The following tables set forth our gross and net loss and LAE reserves, incurred loss and LAE, and payments for the 2005 Hurricanes

Katrina and Rita for the periods indicated:

Year Ended December 31,

2009 2008 2007
($ in thousands]
Gross of Reinsurance
Beginning gross reserves $97,732  $141,831  $319,230
Incurred loss & LAE 671 (12,250) [29,349)
Calendar year payments 31,365 31,849 148,050
Ending gross reserves $67,038  $ 97,732 $141,831
Gross case loss reserves $49,291  $ 62,732 $ 94,959
Gross IBNR loss reserves 17,747 35,000 46,872
Ending gross reserves $67,038 $ 97,732 $141,831
Net of Reinsurance
Beginning net reserves $ 3,667 $ 4519 $ 10,003
Incurred loss & LAE 14 (990) (1,909)
Calendar year payments 245 (138] 3,575
Ending net reserves $ 353 $ 3667 $ 4519
Net case loss reserves $ 183 $ 279 $ 646
Net IBNR loss reserves 3,353 3,388 3,873
Ending net reserves $ 353 $ 3667 $ 4519

ASBESTOS LIABILITY
Our exposure to asbestos liability principally stems from marine
liability insurance written on an occurrence basis during the
mid-1980s. In general, our participation on such risks is in the
excess layers, which requires the underlying coverage to be
exhausted prior to coverage being triggered in our layer. In many
instances we are one of many insurers who participate in the
defense and ultimate settlement of these claims, and we are
generally a minor participant in the overall insurance coverage
and settlement.

The reserves for asbestos exposures at December 31,
2009 are for: (i) one large settled claim for excess insurance
policy limits exposed to a class action suit against an insured
involved in the manufacturing or distribution of asbestos prod-
ucts being paid over severalyears (two other large settled claims
were fully paid in 2007); (i) other insureds not directly involved in
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the manufacturing or distribution of asbestos products, but that
have more than incidental asbestos exposure for their purchase
or use of products that contained asbestos; and [iii] attritional
asbestos claims that could be expected to occur over time.
Substantially all of our asbestos liability reserves are included
in our marine loss reserves.

We believe that there are no remaining known claims
where we would suffer a material loss as a result of excess policy
limits being exposed to class action suits for insureds involved in
the manufacturing or distribution of asbestos products. There
can be no assurances, however, that material loss development
may not arise in the future from existing asbestos claims or new
claims given the evolving and complex legal environment that
may directly impact the outcome of the asbestos exposures of
our insureds.
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The following tables set forth our gross and net loss and LAE reserves for our asbestos exposures for the periods indicated:

Year Ended December 31,
2009 2008 2007

($ in thousands)

Gross of Reinsurance

Beginning gross reserves $21,774  $23,194  $37.171
Incurred loss & LAE 928 796 (780)
Calendar year payments 555 2,216 13,197
Ending gross reserves $22,147  $21,774  $23,194
Gross case loss reserves $14,291  $13,918  $16,014
Gross IBNR loss reserves 7,856 7,856 7,180
Ending gross reserves $22,147  $21,774  $23,194
Net of Reinsurance
Beginning net reserves $16,683  $16,717  $21,381
Incurred loss & LAE (25) 263 1,779
Calendar year payments (105) 297 6,443
Ending net reserves $16,763  $16,683  $16,717
Net case loss reserves $ 9112 $ 9032 $ 9715
Net IBNR loss reserves 7,651 7,651 7,002
Ending net reserves $16,763  $16,683  $16,717

The ceded asbestos paid and unpaid recoverables were $8.9 million at December 31, 2009 and 2008, respectively. During 2007,
we increased our provision for uncollectible reinsurance for asbestos losses by $1.6 million which was recorded in incurred losses. In
addition, in 2007, we settled demands for arbitration with two asbestos reinsurers. We believe that we will be able to collect
reinsurance on the gross portion of its historic gross asbestos exposure in the above table. To the extent we incur additional gross loss
development for our historic asbestos exposure, we do not expect to realize additional reinsurance recoverables.

LOSS RESERVES
As illustrated in the following table, our overall reinsurance recoverable amounts for paid and unpaid losses have decreased during
2009 as we utilized less reinsurance in 2009 compared to 2008:

December 31, December 31,
2009 2008 Change

($ in thousands]

Reinsurance recoverables:

Paid losses $ 76,505 $ 67,227 % 9,278
Unpaid losses and LAE reserves 807,352 853,793 (46,441)
Total $883,857 $921,020  $(37,163)

The following table sets forth our gross reserves for losses and LAE reduced for reinsurance recoverable on such amounts resulting
in net loss and LAE reserves (a non-GAAP measure reconciled in the following table) for the periods indicated:

December 31, December 31,
2009 2008 Change

($ in thousands]

Gross reserves for losses and LAE $1,920,286 $1,853,664  $ 66,622
Less: Reinsurance recoverable on unpaid losses and LAE reserves 807,352 853,793 (46,441)
Net loss and LAE reserves $1,112,934 $ 999.871  $113,063
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The following tables set forth our net case loss and LAE reserves and net IBNR reserves (a non-GAAP measure reconciled above) by

segment and line of business for the periods indicated:

December 31, 2009

Net Net Total % of IBNR
Reported IBNR Net Loss to Total Net
Reserves Reserves Reserves Loss Reserves

Insurance Companies:

($ in thousands]

Marine $113,604  $100,042 $ 213,646 46.8%
Property Casualty 134,427 351,985 486,412 72.4%
Professional liability 38,410 68,807 107,217 64.2%
Total Insurance Companies 286,441 520,834 807,275 64.5%
Lloyd's Operations:
Marine 107,800 101,851 209,651 48.6%
Property Casualty 27,148 25,175 52,323 48.1%
Professional liability 7,442 36,243 43,685 83.0%
Total Lloyd's Operations 142,390 163,269 305,659 53.4%
Total $428,831 $684,103  $1,112,934 61.5%
December 31, 2008
Net Net Total % of IBNR
Reported IBNR  Net Loss to Total Net
Reserves Reserves Reserves Loss Reserves
($ in thousands)]
Insurance Companies:
Marine $ 96,244 $ 96,995 $193,239 50.2%
Property Casualty 115,810 358,305 474,115 75.6%
Professional liability 22,913 58,793 81,706 72.0%
Total Insurance Companies 234,967 514,093 749,060 68.6%
Lloyd's Operations:
Marine 99,233 78,293 177,526 L4 %
Property Casualty 26,218 16,386 42,604 38.5%
Professional liability 5,822 24,859 30,681 81.0%
Total Lloyd's Operations 131,273 119,538 250,811 47.7%
Total $366,240 $633,631 $999.871 63.4%

At December 31, 2009, the IBNR loss reserve was
$684.1 million or 61.5% of our total loss reserves compared to
$633.6 million or 63.4% in 2008.

The increase in net loss reserves in all active lines of
business is generally a reflection of the growth in net premium
volume over the last three years coupled with a changing mix of
business to longer tail lines of business such as the specialty
lines of business (construction defect, commercial excess, pri-
mary excess), professional liability lines of business and marine
liability and transport business in ocean marine. These products,
which typically have a longer settlement period compared to the
mix of business we have historically written, are becoming larger
components of our overall business.

Commission Expense. Commission expenses paid to unaffili-

ated brokers and agents are generally based on a percentage of
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the gross written premiums and are reduced by ceding com-
missions we may receive on the ceded written premiums. Com-
missions are generally deferred and recorded as deferred policy
acquisition costs to the extent that they relate to unearned
premium. The percentages of commission expenses to net
earned premium was 14.5% in 2009, 13.9% in 2008 and 12.9%
in 2007. The 2008 commission expense ratio excluding the
effects of the 2008 Hurricanes was 13.7%.

Other Operating Expense. The 7.7% and 11.5% increases in

other operating expenses when comparing 2009 to 2008 and
comparing 2008 to 2007, respectively, were attributable primarily
to employee related expenses resulting from expansion of the
business.

Interest Expense. The interest expense reflects interest on our

Senior notes issued in April 2006.
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INCOME TAXES

The income tax expense was $23.7 million, $17.0 million and
$43.6 million for 2009, 2008 and 2007, respectively. The effective
tax rates for 2009, 2008 and 2007 were 27.3%, 24.8% and 31.3%,
respectively. Our effective tax rate was less than 35% due to
permanent differences between book and tax return income,
with the most significant item being tax exempt interest. As of
December 31, 2009 and 2008, the net deferred federal, foreign,
state and local tax assets were $31.2 million and $54.7 million,
respectively.

