Oklahoma which house employees of the
Company and several outside tenants. The Company maintains branch offices in a number of locations in California as well as
branch offices in Richmond, Virginia; Latham, New York; Bridgewater, New Jersey; Vernon Hills, lllinois; Atlanta, Georgia; and
Austin, Houston and San Antonio, Texas. The Company has approximately 5,200 employees.
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Website Access to Information

The internet address for the Company s website is www.mercuryinsurance.com. The internet address provided in this Annual
Report on Form 10-K is not intended to function as a hyperlink and the information on the Company s website is not and should
not be considered part of this report and is not incorporated by reference in this document. The Company makes available on its
website its Annual Report on Form 10-K, Quarterly Reports on
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Form 10-Q, Current Reports on Form 8-K and amendments to such reports (the SEC Reports ) filed with or furnished to the
Securities and Exchange Commission ( SEC ) pursuant to Federal securities laws as soon as reasonably practicable after each SEC
Report is filed with or furnished to the SEC. In addition, copies of the SEC Reports are available, without charge, upon written

request to the Company s Chief Financial Officer, Mercury General Corporation, 4484 Wilshire Boulevard, Los Angeles, California
90010.

Organization

Mercury General, an insurance holding company, is the parent of Mercury Casualty Company ( MCC ), a California automobile
insurer founded in 1961 by George Joseph, the Company s Chairman of the Board of Directors. Including MCC, Mercury General
has eighteen subsidiaries. The Company s insurance operations are conducted through the following insurance subsidiaries:

Date Formed or

Company Name Acquired Primary States
Mercury Casualty Company ( MCC ) January 1961 California
Arizona
Florida
Nevada
New York
Virginia
Mercury Insurance Company ( MIC ) November 1972 California
California Automobile Insurance Company ( CAIC ) June 1975 California
Mercury Insurance Company of lllinois ( MIC IL ) August 1989 lllinois
Mercury Insurance Company of Georgia ( MIC GA ) March 1989 Georgia
Mercury Indemnity Company of Georgia ( MID GA ) November 1991 Georgia
Mercury National Insurance Company ( MNIC ) December 1991 lllinois
Michigan
American Mercury Insurance Company ( AMI ) December 1996 Oklahoma
Florida
Georgia
Texas
American Mercury Lloyds Insurance Company ( AML ) December 1996 Texas
Mercury County Mutual Insurance Company ( MCM ) September 2000 Texas
Mercury Insurance Company of Florida ( MIC FL ) August 2001 Florida

Pennsylvania
Mercury Indemnity Company of America ( MIDAM ) August 2001 New Jersey
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California General Underwriters Insurance Company, Inc. s only business is to assume all of the risks under policies written by one
or more of the above companies covering the Company s fleet of vehicles. Mercury Select Management Company, Inc. ( MSMC ), a
Texas corporation, serves as the attorney-in-fact for AML. MCM, a mutual insurance company organized under Chapter 17 of the
Texas Insurance Code, is managed and controlled by the Company through a management agreement. The Company operates

one active general agent, American Mercury MGA, Inc. ( AMMGA ), which manages a portion of the Company s business in Texas,
and owns one inactive general agent, Mercury Group, Inc. ( MGI ), which managed a portion of the Company s business in Florida
prior to 2007. The Company also owns the capital stock of Concord Insurance Services, Inc. ( Concord ), a Texas insurance agency
that has been inactive since selling all of its operating assets in 2006.
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Management services are provided to Mercury General s subsidiaries by Mercury Insurance Services, LLC ( MISLLC ), a subsidiary
of MCC. Mercury General and its subsidiaries are referred to collectively as the Company unless the context indicates otherwise.
Mercury General Corporation individually is referred to as Mercury General. All of the subsidiaries as a group, excluding MSMC,
AMMGA, MG, MISLLC and Concord, are referred to as the Insurance Companies. The term California Companies refers to MCC,
MIC and CAIC.