We are subject to the tax regulations of the United States
and foreign countries in which we operate. We file a consolidated
federal tax return, which includes all domestic subsidiaries and
the U.K. Branch. The income from the foreign operations is
designated as either U.S. connected income or non-U.S. con-
nected income. Lloyd’s is required to pay U.S. income tax on
U.S. connected income written by Lloyd's syndicates. Lloyd’s and
the IRS have entered into an agreement whereby the amount of
tax due on U.S. connected income is calculated by Lloyd's and
remitted directly to the IRS. These amounts are then charged to
the corporate members in proportion to their participation in the
relevant syndicates. Our corporate members are subject to this
agreement and will receive U.K. tax credits for any U.S. income
tax incurred up to the U.K. income tax charged on the
U.S. income. The non-U.S. connected insurance income would
generally constitute taxable income under the Subpart F income
section of the Internal Revenue Code since less than 50% of our
premium is derived within the U.K. and would therefore be
subject to U.S. taxation when the Lloyd's year of account closes.
Taxes are accrued at a 35% rate on our foreign source insurance
income and foreign tax credits, where available, are utilized to
offset U.S. tax as permitted. Our effective tax rate for Syndicate
1221 taxable income could substantially exceed 35% to the extent
we are unable to offset U.S. taxes paid under Subpart F tax
regulations with U.K. tax credits on future underwriting year
distributions. U.S. taxes are not accrued on the earnings of our
foreign agencies as these earnings are not subject to the Subpart
F tax regulations. These earnings are subject to taxes under U.K.
tax regulations. A finance bill was enacted in the U.K. on July 19,
2007 that reduces the U.K. corporate tax rate from 30% to 28%
effective April 1, 2008. The effect of such tax rate change was not
material to our financial statements.

We have not provided for U.S. deferred income taxes on
the undistributed earnings of approximately $57.6 million of our
non-U.S. subsidiaries since these earnings are intended to be
permanently reinvested in the foreign subsidiary. However, in the
future, if such earnings were distributed to the Company, taxes of
approximately $4.0 million would be payable on such undistrib-
uted earnings and would be reflected in the tax provision for the
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year in which these earnings are no longer intended to be
permanently reinvested in the non-U.S. subsidiary assuming
all foreign tax credits are realized.

We had net state and local deferred tax assets amounting
to potential future tax benefits of $2.6 million and $6.2 million at
December 31, 2009 and 2008, respectively. Included in the
deferred tax assets are net operating loss carryforwards of
$1.3 million and $0.5 million at December 31, 2009 and 2008,
respectively. A valuation allowance was established for the full
amount of these potential future tax benefits due to the uncer-
tainty associated with their realization. Our state and local tax
carryforwards at December 31, 2009 expire from 2023 to 2025.

SEGMENT INFORMATION

We classify our business into two underwriting segments con-
sisting of the Insurance Companies and the Lloyd’s Operations,
which are separately managed, and a Corporate segment. Seg-
ment data for each of the two underwriting segments include
allocations of revenues and expenses of the wholly-owned
underwriting management companies and the Parent Compa-
ny's operating expenses and related income tax amounts. The
Corporate segment consists of the Parent Company’s invest-
ment income, interest expense and the related tax effect.

We evaluate the performance of each segment based on
its underwriting and GAAP results. The Insurance Companies’
and the Lloyd’'s Operations’ results are measured by taking into
account net earned premiums, net losses and loss adjustment
expenses, commission expenses, other operating expenses,
commission income and other income (expense). Each segment
also maintains its own investments, on which it earns income
and realizes capital gains or losses. Our underwriting perfor-
mance is evaluated separately from the performance of our
investment portfolios.

Following are the financial results of our two underwrit-
ing segments.

INSURANCE COMPANIES

The Insurance Companies consist of Navigators Insurance Com-
pany, including its U.K. Branch, and its wholly-owned subsidiary,
Navigators Specialty Insurance Company. They are primarily
engaged in underwriting marine insurance and related lines
of business, professional liability insurance and specialty lines
of business including contractors general liability insurance,
commercial umbrella and primary and excess casualty busi-
nesses. Navigators Specialty Insurance Company underwrites
specialty and professional liability insurance on an excess and
surplus lines basis. Navigators Specialty Insurance Company is
100% reinsured by Navigators Insurance Company.
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The following table sets forth the results of operations for the Insurance Companies for the periods indicated:

Year Ended December 31,

2009 2008 2007
($ in thousands)
Gross written premiums $ 730,776 $ 762,190 $ 774,346
Net written premiums 477,673 472,688 478,018
Net earned premiums 479121 463,298 443,456
Net losses and loss adjustment expenses (304,672) (275,767) (256,652)
Commission expenses (61,949) (55,752) (52,490)
Other operating expenses (104,801) (92,297) (81,053)
Commission income and other income (expense) 3,498 2,145 1,510
Underwriting profit 11,197 41,627 54,771
Net investment income 65,717 63,544 58,261
Net realized gains (losses) 533 (37,822) 1,973
Income before income tax expense 77,447 67,349 115,005
Income tax expense 19,819 16,401 35,061
Net income $ 57,628 $ 50948 $ 79,944
Identifiable assets $2,554,037  $2,477,139  $2,322,647
Loss and loss expenses ratio 63.6% 59.5% 57.9%
Commission expense ratio 12.9% 12.0% 11.8%
Other operating expenses ratio(1) 21.1% 19.5% 17.9%
Combined ratio 97.6% 91.0% 87.6%
(1] Includes Other operating expenses and Commission income and Other income [expense).
The following table sets forth the underwriting results for the Insurance Companies for the periods indicated:
Year Ended December 31, 2009
($ in thousands)
Net Losses
Earned and LAE  Underwriting  Underwriting Loss Expense Combined
Premiums  Incurred Expenses Profit (Loss)  Ratio Ratio Ratio
Marine $157,534  $109.916 $ 50,451 $ (2,833  69.8% 32.0% 101.8%
Property Casualty 246,143 123,775 86,116 36,252 50.3% 35.0% 85.3%
Professional Liability 75,444 70,981 26,685 (22,222)  94.1% 35.4% 129.5%
Total $479,121  $304,672 $163,252 $ 11,197 63.6% 34.0% 97.6%
Year Ended December 31, 2008
($ in thousands)]
Net Losses
Earned and LAE Underwriting  Underwriting Loss Expense Combined
Premiums  Incurred Expenses Profit (Loss)  Ratio Ratio Ratio
Marine $132,005  $ 84,099 $ 38,184 $ 9,722 63.7% 28.9% 92.6%
Property Casualty 273,977 158,457 87,310 28,210 57.8% 31.9% 89.7%
Professional Liability 57,316 33,211 20,410 3,695 57.9% 35.6% 93.5%
Total $463,298  $275,767 $145,904 $41,627 59.5% 31.5% 91.0%
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Year Ended December 31, 2007

($ in thousands)

Net Losses
Earned and LAE  Underwriting  Underwriting Loss Expense Combined
Premiums  Incurred Expenses Profit (Loss)  Ratio Ratio Ratio
Marine $112,370  $ 64,802 $ 31,878 $15.690 57.7% 28.4% 86.1%
Property Casualty 275,937 159,248 80,509 36,180 57.7% 29.2% 86.9%
Professional Liability 55,149 32,602 19,646 2,901 59.1% 35.6% 94.7%
Total $443,456  $256,652 $132,033 $54,771 57.9% 29.7% 87.6%

Overall, the net earned premium increased 3.4%, 4.5%
and 34.5% in 2009, 2008 and 2007, respectively, reflecting overall
increased retention of the business written, higher average
renewal rates in 2009 overall business expansion in 2007 and
expansion of our professional liability business. These factors
were partially offset by a decline in our property casualty

businessin 2009 as well as overall average renewal rate declines
in 2008.

The 2009 underwriting results were favorably impacted
by $3.1 million or 0.6 loss ratio points for net prior year savings,
which is discussed in the prior year reserve redundancies/defi-
ciencies section. The 2009 net prior year savings declined
$38.8 million compared to 2008.

The following table sets forth the impact of Hurricanes Gustav and |ke on the Insurance Companies’ 2008 financial results:

Hurricane  Hurricane
Gustav lke Total
($ in thousands)

Reduction in net earned premiums for reinstatement costs $ (871) $ (6,343) $ (7,214)
Gross losses incurred 7,200 53,800 61,000
Reinsurance recoverable 4,377 47,546 51,923
Net losses incurred 2,823 6,254 9,077
Underwriting loss $(3,694)  $(12,597)  $(16,291)
After-tax net loss $(2,401) $ (8,188)  $(10,589)
Reduction in earnings per share $ (0.14) $ (048] $ (0.62)
Effect on combined ratio:
Loss and LAE ratio 0.7% 2.1% 2.8%
Expense ratio 0.1% 0.4% 0.5%
Combined ratio 0.8% 2.5% 3.3%

The 2008 underwriting results were favorably impacted
by $41.9 million or 9.0 loss ratio points for net prior year savings,
which is discussed in the prior year reserve redundancies/defi-
ciencies section. The 2008 pre-tax net loss to the Insurance
Companies as the result of losses caused by Hurricanes Gustav
and Ike of approximately $16.3 million, including $7.2 million of
reinstatement costs, increased the Insurance Companies 2008
combined ratio by 10.1 combined ratio points. The after-tax effect
reduced net income by $10.6 million.

The 2007 underwriting results were favorably impacted
by approximately $33.8 million or 7.6 loss ratio points for net
prior year savings across all of our lines of business due to
favorable loss development trends.

Reviews of our Insurance Companies Hurricanes Katrina
and Rita exposures during 2007 resulted in a reduction to the
Insurance Companies pre-tax income by $1.5 million. Much of
this impact was the result of reallocating our net retention for
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these events between our Insurance Companies and Lloyd's
Operations.