Production and Servicing of Business

The Company sells its policies through more than 4,500 independent agents and brokers, of which approximately 1,000 are located
in each of California and Florida. The remainder are located in Georgia, lllinois, Texas, Oklahoma, New York, New Jersey, Virginia,
Pennsylvania, Arizona, Nevada and Michigan. Over half of the agents in California have represented the Company for more than
ten years. The agents, most of whom also represent one or more competing insurance companies, are independent contractors
selected and contracted by the Company.

No agent or broker accounted for more than 2% of direct premiums written except for one broker that produced approximately 14%,
13% and 14% during 2007, 2006, and 2005, respectively, of the Company s direct premiums written.

The Company believes that it compensates its agents and brokers above the industry average. During 2007, total commissions
incurred were approximately 17% of net premiums written.

The Company s advertising budget is allocated among television, newspaper, internet and direct mailing media to provide the best
coverage available within targeted media markets. While the majority of these advertising costs are borne by the Company, a
portion of these costs are reimbursed by the Company s independent agents based upon the number of account leads generated
by the advertising. The Company believes that its advertising program is important to create brand awareness and to remain
competitive in the current insurance climate, and it intends to maintain a similar level of advertising in 2008. During 2007, the
Company incurred approximately $28 million in advertising expense. See Competitive Conditions.

Underwriting

The Company sets its own automobile insurance premium rates, subject to rating regulations issued by the Department of
Insurance or similar governmental agency of the applicable states (referred to herein as the DOI ). Automobile insurance rates on
voluntary business in California are subject to prior approval by the California DOI. The Company uses its own extensive database
to establish rates and classifications. Automobile liability insurers in California are also required to sell insurance to a proportionate
number of drivers applying for placement as assigned risks based on the insurer s share of the California automobile casualty
insurance market. The California DOI has rating factor regulations in effect that influence the weight the Company ascribes to
various classifications of data. See Regulation.

At December 31, 2007, good drivers (as defined by the California Insurance Code) accounted for approximately 79% of all
voluntary private passenger automobile policies in force in California, while higher risk categories accounted for approximately
21%. The private passenger automobile renewal rate in California (the rate of acceptance of offers to renew) averages
approximately 93%. The Company also offers homeowners, commercial property and commercial automobile and mechanical
breakdown insurance in California.
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In states outside of California, the Company offers standard, non-standard and preferred private passenger automobile insurance.
Private passenger automobile policies in force for non-California operations represented approximately 20% of total private
passenger automobile policies in force at December 31, 2007. In addition, the Company offers mechanical breakdown insurance in
many states outside of California and homeowners insurance in Florida, lllinois, Oklahoma, New York, Georgia, and Texas.
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Claims

Claims operations are conducted by the Company. The claims staff administers all claims and directs all legal and adjustment
aspects of the claims process. The Company adjusts most claims without the assistance of outside adjusters.

Loss and Loss Adjustment Expense Reserves and Reserve Development

The Company maintains reserves for the payment of losses and loss adjustment expenses for both reported and unreported
claims. Loss reserves are estimated based upon a case-by-case evaluation of the type of claim involved and the expected
development of such claim. The amount of loss reserves and loss adjustment expense reserves for unreported claims are
determined on the basis of historical information by line of insurance. Inflation is reflected in the reserving process through analysis
of cost trends and reviews of historical reserving results.

The Company s ultimate liability may be greater or less than stated loss reserves. Reserves are closely monitored and are
analyzed quarterly by the Company s actuarial consultants using current information on reported claims and a variety of statistical
techniques. The Company does not discount to a present value that portion of its loss reserves expected to be paid in future
periods. The Tax Reform Act of 1986, however, requires the Company to discount loss reserves for Federal income tax purposes.

For a reconciliation of beginning and ending reserves for losses and loss adjustment expenses, net of reinsurance deductions, as
shown on the Company s consolidated financial statements for the periods indicated, see Note 7 of Notes to Consolidated
Financial Statements.

In October 2007, the Southern California region was devastated by sweeping fire storms. The Company has estimated its pre-tax
loss resulting from these fire storms to be approximately $23 million.

The difference between the reserves reported in the Company s consolidated financial statements prepared in accordance with
U.S. generally accepted accounting principles ( GAAP ) and those reported in the statements filed with the DOI in accordance with
statutory accounting principles ( SAP ) is shown in the following table:

December 31,

2007 2006 2005
(Amounts in thousands)
Reserves reported on a SAP basis $1,099,458 $1,082,393 $ 1,005,634
Reinsurance recoverable 4,457 6,429 16,969
Reserves reported on a GAAP basis $1,103,915 $1,088,822 $1,022,603

Under SAP, reserves are stated net of reinsurance recoverable in contrast to GAAP where reserves are stated gross of
reinsurance recoverable.

10
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The following table presents the development of loss reserves for the period 1997 through 2007. The top line of the table shows the
reserves at the balance sheet date, net of reinsurance recoverable, for each of the indicated years. This amount represents the
estimated net losses and loss adjustment expenses for claims arising from the current and all prior years that are unpaid at the
balance sheet date, including an estimate for losses that had been incurred but not yet reported to the Company. The upper portion
of the table shows the cumulative amounts paid as of successive years with respect to that reserve liability. The middle 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. Estimates change as more information
becomes known about the frequency and severity of claims for individual years. The bottom line shows the redundancy (deficiency)
that exists when the original reserve estimates are greater (less) than the re-estimated reserves at December 31, 2007.

11
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In evaluating the information in the table, it should be noted that each amount includes the effects of all changes in amounts for
prior periods. This table does not present accident or policy year development data. Conditions and trends that have affected
development of the liability in the past may not necessarily occur in the future. Accordingly, it may not be appropriate to extrapolate
future redundancies or deficiencies based on this table.

As of December 31,
1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007
(Amounts in thousands)
Net reserves for
losses and loss

adjustment

expenses $ 386,270 $385,816 $418,800 $463,803 $516,592 $664,889 $786,156 $ 886,607 $ 1,005,634 $ 1,082,393 $ 1,099,458
Paid (cumulative)

as of:

One year later 247,310 263,805 294,615 321,643 360,781 438,126 461,649 525,125 632,905 674,345

Two years later. 338,016 366,908 403,378 431,498 491,243 591,054 628,280 748,255 891,928
Three years later. 369,173 395,574 429,787 462,391 528,052 637,555 714,763 851,590

Four years later 379,233 402,000 439,351 476,072 538,276 655,169 740,534

Five years later 381,696 405,910 446,223 478,158 545,110 664,051

Six years later 383,469 409,853 445,892 481,775 549,593

Seven years later 386,427 408,138 446,489 484,149

Eight years later 384,557 408,321 446,777

Nine years later 384,531 408,567

Ten years later 384,730

Net reserves

re-estimated as of:

One year later 376,861 393,603 442,437 480,732 542,775 668,954 728,213 840,090 1,026,923 1,101,917
Two years later. 378,057 407,047 449,094 481,196 549,262 660,705 717,289 869,344 1,047,067
Three years later. 383,588 410,754 446,242 483,382 546,667 662,918 745,744 894,063

Four years later 386,522 409,744 449,325 482,905 545,518 666,825 750,859

Five years later 385,770 410,982 448,813 480,740 550,123 668,318

Six years later 386,883 411,046 447,225 483,392 551,402

Seven years later 386,952 408,857 447,362 485,328

Eight years later 384,752 409,007 447,272

Nine years later 385,076 408,942

Ten years later 384,992

Net cumulative

redundancy

(deficiency) 1,278 (23,126) (28,472) (21,525) (34,810) (3,429) 35,297 (7,456) (41,433) (19,524)