The approximate annualized pre-tax yields on the Insur-
ance Companies’ investment portfolio, excluding net realized
capital gains and losses, approximated 4.1%, 4.3% and 4.5% for
2009, 2008 and 2007, respectively. The increase in net investment
income in 2009, 2008 and 2007 versus the comparable prior year
was primarily due to the investment of new funds from positive
cash flow from operations. The portfolio’s duration was 4.7 years
at December 31, 2009 and 4.8 years at December 31, 2008.

The 2009 and 2008 results included provisions of
$10.2 million and $36.4 million, respectively, for declines in
the market value of securities which were considered to be
other-than-temporary. The after-tax effects of such provisions
on the 2009 and 2008 net income were $6.7 million and $23.7 mil-
lion, respectively.
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LLOYD’S OPERATIONS
The Lloyd’'s Operations primarily underwrite marine and related
lines of business along with professional liability insurance, and
construction coverages for onshore energy business at Lloyd’s
through Syndicate 1221. The European property business, writ-
ten by the Lloyd's Operations and the U.K. Branch beginning in
2006, was discontinued in the 2008 second quarter. Our Lloyd’s
Operations includes NUAL, a Lloyd's underwriting agency which
manages Syndicate 1221.

Syndicate 1221's stamp capacity was £124 million
($194 million) in 2009, £123 million ($228 million] in 2008 and
£140 million ($280 million) in 2007. Stamp capacity is a measure
of the amount of premium a Lloyd’s syndicate is authorized to

write as determined by the Council of Lloyd's. We controlled
100% of Syndicate 1221's total stamp capacity in 2009, 2008 and
2007 through our wholly-owned Lloyd's corporate member (we
utilized two wholly-owned Lloyd's corporate members prior to
the 2008 underwriting year). Syndicate 1221's stamp capacity is
expressed net of commission (as is standard at Lloyd's). The
Syndicate 1221 premium recorded in our financial statements is
gross of commission. We provide letters of credit to Lloyd’s to
support our participation in Syndicate 1221's stamp capacity as
discussed below under the caption Liquidity and Capital
Resources.

The following table sets forth the results of operations of the Lloyd's Operations for the following periods:

Year Ended December 31,

2009 2008 2007
($ in thousands]
Gross written premiums $314,142  $322,732  $296,361
Net written premiums 223,582 188,927 167,778
Net earned premiums 204,242 180,678 158,521
Net losses and loss adjustment expenses (131,326) (117,364) (83,940)
Commission expenses (37,727) (34,033) (25,123)
Other operating expenses (27,896) (30,961) [29,356)
Commission income and other income (expense) 961 (600) 504
Underwriting profit (loss) 8,254 (2,280) 20,606
Net investment income 9,229 11,655 10,524
Net realized gains [losses) (3,193] (477) 33
Income before income tax expense 14,290 8,898 31,163
Income tax expense 5,682 3,269 10,946
Net income $ 8708 $ 5629 $ 20,217
Identifiable assets $799,577  $779,800  $744,002
Loss and loss expenses ratio 64.3% 65.0% 53.0%
Commission expense ratio 18.5% 18.8% 15.8%
Other operating expenses ratio(1) 13.2% 17.5% 18.2%
Combined ratio 96.0% 101.3% 87.0%

(1] Includes Other operating expenses and Commission income and Other income [expense).

The 2009 earnings in the Lloyd's Operations improved
$3.1 million compared to 2008. The Lloyd's Operations utilized
less reinsurance in 2009 compared to 2008, resulting in higher
net premiums. In addition, 2008 results were impacted by losses
caused by Hurricanes Gustav and ke of approximately $13.1 mil-
lion, including $5.0 million of reinstatement costs, which
increased the 2008 combined ratio by 7.1 combined ratio points
and reduced net income by $8.5 million.
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The 2009 underwriting results were favorably impacted
by approximately $5.9 million or 2.9 loss ratio points for net prior
years’ savings due to favorable loss development trends which
are discussed in the prior year reserve redundancies/deficien-
cies section. The 2009 net prior years’ savings was a decline of
$3.0 million compared to 2008.
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The following table sets forth the impact of Hurricanes Gustav and lke on the Lloyd’s Operations 2008 financial results:

Hurricane  Hurricane
Gustav lke Total
($ in thousands)

Reduction in net earned premiums for reinstatement costs $ (672) $ (4,292)  $ (4,964)
Gross losses incurred 6,800 46,200 53,000
Reinsurance recoverable 4,623 40,285 44,908
Net losses incurred 2,177 5,915 8,092
Underwriting loss $(2,849)  $(10,207)  $(13,056)
After-tax net loss $(1,852) $ (6,635 $ (8,487)
Reduction in earnings per share $ (0.11) $ (039 $ (050
Effect on combined ratio:
Loss and LAE ratio 1.4% 4.7% 6.1%
Expense ratio 0.2% 0.8% 1.0%
Combined ratio 1.6% 5.5% 7.1%

The 2008 earnings in the Lloyd's Operations were
impacted by losses caused by Hurricanes Gustav and lke of
approximately $13.1 million, including $5.0 million of reinstate-
ment costs, which increased the 2008 combined ratio by 7.1
combined ratio points. The after tax effect reduced net income by
$8.5 million.

The 2008 underwriting results were favorably impacted
by approximately $8.8 million or 4.9 loss ratio points for net prior
years’ savings due to favorable loss development trends, prima-
rily in the liability and offshore energy lines in underwriting years
2006 and prior, which is discussed in the prior year reserve
redundancies/deficiencies section. The 2007 earnings in the
Lloyd's Operations reflect the continued favorable loss develop-
ment trends.

The 2007 underwriting results were favorably impacted
by approximately $13.2 million or 8.3 loss ratio points for net
prior years’ savings due to favorable loss development trends,
primarily in our 2004 and 2005 underwriting years.

Reviews of our Lloyd's Operations’ Hurricanes Katrina
and Rita exposures during 2007 resulted in a reduction to the
storm loss estimates and increased pre-tax income by $4.1 mil-
lion consisting of $3.4 million of decreases to incurred losses
and a $0.7 million reduction in our reinstatement cost estimates.
A portion of this impact was the result of reallocating our net
retention for these events between our Insurance Companies
and Lloyd's Operations.

The pre-taxyields on the Lloyd’s Operations investments,
excluding net realized capital gains and losses, approximated
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2.7%, 3.4% and 3.9% for 2009, 2008 and 2007, respectively. Such
yields are net of interest credits to certain reinsurers for funds
withheld by our Lloyd's Operations. Generally, the Lloyd’'s Oper-
ations’ investments have been invested with a relatively short
average duration, which is reflected in the yield, in order to meet
liquidity needs. The decrease in the Lloyd's Operations’ net
investment income in 2009 was due to lower investment yields.
The increase in the Lloyd's Operations’ net investment income in
2008 and 2007 is reflective of the increased investment portfolio
primarily due to positive cash flow from operations. The average
duration of the Lloyd's Operations’ investment portfolio was
1.6 years at December 31, 2009 compared to 1.4 years at Decem-
ber 31, 2008.

The 2009 and 2008 results included provisions of $1.6 mil-
lion and $0.7 million, respectively, for declines in the market
value of securities which were considered to be other-than-tem-
porary. The after-tax effects of such provisions on the 2009 and
2008 net income were $1.2 million and $0.5 million, respectively.

See “Results of Operations and Overview—Income Taxes”
foradiscussion of the Lloyd's Operations’ income taxes, included
herein.

OFF-BALANCE SHEET TRANSACTIONS

We have no material off-balance sheet transactions with the
exception of our letter of credit facility. For a discussion of our
letter of credit facility, see “—Liquidity and Capital Resources”,
included herein.
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TABULAR DISCLOSURE OF CONTRACTUAL OBLIGATIONS
The following table sets forth the best estimate of our known contractual obligations with respect to the items indicated at
December 31, 2009:

Payments Due by Period

Less than More than
Contractual Obligations Total 1Year 1-3Years 3-5Years 5 Years

($ in thousands)

Reserves for losses and LAE(1) $1,920,286 $731,746 $668,866 $267,634 $252,040
7% Senior Notes(2) 167,325 8,050 16,100 16,100 127,075
Operating Leases 54,757 7,379 15,403 13,549 18,426

Total $2,142,368 $747.175 $700,369 $297,283 $397,541

(1] The amounts determined are estimates which are subject to a high degree of variation and uncertainty, and are not subject to any specific payment
schedule since the timing of these obligations are not set contractually. The amounts in the above table exclude reinsurance recoveries of $807 million.
See "Business—Loss Reserves” included herein.

(2] Includes interest payments.

INVESTMENTS
The following tables set forth our cash and investments as of December 31, 2009 and 2008. The table as of December 31, 2009 includes
other-than-temporarily impaired ("OTTI") securities recognized within other comprehensive income ("0CI").