Gross liability end

of year $ 409,061 $405,976 $434,843 $492,220 $534,926 $679,271 $797,927 $900,744 $ 1,022,603 $ 1,088,822 $ 1,103,915
Reinsurance

recoverable (22,791)  (20,160) (16,043) (28,417) (18,334) (14,382) (11,771) (14,137 (16,969) (6,429) (4,457)
Net liability end of

year $ 386,270 $385,816 $418,800 $463,803 $516,592 $664,889 $786,156 $ 886,607 $ 1,005,634 $ 1,082,393 $ 1,099,458
Gross

re-estimated

liability latest $416,174 $436,851 $470,780 $521,843 $577,620 $690,977 $775,959 $916,993 $ 1,071,679 $ 1,113,653
Re-estimated

recoverable-latest (31,182) (27,909) (23,508) (36,515) (26,218) (22,659) (25,100) (22,930) (24,612) (11,736)
Net re-estimated

liability latest $384,992 $408,942 $447,272 $485,328 $551,402 $668,318 $750,859 $894,063 $ 1,047,067 $1,101,917
Gross cumulative

redundancy

(deficiency) $ (7,113) $ (30,875) $ (35,937) $ (29,623) $ (42,694) $ (11,706) $ 21,968 $ (16,249) $ (49,076) $ (24,831)

For 2006, the Company had negative development of approximately $20 million on net loss and loss adjustment expense reserves.
Negative development related to California operations was approximately $25 million mostly due to adverse development on the
bodily injury reserves resulting from an increase in estimates for loss severity and ultimate reported claims. This negative
development was partially offset by positive development of approximately $5 million related to operations outside of California.

12
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For 2004 and 2005, the negative development relates to an increase in the Company s prior accident years loss estimates for
personal automobile insurance in Florida and New Jersey, which was recognized during 2006. In addition, an increase in estimates
for loss severity for the 2004 accident year reserves for California and New Jersey automobile lines of business and for the 2005
accident year reserves for California automobile and homeowners lines of business during 2007 contributed to the deficiencies.

For 2003, loss redundancies largely relate to lower inflation than originally expected on the bodily injury coverage reserves for the
California automobile insurance lines of business. In addition, the Company experienced a reduction in expenditures to outside
legal counsel for the defense of personal automobile claims in California. This led to a reduction in the ultimate expense amount
expected to be paid out and therefore a redundancy in the reserves established at December 31, 2003. Partially offsetting these
loss redundancies was adverse development in the Florida and New Jersey automobile lines of business.

For years 1998 through 2002, the Company s previously estimated loss reserves produced deficiencies which were reflected in
the subsequent years incurred losses. The Company attributes a large portion of the deficiencies to increases in the ultimate
liability for bodily injury, physical damage and collision claims over what was originally estimated. The increases in these losses
relate to increased severity over what was originally recorded and are the result of inflationary trends in health care costs, auto
parts and body shop labor costs.

For 1997, the Company s previously estimated loss reserves produced a small redundancy indicating that the Company was
reasonably accurate in establishing the initial reserve for that year.

Operating Ratios

Loss and Expense Ratios

Loss and underwriting expense ratios are used to interpret the underwriting experience of property and casualty insurance
companies. Losses and loss adjustment expenses, on a statutory basis, are stated as a percentage of premiums earned because
losses occur over the life of a policy. Underwriting expenses on a statutory basis are stated as a percentage of premiums written
rather than premiums earned because most underwriting expenses are incurred when policies are written and are not spread over
the policy period. The statutory underwriting profit margin is the extent to which the combined loss and underwriting expense ratios
are less than 100%. The Insurance Companies loss ratio, expense ratio and combined ratio, and the private passenger
automobile industry combined ratio, on a statutory basis, are shown in the following table. The Insurance Companies ratios
include lines of insurance other than private passenger automobile. Since these other lines represent only 16% of premiums
written, the Company believes its ratios can be compared to the industry ratios included in the following table.

Year ended December 31,

2007 2006 2005 2004 2003
Loss Ratio 68.0% 67.4% 65.4% 62.6% 67.7%
Expense Ratio 271 271 26.5 26.4 25.9
Combined Ratio 95.1% 94.5% 91.9% 89.0% 93.6%
Industry combined ratio (all writers) (1) 97.5%(2) 94.3% 94.6% 93.5% 97.9%

14
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Industry combined ratio (excluding direct writers) (1) (N.A.) 94.7% 94.5% 93.9% 98.4%

(1) Source: A.M. Best, Aggregates & Averages (2004 through 2007), for all property and casualty insurance companies (private
passenger automobile line only, after policyholder dividends).