Gross Gross OTTI
Unrealized Unrealized Cost or  Recognized
December 31, 2009 Fair Value Gains (Losses) Amortized Cost in OCI

($ in thousands]

U.S. Government Treasury bonds, agency bonds and foreign

government bonds $ 471,598 $ 7.397 $ (597 $ 464,798 $ -
States, municipalities and political subdivisions 676,699 25,044 (2,917) 654,572 —
Mortgage- and asset-backed securities:
Agency mortgage-backed securities 283,578 12,607 (98) 271,069 —
Residential mortgage obligations 31,071 — (7,246) 38,317 (5,723)
Asset-backed securities 16,469 612 (34) 15,891 (23)
Commercial mortgage-backed securities 100,393 594 (5,028) 104,827 —
Subtotal 431,511 13,813 (12,4006) 430,104 (5,746)
Corporate bonds 236,861 9,111 (759) 228,509 —
Total fixed maturities 1,816,669 55,365 (16,679) 1,777,983 (5,746)
Equity securities—common stocks 62,610 15,244 (10) 47,376 —
Cash 509 — — 509 —
Short-term investments 176,799 — — 176,799 —
Total $2,056,587 $70,609 $(16,689) $2,002,667 $(5,746)
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Gross Gross
Unrealized Unrealized Cost or
December 31, 2008 Fair Value Gains (Losses)  Amortized Cost
($ in thousands)
U.S. Government Treasury bonds, agency bonds and foreign government bonds $ 361,656 $25,741 $  (145) $ 336,060
States, municipalities and political subdivisions 614,609 12,568 (8,036) 610,077
Mortgage- and asset-backed securities:
Agency mortgage-backed securities 299,775 10,930 (26) 288,871
Residential mortgage obligations 56,743 — (27,119) 83,862
Asset-backed securities 29,436 5 (1,289) 30,720
Commercial mortgage-backed securities 92,684 — (20,350) 113,034
Subtotal 478,638 10,935 (48,784) 516,487
Corporate bonds 188,869 1,398 (14,660) 202,131
Total fixed maturities 1,643,772 50,642 (71,625) 1,664,755
Equity securities—common stocks 51,802 1,266 (1,987) 52,523
Cash 1,457 - - 1,457
Short-term investments 220,684 — — 220,684
Total $1,917,715 $51,908 $(73,612) $1,939,419

Invested assets increased in 2009 compared to 2008
primarily due to cash flows from operations as well as unrealized
gains in 2009. Invested assets increased in 2008 compared to
2007 primarily due to positive cash flows from operations par-
tially offset by unrealized losses in 2008. The consolidated aver-
age investment yield of the portfolio decreased in 2009 to 3.8%
from 4.1% due to the general decline in market yields over the
period. The portfolio’s duration was 4.2 years and 4.3 years as of
December 31, 2009 and 2008, respectively. Since the beginning of
2009, the tax-exempt portion of our investment portfolio has
increased by $30.1 million to approximately 34.9% of the fixed
maturities investment portfolio at December 31, 2009 compared
to approximately 36.8% at December 31, 2008.

We are a specialty insurance company and periods of
moderate economic recession or inflation tend not to have a
significant direct effect on our underwriting operations. They do,
however, impact our investment portfolio. A decrease in interest
rates will tend to decrease ouryield and have a positive effect on
the fairvalue of our invested assets. An increase in interest rates
will tend to increase our yield and have a negative effect on the
fair value of our invested assets.

Prepayment assumptions associated with the mortgage-
backed and asset-backed securities are reviewed on a periodic
basis. When changes in prepayment assumptions are deemed
necessary as the result of actual prepayments differing from
anticipated prepayments, securities are revalued based upon the
new prepayment
accounting method.

assumptions utilizing the retrospective
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All fixed maturities, short-term investments and equity
securities are carried at fair value. All prices for our fixed matu-
rities, short-term investments and equity securities valued as
Level 1 or Level 2 in the fair value hierarchy, as defined in the
Financial Accounts Standards Board Accounting Standards Cod-
ification 820 ("ASC 820"), Fair Value Measurements, are received
from independent pricing services utilized by one of our outside
investment managers whom we employ to assist us with invest-
ment accounting services. This manager utilizes a pricing com-
mittee which approves the use of one or more independent
pricing service vendors. The pricing committee consists of five
or more members, one from senior management and one from
the accounting group with the remainder from the asset class
specialists and client strategists. The pricing source of each
security is determined in accordance with the pricing source
procedures approved by the pricing committee. The investment
manager uses supporting documentation received from the
independent pricing service vendor detailing the inputs, models
and processes used in the independent pricing service vendors’
evaluation process to determine the appropriate fair value hier-
archy. Any pricing where the input is based solely on a broker
price is deemed to be a Level 3 price.

Management has reviewed this process by which the
manager determines the prices and has obtained alternative
pricing to validate a sampling of the pricing and assess their
reasonableness.
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The following table presents, for each of the fair value hierarchy levels, our fixed maturities, equity securities and short-term
investments that are measured at fair value as of December 31, 2009:

Quoted Prices  Significant

In Active Other Significant

Markets for  Observable  Unobservable

Identical Assets Inputs Inputs
Level 1 Level 2 Level 3 Total

($ in thousands)

Fixed maturities $331,925 $1,484,744 $—  $1,816,669
Equity securities 62,610 — — 62,610
Short-term investments 9,992 166,807 — 176,799
Total $404,527 $1,651,551 $—  $2,056,078

There were no significant judgments made in classifying instruments in the fair value hierarchy.

The following table presents a reconciliation of the beginning and ending balances for all investments measured at fair value using
Level 3 inputs during the twelve months ended December 31, 2009:

Twelve Months Ended

($ in thousands) December 31, 2009
Level 3 investments as of January 1 $ 156
Unrealized net gains included in other comprehensive income (loss) 23
Purchases, sales, paydowns and amortization (23)
Transfer from Level 3 (156)

Transfer to Level 3 —

Level 3 investments as of December 31 $ —

The following tables set forth our U.S. Treasury bonds, agency bonds and foreign government bonds as of December 31, 2009 and
2008:

Gross Gross Cost or
Fair  Unrealized Unrealized Amortized
December 31, 2009 Value Gains (Losses) Cost

($ in thousands]

U.S. Treasury bonds $362,614 $5,549 $(560)  $357,625
Agency bonds 82,739 1,489 — 81,250
Foreign government bonds 26,245 359 (37) 25,923
Total $471,598 $7,397 $(597) $464,798
Gross Gross Cost or

Fair  Unrealized Unrealized Amortized
December 31, 2008 Value Gains (Losses) Cost

($ in thousands)

U.S. Treasury bonds $290,059 $23,243 $(143) $266,959
Agency bonds 58,401 2,008 (2) 56,395
Foreign government bonds 13,196 490 — 12,706

Total $361,656 $25,741 $(145) $336,060
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The following table sets forth the fifteen largest holdings categorized as state, municipalities and political subdivisions by

counterparty as of December 31, 2009:

Gross Gross Cost or
Fair  Unrealized Unrealized Amortized S&P
Value Gains (Losses) Cost Rating
($ in thousands]

Issuers:
State of Washington $ 17,428 $ 799 $  (25) $ 16,654  AA
Texas State Transportation Commission 15,542 - (163) 15,705  AA+
University of Pittsburgh 14,060 574 — 13,486  AA
City of San Antonio 11,581 571 — 11,010 AA
City of Chicago 11,401 377 (32) 11,056  A-
Virginia Resources Authority 11,389 826 — 10,563  AAA
County of Fairfax 11,027 — (70) 11,097  AAA
State of Louisiana 9,992 518 — 9,474 A+
State of Wisconsin 9,962 479 — 9,483  AA-
Salt River Project Agricultural Improvement 9,931 155 — 9,776 AA
Commonwealth of Massachusetts 9,059 581 (7) 8,485  AA
New York City Transitional Finance Authority 8,107 — (343) 8,450  AA
City of New York 8,026 288 (20) 7,758  AA-
Illinois Finance Authority 8,015 69 (222) 8,168  BBB+
Cypress-Fairbanks Independent School Dist 7,985 131 — 7,854 AA-
Subtotal 163,505 5,368 (882) 159,019
All Other 513,194 19,676 (2,035) 495,553
Total $676,699 $25,044 $(2.917)  $654,572

The following table sets forth the composition of the investments categorized as states, municipalities and political subdivisions in
our portfolio by generally equivalent S&P and Moody's ratings (not all securities in our portfolio are rated by both S&P and Moody's]) as

of December 31, 2009:

Equivalent Equivalent Net
S&P Moody’s Unrealized
Rating Rating Fair Value Book Value  Gain/[Loss)
($ in thousands]

AAA/AA/A Aaa/Aa/A $639,802 $617,620 $22,182
BBB Baa 27,668 27,641 27
BB Ba 2,000 2,014 (14)
B B — — —
CCC or lower Caa or lower — — —
N/A N/A 7,229 7,297 (68)

Total $676,699 $654,572 $22,127

We own $282 million of municipal securities which are
credit enhanced by various financial guarantors. As of Decem-
ber 31,2009, the average underlying credit rating is A+. There has
been no material adverse impact to our investment portfolio or
results of operations as a result of recent downgrades of the
credit ratings for several of the financial guarantors.

We analyze our mortgage-backed and asset-backed
securities by credit quality of the underlying collateral distin-
guishing between the securities issued by the Federal National
Mortgage Association ("FNMA") and the Federal Home Loan
Mortgage Corporation ("FHLMC") which are Federal government
sponsored entities, and the non-FNMA and non-FHLMC secu-
rities broken out by prime, Alt-A and subprime collateral. The
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securities issued by FNMA and FHLMC are the obligations of
each respective entity. Recent legislation has provided for guar-
antees by the U.S. Government of up to $100 billion each for
FNMA and FHLMC.

Prime collateral consists of mortgages or other collateral
from the most creditworthy borrowers. Alt-A collateral consists
of mortgages or other collateral from borrowers which have a
risk potential that is greater than prime but less than subprime.
The subprime collateral consists of mortgages or other collat-
eral from borrowers with low credit ratings. Such subprime and
Alt-A categories are as defined by S&P.

At December 31, 2009, we owned asset-backed securities
approximating $0.1 million with subprime mortgage exposures.
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The securities have an effective maturity of 3.1 years. In addition,
we owned residential mortgage obligations approximating
$1.5 million classified as Alt-A which is a credit category

between prime and subprime. The Alt-A bonds have an effective

maturity of 5.6 years. We are receiving principal and/or interest
payments on all of these securities and believe such amounts are
fully collectible.

The following tables set forth our mortgage-backed securities, residential mortgage obligations and asset-backed securities by
those issued by the Government National Mortgage Association ("GNMA"), FNMA, FHLMC, and the quality category (prime, Alt-A and
subprime] for all other such investments as of December 31, 2009:

Gross Gross Cost or
Fair  Unrealized Unrealized Amortized
Value Gains (Losses) Cost
($ in thousands)]
Agency mortgage-backed securities:
GNMA $ 44,351 $ 1,300 $(53)  $ 43,104
FNMA 173,786 8,716 (11) 165,081
FHLMC 65,441 2,591 (34) 62,884
Total $283,578 $12,607 $(98) $271,069
Gross Gross Cost or
Fair  Unrealized Unrealized Amortized
Value Gains (Losses) Cost
($ in thousands)]
Residential mortgage obligations:
Prime $29,565 $— $(6,836) $36,401
Alt-A 1,506 — (410) 1,916
Subprime — — — —
Total $31,071 $— $(7,246) $38,317
Gross Gross Cost or
Fair  Unrealized Unrealized Amortized
Value Gains (Losses) Cost
($ in thousands)
Asset-backed securities:
Prime $16,323 $612 $(10) $15,721
Alt-A — — — —
Subprime 146 — (24) 170
Total $16,469 $612 $(34) $15,891
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The following table sets forth the fifteen largest residential mortgage obligations as of December 31, 2009:

Issue Fair Book  Unrealized S&P  Moody’s
Security Description Date Value Value (Loss) Rating Rating
($ in thousands]
GMAC Mtg Corp Ln Tr 05 Ar6 2A1 2005 $ 2,907 $ 3,489 $ (582) BB B3
Merrill Lynch Mtg Inv Inc 05 A9 2ATE 2005 2,569 3,623 (954) B+ NR
Wells Fargo Mtg Bkd Secs Tr 06 Ar5 2A1 2006 2,469 2,725 (256) NR Caal
Wells Fargo Mtg Bkd Secs Tr 05 Ar4d 2A2 2005 966 1,102 (136) NR A2
Merrill Lynch Mtg Inv Inc 05 A9 2A1 2005 742 780 (38) BBB NR
Bear Stearns Adjustable Rate 06 1 A1 2006 712 814 (102) NR Baal
GSR Mortgage Loan Trust 06 Ar1 2A1 2006 662 833 (171) BB NR
Wells Fargo Mtg Bkd Secs Tr 06 Aré 3A 2006 641 773 (132) NR B2
JP Morgan Mortgage Trust 06 A4 TA1 2006 628 869 (241) NR B3
Master Adj Rate Mtg Tr 05 6 5A1 2005 618 811 (193) B- Baa?
Bear Stearns Adjustable Rate 05 3 2A1 2005 610 706 (96) BB Bal
Mortgageit Trust 05 1 2A 2005 605 672 (67) AAA Aaa
JP Morgan Mortgage Trust 07-A3 1A1 2007 604 890 (286) cce NR
Wells Fargo Mortgage Backed Se 06-Ar14 2 2006 577 722 (145) NR Caal
JP Morgan Mortgage Trust 05 A4 3A1 2005 556 600 (44) AAA Baal
Subtotal 15,866 19,309 (3,443)
All Other 15,205 19,008 (3,803)
Total $31.071  $38,317 $17,246)
Details of the collateral of our asset-backed securities portfolio as of December 31, 2009 are presented below:
Total
Total  Amortized Unrealized
AAA AA A BBB BB CC  Fair Value Cost  Gain/(Loss)
($ in thousands]
Auto Loans $ 7331 $3,574  $461  $1,633 $— % — $12,999 $12,556 $443
Credit Cards — — — — 88 — 88 91 (3)
Miscellaneous 3,235 2 - — — 145 3,382 3,244 138
Total $10,566  $3576  $461  $1,633  $88  $145 $16,469 $15,891 $578
THE NAVIGATORS GROUP, INC. 2009 ANNUAL REPORT 57


%%TRANSMSG*** Transmitting Job: Y83330 PCN: 059000000 ***%%PCMSG|57     |00017|Yes|No|04/02/2010 13:19|0|0|Page is valid, no graphics -- Color: N|


The commercial mortgage-backed securities are all rated investment grade by S&P or by Moody's. The following table sets forth the

fifteen largest commercial mortgage-backed securities portfolio as of December 31, 2009:

Average
Issue Fair Book Underlying Deling. Subord. S&P  Moody’s
Security Description Date Value Value LTV% Rate Level Rating Rating
($ in thousands]

Wachovia Bank Comm Mtg 05 C18 A4 2005 $ 6,806 & 6,859 72.18% 8.80%  32.07%  AAA Aaa
GS Mtg Secs Corp Il 05 GG4 A4A 2005 6,487 6,608 71.96% 7.15%  30.86%  AAA Aaa
Four Times Square 06-4TS A 2006 5,943 7,029 39.40% 0.00% 7.94%  AAA Aal
Citigroup/Deutsche Bank Comm Mtg 05 CD1 A4 2005 5,840 5,867 68.74% 8.73%  30.97%  AAA Aaa
LB-UBS Comm Mtg Trust 06 C7 A3 2006 5,775 6,330 66.98% 6.06%  29.99%  AAA NR
Bear Stearns Comm Mtg Secs 06 T22 A4 2006 4,933 4,883 57.39% 0.41%  28.20% NR Aaa
Bear Stearns Comm Mtg Secs 07 PW15 A4 2007 4,414 5,135 69.96%  17.44%  3031% A+ Aaa
Banc Of America Comm Mtg Inc 07 1 A4 2007 4,189 4,780 74.54% 13.28%  30.49% NR Aaa
Morgan Stanley Capital | 07 HQ11 A4 2007 4,163 4,787 70.94% 3.67%  30.23% A Aaa
Merrill Lynch Mtg Trust 05 CIP1 A4 2005 3,936 4,035 70.86%  14.00%  31.01% NR Aaa
Commercial Mtg Pass Through Cert 05 Cé6 ASA 2005 3,932 4,053 72.20% 8.77% 29.89%  AAA Aaa
Morgan Stanley Capital | 04 T13 A4 2004 3,316 3,327 58.81% 0.00% 15.53% NR Aaa
Citigroup Comm Mtg Trust 06 C5 A4 2006 3,250 3,511 69.00% 14.80%  30.37% NR Aaa
GE Capital Comm Mtg Sves 02 1A A3 2002 2,634 2,502 72.46% 2.63%  25.03% NR Aaa
CSFB Mtg Secs Corp 03 C3 A5 2003 2,559 2,523 62.03% 3.49%  20.69%  AAA Aaa
Subtotal 68,177 72,229

All Other 32,216 32,598

Total $100,393  $104,827

The following table shows the amount and percentage of our fixed maturities and short-term investments at December 31, 2009 by

S&P credit rating or, if an S&P rating is not available, the equivalent Moody's rating. The table includes fixed maturities and short-
term investments at fair value, and the total rating is the weighted average quality rating.

Percent
Rating Fair of
Description Rating Value Total

(% in thousands]

Extremely Strong AAA $1,124,403 57%
Very Strong AA 494,764 25%
Strong A 275,016 14%
Adequate BBB 67,400 3%
Speculative BB & below 24,656 1%
Not Rated NR 7,229 0%
Total AA $1,993,468 100%
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Following is a list of the top fifteen corporate bond holdings for fixed maturities at fair value. All such fixed maturities are rated

investment grade by S&P and Moody's. These holdings represent direct obligations of the issuer or its subsidiaries and exclude any

government guaranteed or government sponsored organizations, securitized, credit enhanced or collateralized asset-backed or

mortgage-backed securities.