(2) Source: A.M. Best, Best s Review, January 2008, Review Preview.

(N.A.) Not available.
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Under GAAP, the loss ratio is computed in the same manner as under statutory accounting, but the expense ratio is determined by
matching underwriting expenses to the period over which net premiums were earned, rather than to the period that net premiums
were written. The following table sets forth the Insurance Companies loss ratio, expense ratio and combined ratio determined in
accordance with GAAP for the last five years.

Year ended December 31,

2007 2006 2005 2004 2003
Loss Ratio 68.0% 67.5% 65.4% 62.6% 67.7%
Expense Ratio 27.4 27.5 27.0 26.6 26.3
Combined Ratio 95.4% 95.0% 92.4% 89.2% 94.0%

Premiums to Surplus Ratio

The following table shows, for the periods indicated, the Insurance Companies statutory ratios of net premiums written to
policyholders surplus. Widely recognized guidelines established by the National Association of Insurance Commissioners ( NAIC )
indicate that this ratio should be no greater than 3 to 1.

Year ended December 31,

2007 2006 2005 2004 2003
(Amounts in thousands, except ratios)
Net premiums written $2,982,024 $3,044,774 $2,950,523 $2,646,704 $2,268,778
Policyholders surplus $1,721,827 $1,579,248 $1,487,574 $1,361,072 $ 1,169,427
Ratio 1.7to 1 1.9t01 20to 1 19to0 1 1.9t0 1

Risk-Based Capital

The NAIC employs a risk-based capital formula for casualty insurance companies that establishes recommended minimum capital
requirements for casualty companies. The formula was designed to capture the widely varying elements of risks undertaken by
writers of different lines of insurance having differing risk characteristics, as well as writers of similar lines where differences in risk
may be related to corporate structure, investment policies, reinsurance arrangements and a number of other factors. Based on the
formula adopted by the NAIC, the Company has calculated the risk-based capital requirements of each of the Insurance
Companies as of December 31, 2007. As of such date, each of the Insurance Companies policyholders surplus exceeded the
highest level of minimum required capital.

Statutory Accounting Principles

The Company s results are reported in accordance with GAAP, which differ from amounts reported in accordance with SAP as
prescribed by insurance regulatory authorities. Specifically, under GAAP:

16
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Policy acquisition costs such as commissions, premium taxes and other variable costs incurred in connection with writing
new and renewal business are capitalized and amortized on a pro rata basis over the period in which the related
premiums are earned, rather than expensed as incurred, as required by SAP.

Certain assets are included in the consolidated balance sheets whereas, under SAP, such assets are designated as
nonadmitted assets, and charged directly against statutory surplus. These assets consist primarily of premium receivables

outstanding more than 90 days, federal deferred tax assets in excess of statutory limitations, state deferred taxes,

furniture, equipment, leasehold improvements, capitalized software, and prepaid expenses.

Amounts related to ceded reinsurance are shown gross as prepaid reinsurance premiums and reinsurance recoverables,
rather than netted against unearned premium reserves and loss and loss adjustment expense reserves, respectively, as
required by SAP.

17
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Fixed maturities securities, which are classified as available-for-sale, are reported at fair value, rather than at amortized
cost, or the lower of amortized cost or fair value, depending on the specific type of security, as required by SAP.

Equity securities are reported at fair value which may differ from the NAIC market values as required by SAP.

The differing treatment of income and expense items results in a corresponding difference in federal income tax expense.
Changes in deferred income taxes are reflected as an item of income tax benefit or expense, rather than recorded directly
to statutory surplus as regards policyholders, as required by SAP. Admittance testing under SAP may result in a charge to
unassigned surplus for non-admitted portions of deferred tax assets. Under GAAP, a valuation allowance may be
recorded against the deferred tax asset and reflected as an expense.