Gross Gross Cost or
Fair  Unrealized Unrealized Amortized S&P
Value Gains (Losses) Cost  Rating
($ in thousands)
Issuers:
General Electric $ 20,475 $ 777 $ 9 $ 19,707  AA
Southern Co 11,797 149 (159) 11,807 A
Conoco Phillips 11,428 225 — 11,203 A
Goldman Sachs Group 10,927 258 — 10,669  A-
Bank of America Corp 8,823 248 (33) 8,608  A-
Transcanada Corp 8,445 349 — 8,096  A-
Citigroup Inc 6,912 129 (170) 6,953  BBB+
JP Morgan Chase & Co 6,345 44 — 6,301 A
Statoilhydro ASA 5,830 277 — 5553  AA-
Wells Fargo & Co 5216 243 (25) 4,998 A+
Scana Corp 5,206 105 — 5101  A-
Morgan Stanley 5112 184 — 4,928  A-
Mead Johnson Nutrition Co 4,943 — (35) 4,978  BBB-
Bank of New York 3,658 190 — 3,468 A+
Pfizer Inc 3,623 300 — 3,323 A+
Subtotal 118,740 3,478 (431) 115,693
All Other 118,121 5,633 (328) 112,816
Total $236,861 $9,111 $(759) $228,509
The following table sets forth the fifteen largest equity securities holdings as of December 31, 2009:
Gross Gross Cost or
Fair  Unrealized Unrealized Amortized
Value Gains (Losses) Cost
($ in thousands]
Issuers:
Vanguard Total Stock Market Index $ 4,656 $ 1,361 $ — $ 3,295
Vanguard Emerging Market Stock Index 4,207 1,771 — 2,436
Vanguard Pacific Stock Index 3,967 1,041 — 2,926
Vanguard European Stock Index 3,883 1,292 — 2,591
PPG Industries 1,818 626 — 1,192
3M Co 1,794 553 — 1,241
Merck & Co Inc 1,782 462 — 1,320
The Boeing Co 1,719 327 — 1,392
Kraft Foods Inc 1,713 211 — 1,502
Philip Morris International Inc 1,711 352 — 1,359
El Du Pont De Nemours & Co 1,705 404 — 1,301
Diageo PLC 1,704 512 — 1,192
Unilever NV 1,660 654 — 1,006
BP PLC 1,641 506 — 1,135
Johnson & Johnson 1,617 189 — 1,428
Subtotal 35,577 10,261 — 25,316
All Other 27,033 4,983 (10) 22,060
Total $62,610 $15,244 $(10) $47,376
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The following table summarizes all securities in an unrealized loss position at December 31, 2009 and 2008, showing the aggregate

fairvalue and gross unrealized loss by the length of time those securities have continuously been in an unrealized loss position as well

as the number of securities:

December 31, 2009

December 31, 2008

# of Fair Gross # of Fair Gross
Securities Value Unrealized Loss  Securities Value Unrealized Loss
($ in thousands except # of securities]
Fixed Maturities:
U.S. Government Treasury bonds, agency bonds and
foreign government bonds

0-6 Months 24 $116,566 $ 597 4 $ 3,862 $ 145
7-12 Months — — — — — —
> 12 Months — — — — — —
Subtotal 24 116,566 597 4 3,862 145
States, municipalities and political subdivisions
0-6 Months 47 108,290 2,291 72 68,727 2,187
7-12 Months 4 3,534 112 73 118,910 4,376
> 12 Months 23 17,777 514 17 15,918 1,473
Subtotal 74 129,601 2,917 162 203,555 8,036
Agency mortgage-backed securities
0-6 Months 5 18,385 98 3 2,130 6
7-12 Months — — — 6 3,471 9
> 12 Months — — — 1 962 1
Subtotal 5 18,385 98 20 6,563 26
Residential mortgage obligations
0-6 Months — — — — — —
7-12 Months — — — 65 39,012 20,779
> 12 Months 73 31,071 7,246 14 10,315 6,340
Subtotal 73 31,071 7,246 79 49,327 27,119
Asset-backed securities
0-6 Months — — — 53 22,079 653
7-12 Months — — — 10 6,630 550
> 12 Months 4 637 34 2 224 86
Subtotal 4 637 34 65 28,933 1,289
Commercial mortgage-backed securities
0-6 Months 1 28,103 324 6 6,461 280
7-12 Months - — — 21 31,505 5,628
> 12 Months 21 45,135 4,704 26 54,717 14,442
Subtotal 32 73,238 5,028 53 92,683 20,350
Corporate bonds
0-6 Months 13 33,275 337 75 57,805 2,445
7-12 Months — — — 89 57,971 5,893
> 12 Months 8 6,325 422 40 27,873 6,322
Subtotal 21 39,600 759 204 143,649 14,660
Total fixed maturities 233 $409,098 $16,679 587  $528,572 $71,625
Equity securities—common stocks
0-6 Months - % — $ — 17 % 899 $ 1,941
7-12 Months — — — 2 351 46
> 12 Months 1 872 10 — — —
Total equity securities T % 872 $ 10 19 $ 9342 $ 1,987
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We analyze the unrealized losses quarterly to determine
if any are other-than-temporary. The above unrealized losses
have been determined to be temporary based on our policies.
See Critical Accounting Estimates—Impairment of Invested Assets
for additional information on our policies. The residential mort-
gage obligation’s gross unrealized loss in the above table for the
greater than 12 months category consists primarily of residential
mortgage-backed securities. Residential mortgage-backed
securities are a type of fixed income security in which residential
mortgage loans are sold into a trust or special purpose vehicle,
thereby securitizing the cash flows of the mortgage loans.

To determine whether the unrealized loss on structured
securities is other-than-temporary, we project an expected prin-
cipal loss under a range of scenarios and utilize the most likely
outcomes. The analysis relies on actual collateral performance
measures such as default rate, prepayment rate and loss sever-
ity. These assumptions are applied throughout the remaining
term of the deal, incorporating the transaction structure and
priority of payments, to generate loss adjusted cash flows.

Results of the analysis will indicate whether the security ulti-
mately incurs a loss or whether there is a material impact on
yield due to either a projected loss or a change in cash flow
timing. A breakeven default rate is also calculated. A comparison
to the break even default rate to the actual default rate provides
an indication of the level of cushion or coverage to the first dollar
principal loss. The analysis applies these assumptions through-
out the remaining term of the transaction to forecast cash flows,
which are then applied through the transaction structure to
determine whether there is a loss to the security. For securities
in which a tranche loss is present, and the net present value of
loss adjusted cash flows is less than book value, an impairment
is recognized. The output data also includes a number of addi-
tional metrics such as average life remaining, original and cur-
rent credit support, over 60 day delinquency and security rating.

As of December 31, 2009, the largest single unrealized
loss by an
$1.1 million.

issuer in the fixed maturities category was

The following table summarizes the gross unrealized investment losses as of December 31, 2009 by length of time where the fair

value is less than 80% of amortized cost.

Period for Which Fair Value is Less than 80% of Amortized Cost

6 months

Longer than 3  or longer, less

Less than 3 months, less than 12 12 months
months  than 6 months months or longer Total
($ in thousands)]
Fixed Maturities $— $— $— $(4,520) $(4,520)
Equity Securities — — — — —
Total $— $— $— $(4,520) $(4,520)

The fair value of our investment portfolio may fluctuate
significantly in response to various factors such as changes in
interest rates, investment quality ratings, equity prices, foreign
exchange rates and credit spreads. We do not have the intent to
sell nor is it more likely than not that we will have to sell debt
securities in unrealized loss positions that are not other-than
temporarily impaired before recovery. We may realize investment

losses to the extent our liquidity needs require the disposition of
fixed maturity securities in unfavorable interest rate, liquidity or
credit spread environments. Significant changes in the factors
we consider when evaluating impairment losses could resultin a
significant change in impairment losses reported in the consol-
idated financial statements.

The following table shows the composition by NAIC rating and the generally equivalent S&P and Moody's ratings of the fixed maturity
securities in our portfolio with gross unrealized losses at December 31, 2009. Not all of the securities are rated by S&P and/or Moody's:

Gross

Equivalent Equivalent Unrealized Loss Fair Value
NAIC S&P Moody’s Percent Percent
Rating Rating Rating Amount  of Total Amount  of Total

($ in thousands]

1 AAA/AASA Aaa/Aa/A $ 9,979 59% $356,726 87%
2 BBB Baa 1,050 6% 24,186 6%
3 BB Ba 300 2% 4,156 1%
4 B B 2,979 18% 11,630 3%
5 CCC or lower Caa or lower 2,276 14% 8,871 2%
6 N/A N/A 95 1% 3,529 1%

Total $16,679 100% $409,098 100%
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At December 31, 2009, the gross unrealized losses in the table directly above are related to fixed maturity securities that are
rated investment grade, which is defined by us as a security having an NAIC rating of 1 or 2, an S&P rating of "BBB-" or higher, or a
Moody's rating of “Baa3” or higher. Unrealized losses on investment grade securities principally relate to changes in interest rates or
changes in sector-related credit spreads since the securities were acquired.

The contractual maturity by the number of years until maturity for fixed maturity securities with unrealized losses at December 31,

2009 are shown in the following table:

Gross
Unrealized Loss Fair Value
Percent Percent

Amount of Total Amount of Total

Due in one year or less

Due after one year through five years
Due after five years through ten years
Due after ten years

Mortgage- and asset-backed securities

Total fixed income securities

($ in thousands]

$ 23 0% $ 4,006 1%
596 4% 109,756 27%
1,554 9% 95,386 23%
2,100 13% 76,619 19%
12,406 74% 123,331 30%
$16,679 100%  $409,098 100%

Expected maturities may differ from contractual matu-
rities because issuers may have the right to call or prepay
obligations with or without call or prepayment penalties. Due
to the periodic repayment of principal, the mortgage-backed and
asset-backed securities are estimated to have an effective matu-
rity of approximately 3.5 years.

LIQUIDITY AND CAPITAL RESOURCES

Cash flows from operations were $103.9 million, $245.3 million
and $284.6 million for 2009, 2008, and 2007, respectively. The
decline in cash flow from operations in 2009 compared to 2008
was primarily a result of an increase in losses and LAE paid for
claims of $82.4 million. Operating cash flow was used primarily
to acquire additional investments of fixed income securities.

Investments and cash increased to $2.06 billion at
December 31, 2009 from $1.92 billion at December 31, 2008.
The increase was primarily due to the positive cash flow from
operations. Net investment income was $75.5 million for 2009,
$76.6 million for 2008 and $70.7 million for 2007.

The approximate pre-tax yields of the investment port-
folio, excluding net realized gains and losses, were 3.8% for 2009
and 4.1% for 2008 and 4.4% for 2007. The decline in the pre-tax
investment yields was due to a decline in yields for our short
duration investment holdings.

At December 31, 2009, the weighted average rating of our
fixed maturity investments was "AA” by S&P and "Aa” by Moody's.
We believe that we have limited exposure to credit risk since the
fixed maturity investment portfolio, except for $31.9 million,
consists of investment-grade bonds. At December 31, 2009,
our investment portfolio had an average maturity of 5.1 years
and a duration of 4.2 years. Management periodically projects
cash flow of the investment portfolio and other sources in order
to maintain the appropriate levels of liquidity to ensure our ability
to satisfy claims. As of December 31, 2009 and 2008, all fixed
maturity securities and equity securities held by us were clas-
sified as available-for-sale.
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On April 3, 2009, we entered into a $75 million credit
facility agreement entitled “Fourth Amended and Restated Credit
Agreement” with a consortium of banks, and is a letter of credit
facility that replaced the credit facility that expired on March 31,
2009. The credit facility expires on April 2, 2010. The credit facility
is utilized primarily by Navigators Corporate Underwriters Ltd.
and Millennium Underwriting Ltd. to fund our participation in
Syndicate 1221 through letters of credit. The letters of credit
issued under the facility are denominated in British pounds and
their aggregate face amount will fluctuate based on exchange
rates. The credit facility had previously been amended in Feb-
ruary 2007 to increase the letters of credit available under the
credit facility from $115 million to $180 million and to increase
the line of credit available under the credit facility from $10 mil-
lion to $20 million. In addition, the expiration of the credit facility
was extended from June 30, 2007 to March 31, 2009.

The credit facility contains customary covenants for facil-
ities of this type, including restrictions on indebtedness and
liens, limitations on mergers, dividends and the sale of assets,
and requirements as to maintaining certain consolidated tangi-
ble net worth, statutory surplus and other financial ratios. The
credit facility also provides for customary events of default,
including failure to pay principal, interest or fees when due,
failure to comply with covenants, any representation or warranty
made by the Company being false in any material respect, default
under certain other indebtedness, certain insolvency or receiv-
ership events affecting the Company and its subsidiaries, the
occurrence of certain material judgments, or a change in control
of the Company. The letter of credit facility is collateralized by all
of the common stock of Navigators Insurance Company and to
the extent the aggregate face amount issued under the credit
facility exceeds $75 million on account of these fluctuations we
are required to post collateral with the lead bank of the consor-
tium, which we have done as of December 31, 2009 in the amount
of $8.6 million. We were in compliance with all covenants at
December 31, 2009. At December 31, 2009, letters of credit with
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an aggregate face amount of $81.5 million were issued under the
credit facility.

As aresult of the April 3, 2009 amendment, the cost of the
letter of credit portion of the credit facility increased to 2.00%
from 0.75% for the issued letters of credit and to 0.375% from
0.10% for the unutilized portion of the letter of credit facility. As a
result of the 2007 amendment, the cost of the letter of credit
portion of the credit facility was reduced to 0.75% from 1.00% for
the issued letters of credit and to 0.10% from 0.125% for the
unutilized portion of the letter of credit facility. The cost of the line
of credit portion of the credit facility was also reduced to 0.75%
from 1.00% over our choice of LIBOR or prime for the utilized
portion and to 0.10% from 0.125% for the unutilized portion.

Our reinsurance has been placed with various U.S. and
foreign insurance companies and with selected syndicates at
Lloyd's. Pursuant to the implementation of Lloyd's Plan of
Reconstruction and Renewal, a portion of our recoverables are
now reinsured by Equitas (a separate United Kingdom authorized
reinsurance company established to reinsure outstanding lia-
bilities of all Lloyd's members for all risks written in the 1992 or
prior years of account).

Time lags do occur in the normal course of business
between the time gross losses are paid by the Company and the
time such gross losses are billed and collected from reinsurers.
Reinsurance recoverable amounts related to those gross loss
reserves are anticipated to be billed and collected over the next
several years as gross losses are paid by the Company.

Generally, for pro rata or quota share reinsurers, includ-
ing pool participants, we issue quarterly settlement statements
for premiums less commissions and paid loss activity, which are
expected to be settled by the end of the subsequent quarter. We
have the ability to issue “cash calls” requiring such reinsurers to
pay losses whenever paid loss activity for a claim ceded to a
particular reinsurance treaty exceeds a predetermined amount
(generally $1.0 million] as set forth in the pro-rata treaty. For the
Insurance Companies, cash calls must generally be paid within
30 calendar days. There is generally no specific settlement
period for the Lloyd's Operations cash call provisions, but such
billings are usually paid within 45 calendar days.

Generally, for excess-of-loss reinsurers we pay monthly
or quarterly deposit premiums based on the estimated subject
premiums over the contract period (usually one year) which are
subsequently adjusted based on actual premiums determined
after the expiration of the applicable reinsurance treaty. Paid
losses subject to excess-of-loss recoveries are generally billed
as they occur and are usually settled by reinsurers within 30
calendardays for the Insurance Companies and 30 business days
for the Lloyd’s Operations.

We sometimes withhold funds from reinsurers and may
apply ceded loss billings against such funds in accordance with
the applicable reinsurance agreements.

At December 31, 2009, ceded asbestos paid and unpaid
losses recoverable were $8.9 million. We generally experience
significant collection delays for a large portion of reinsurance
recoverable amounts for asbestos losses given that certain
reinsurers are in run-off or otherwise no longer active in the
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reinsurance business. Such circumstances are considered in our
ongoing assessment of such reinsurance recoverables.

We believe that we have adequately managed our cash
flow requirements related to reinsurance recoveries from our
positive cash flows and the use of available short-term funds
when applicable. However, there can be no assurances that we
will be able to continue to adequately manage such recoveries in
the future or that collection disputes or reinsurer insolvencies
will not arise that could materially increase the collection time
lags or result in recoverable write-offs causing additional
incurred losses and liquidity constraints to the Company. The
payment of gross claims and related collections from reinsurers
with respect to Hurricanes Gustav, lke, Katrina and Rita could
significantly impact our liquidity needs. However, we expect to
continue to pay these hurricane losses over a period of years
from cash flow and, if needed, short-term investments. We
expect to collect our paid reinsurance recoverables generally
under the terms described above.

We believe that the cash flow generated by the operating
activities of our subsidiaries will provide sufficient funds for us to
meet our liquidity needs over the next twelve months. Beyond the
next twelve months, cash flow available to us may be influenced
by a variety of factors, including general economic conditions and
conditions in the insurance and reinsurance markets, as well as
fluctuations from year to year in claims experience.

Our capital resources consist of funds deployed or available to be
deployed to support our business operations. At December 31,
2009 and 2008, our capital resources were as follows:

December 31,
2009 2008

($ in thousands]

Senior debt $114,010  $123,794
Stockholders™ equity 801,519 689,317
Total capitalization $915,529  $813,111
Ratio of debt to total capitalization 12.5% 15.2%

Theincreasein stockholders’ equity in 2009 was primarily
due to 2009 net income of $63.2 million and $46.0 million of
unrealized gains in 2009 within our investment portfolio. The
increase in stockholders’ equity in 2008 was primarily due to net
income of $51.7 million partially offset by $25.2 million of unre-
alized losses in 2008 within our investment portfolio.

We monitor our capital adequacy to support our business
on a regular basis. The future capital requirements of our busi-
ness will depend on many factors, including our ability to write
new business successfully and to establish premium rates and
reserves at levels sufficient to cover losses. Our ability to under-
write is largely dependent upon the quality of our claims paying
and financial strength ratings as evaluated by independent rating
agencies. In particular, we require (1) sufficient capital to main-
tain our financial strength ratings, as issued by several ratings
agencies, at a level considered necessary by management to
enable our Insurance Companies to compete; (2] sufficient cap-
ital to enable our Insurance Companies to meet the capital
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adequacy tests performed by statutory agencies in the United
States and the United Kingdom and (3] letters of credit and other
forms of collateral that are necessary to support the business
plan of our Lloyd's Operations.