Investments and Investment Results

General

The Company s investments are directed by the Company s Chief Investment Officer under the supervision of the Company s
Board of Directors. The Company follows an investment policy that is regularly reviewed and revised. The Company s policy
emphasizes investment grade, fixed income securities and maximization of after-tax yields and places certain restrictions to limit
portfolio concentrations and market exposure. Sales of securities are undertaken, with resulting gains or losses, in order to
enhance after-tax yield and keep the portfolio in line with current market conditions. Tax considerations, including the impact of the
alternative minimum tax ( AMT ), are important in portfolio management. Changes in loss experience, growth rates and profitability
produce significant changes in the Company s exposure to AMT liability, requiring appropriate shifts in the investment asset mix
between taxable bonds, tax-exempt bonds and equities in order to maximize after-tax yield.

Investment Portfolio

The following table sets forth the composition of the investment portfolio of the Company at the dates indicated:

December 31,

2007 2006 2005
Amortized Fair Amortized Fair Amortized Fair
Cost Value Cost Value Cost Value
(Amounts in thousands)
Taxable bonds $ 440,028 $ 437,838 $ 583,602 $ 577,575 $ 554,472 $ 549,903
Tax-exempt state and municipal bonds 2,418,348 2,447,851 2,264,321 2,317,646 2,034,796 2,091,142
Sinking fund preferred stocks 2,079 2,071 3,792 3,766 4,477 4,510
Total fixed maturity investments 2,860,455 2,887,760 2,851,715 2,898,987 2,593,745 2,645,555
Equity investments incl. perpetual preferred
stocks 330,995 428,237 258,310 318,449 225,310 276,108
Short-term investments 272,678 272,678 282,302 282,302 321,049 321,049
Total investments $3,464,128 $3,588,675 $3,392,327 $3,499,738 $3,140,104 $3,242,712
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The Company continually evaluates the recoverability of its investment holdings. When a decline in value of fixed maturities or
equity securities is considered other than temporary, the Company writes the security down to fair value by recognizing a loss in
the consolidated statement of income. Declines in value considered to be temporary are charged as unrealized losses to
shareholders equity as a reduction of accumulated other

19



Edgar Filing: MERCURY GENERAL CORP - Form 10-K

comprehensive income. See Item 7. Management s Discussion and Analysis of Financial Condition and Results of
Operations-Liquidity and Capital Resources and Note 2 of Notes to Consolidated Financial Statements.

At year-end, approximately 68% of the Company s total investment portfolio at fair value and 85% of its total fixed maturity
investments at fair value were invested in tax-exempt municipal bonds. Shorter duration sinking fund preferred stocks and
collateralized mortgage obligations represented a combined 6.9% of the Company s total investment portfolio at fair value at
December 31, 2007. The average Standard & Poor s rating of the Company s bond holdings was AA at December 31, 2007.
Holdings of lower than investment grade bonds constituted approximately 1.3% of total invested assets at fair value.

The nominal average maturity of the overall bond portfolio, including collateralized mortgage obligations and short-term
investments, was 12.8 years at December 31, 2007, which reflects a heavy portfolio mix in investment grade tax-exempt municipal
bonds. The call-adjusted average maturity of the overall bond portfolio was approximately 5.7 years, related to holdings which are
heavily weighted with high coupon issues that are expected to be called prior to maturity. The modified duration of the overall bond
portfolio reflecting anticipated early calls was 4.4 years at December 31, 2007, including collateralized mortgage obligations with
modified durations of approximately 1.9 years and short-term investments that carry no duration. Modified duration measures the
length of time it takes, on average, to receive the present value of all the cash flows produced by a bond, including reinvestment of
interest. Because it measures four factors (maturity, coupon rate, yield and call terms), which determine sensitivity to changes in
interest rates, modified duration is considered a better indicator of price volatility than simple maturity alone. The longer the
duration, the greater the price volatility in relation to changes in interest rates.

Equity holdings consist of perpetual preferred stocks and dividend-bearing common stocks on which dividend income is partially
tax-sheltered by the 70% corporate dividend exclusion. At year end, short-term investments consisted of highly rated short-duration
securities redeemable on a daily or weekly basis. The Company does not have any material direct equity investment in subprime
lenders.

Investment Results

The following table summarizes the investment results of the Company for the five years ended December 31, 2007:

Year ended December 31,

2007