As part of our capital management program, we may
seek to raise additional capital or may seek to return capital to
our shareholders through share repurchases, cash dividends or
other methods (or a combination of such methods]. Any such
determination will be at the discretion of our board of directors
and will be dependent upon our profits, financial requirements
and other factors, including legal restrictions, rating agency
requirements, credit facility limitations and such other factors
as our board of directors deems relevant.

In November 2009, the Company’'s Board of Directors
adopted a stock repurchase program for up to $35 million of
our common stock through December 31, 2010. Purchases
under the program will be made from time to time at prevailing
prices in open market or privately negotiated transactions. The
timing and amount of purchases under the program to date are
dependent on a variety of factors, including the trading price of
the stock, market conditions and corporate and regulatory con-
siderations. Through December 31, 2009 we purchased
141,576 shares of our common stock at an aggregate cost of
$6.8 million. From January 1, 2010 through February 22, 2010,
the Parent Company purchased an additional 300,000 shares of
its common stock in the open market at an aggregate cost of
$13.0 million.

In October 2007, the Company’'s Board of Directors
adopted a stock repurchase program for up to $30 million of
our common stock. Purchases were made from time to time at
prevailing prices in open market or privately negotiated trans-
actions through the expiration of the program on December 31,
2008. The timing and amount of purchases under the program
were dependent on a variety of factors, including the trading
price of the stock, market conditions and corporate and regu-
latory considerations. In total, we purchased 224,754 shares of
our common stock at an aggregate cost of $11.5 million.

To the extent that our existing capital is insufficient to
fund our future operating requirements or maintain such rat-
ings, we may need to raise additional funds through financings or
limit our growth. If we are not able to obtain adequate capital, our
business, results of operations and financial condition could be
adversely affected, which could include, among other things, the
following possible outcomes: (1) potential downgrades in the
financial strength ratings assigned by ratings agencies to our
Insurance Companies which could place the Company at a
competitive disadvantage compared to higher-rated competi-
tors: (2) reductions in the amount of business that our Insurance
Companies or Lloyd's Operations are able to write in order to
meet capital adequacy-based tests enforced by statutory agen-
cies; and (3] any resultant ratings downgrades could, among
other things, affect our ability to write business and increase the
cost of the credit facility.

In addition to common share capital, we may need to
depend on external sources of finance to support our under-
writing activities, which can be in the form (or any combination) of
debt securities, preference shares, common equity and bank
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credit facilities providing loans and/or letters of credit. Any equity
or debt financing, if available at all, may be on terms that are
unfavorable to us. In the case of equity financings, dilution to our
shareholders could result, and, in any case, such securities may
have rights, preferences and privileges that are senior to those of
our outstanding securities.

In July 2009, we filed a universal shelf registration state-
ment with the Securities and Exchange Commission. This reg-
istration statement, which expires in July 2012, allows for the
future possible offer and sale by the Company of up to $500 mil-
lion in the aggregate of various types of securities including
common stock, preferred stock, debt securities, depositary
shares, warrants, units or preferred. The shelf registration state-
ment enables us to efficiently access the public equity or debt
markets in order to meet future capital needs, if necessary. This
report is not an offer to sell or the solicitation of an offer to buy
nor shall there be any sale of these securities in any state in
which such offer, solicitation or sale would be unlawful prior to
registration or qualification under the securities laws of such
state.

We primarily rely upon dividends from our subsidiaries to
meet our Parent Company’s obligations. Since the issuance of
the senior debt in April 2006, the Parent Company’s cash obli-
gations primarily consist of semi-annual interest payments of
$4.0 million. Going forward, the interest payments on our senior
debt will be made from one or a combination of funds at the
Parent Company or dividends from its subsidiaries. The divi-
dends have historically been paid by Navigators Insurance Com-
pany. Based on the December 31, 2009 surplus of Navigators
Insurance Company, the approximate maximum amount avail-
able for the payment of dividends by Navigators Insurance Com-
pany during 2010 without prior regulatory approval was
$64.6 million. Dividends of $25.0 million and $20.0 million were
paid by Navigators Insurance Company during 2009 and 2008,
respectively.

Condensed Parent Company balance sheets as of December 31,
2009 and 2008 are shown in the table below:

December 31,
2009 2008

($ in thousands]

Cash and investments $ 63,676 $ 52,149
Investments in subsidiaries 846,295 751,864
Goodwill and other intangible assets 2,534 2,534
Other assets 5,213 8,769
Total assets $917,718  $815,316
7% Senior Notes $114,010  $123,794
Accounts payable and other liabilities 847 747
Accrued interest payable 1,342 1,458
Deferred compensation payable — —
Total liabilities 116,199 125,999
Stockholders™ equity 801,519 689,317
Total liabilities and stockholders™ equity $917,718  $815,316
PART Il
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ltem 7a. Quantitative And Qualitative Disclo-
sures About Market Risk

MARKET SENSITIVE INSTRUMENTS AND RISK
MANAGEMENT

Market risk represents the potential for loss due to adverse
changes in the fair value of financial instruments. We are
exposed to potential loss to various market risks, including
changes in interest rates, equity prices and foreign currency
exchange rates. Market risk is directly influenced by the volatility
and liquidity in the markets in which the related underlying
assets are traded. The following is a discussion of our primary
market risk exposures and how those exposures have been
managed through December 31, 2009. Our market risk sensitive
instruments are entered into for purposes other than trading and
speculation.

The carrying value of our investment portfolio as of
December31, 2009 was $2.06 billion of which 88.3% was invested
in fixed maturity securities. The primary market risk to our
investment portfolio is interest rate risk associated with invest-
ments in fixed maturity securities. We do not have any commodity
risk exposure.

For fixed maturity securities, short-term liquidity needs
and the potential liquidity needs of the business are key factorsin
managing the portfolio. The portfolio duration relative to the
liabilities” duration is primarily managed through investment
transactions.

There were no significant changes regarding the invest-
ment portfolio in our primary market risk exposures or in how
those exposures were managed for the twelve months ended
December 31, 2009. We do not currently anticipate significant
changes in our primary market risk exposures or in how those
exposures are managed in future reporting periods based upon
what is known or expected to be in effect in future reporting
periods.

INTEREST RATE RISK SENSITIVITY ANALYSIS

Sensitivity analysis is defined as the measurement of potential
loss in future earnings, fair values or cash flows of market
sensitive instruments resulting from one or more selected hypo-
thetical changes in interest rates and other market rates or
prices over a selected time. In our sensitivity analysis model, a
hypothetical change in market rates is selected that is expected
to reflect reasonably possible near-term changes in those rates.
“Near-term” means a period of time going forward up to one year
from the date of the Consolidated Financial Statements. Actual
results may differ from the hypothetical change in market rates
assumed in this disclosure, especially since this sensitivity anal-
ysis does not reflect the results of any actions that would be
taken by us to mitigate such hypothetical losses in fair value.

In this sensitivity analysis model, we use fair values to
measure our potential loss. The sensitivity analysis model
includes fixed maturities and short-term investments. The pri-
mary market risk to our market-sensitive instruments is interest
rate risk. The sensitivity analysis model uses a 50 and 100 basis
points change in interest rates to measure the hypothetical
change in fair value of financial instruments included in the
model. Changes in interest rates will have an immediate effect
on comprehensive income and shareholders’ equity but will not
ordinarily have an immediate effect on net income. As interest
rates rise, the market value of our interest rate sensitive secu-
rities will decrease. Conversely, as interest rates fall, the market
value of our interest rate sensitive securities will increase.

For invested assets, modified duration modeling is used
to calculate changes in fair values. Durations on invested assets
are adjusted for call, put and interest rate reset features. Dura-
tion on tax-exempt securities is adjusted for the fact that the
yield on such securities is less sensitive to changes in interest
rates compared to Treasury securities. Invested asset portfolio
durations are calculated on a market value weighted basis,
including accrued investment income, using holdings as of
December 31, 2009.

The following table summarizes the effect that an immediate, parallel shift in the interest rate yield curve would have had on our

portfolio at December 31, 2009.

Interest Rate Shift in Basis Points

-100 -50 0 +50 +100
(% in thousands)
December 31, 2009:
Total market value $2,087,958  $2,040,514  $1,993,468  $1,946,821  $1,900,971
Market value change from base 4.76% 2.36% —2.34% —4.64%
Change in unrealized value $ 94490 $ 47046 % — % (46,647) S (92,497)

EQUITY PRICE RISK

Our portfolio of equity securities currently valued at $62.6 million,
which we carry on our balance sheet at fair value, has exposure
to price risk. This risk is defined as the potential loss in fairvalue
resulting from adverse changes in stock prices. Our U.S. equity
portfolio is benchmarked to the S&P 500 index and changes in
that index may approximate the impact on our portfolio.
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FOREIGN CURRENCY EXCHANGE RATE RISK

Our Lloyd's Operations maintain both assets and liabilities in
certain foreign currencies. Therefore, foreign exchange rate risk
is generally limited to net assets denominated in those foreign
currencies. The principal currencies creating foreign exchange
risk for us are the British pound, the Euro and the Canadian
dollar.
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ltem 8. Financial Statements And Supplemen-
tary Data

The Consolidated Financial Statements required in response to
this section are submitted as part of Item 15(a) of this report.

Item 9. Changes In And Disagreements With
Accountants On Accounting And Financial
Disclosure

None.

ltem 9A. Controls And Procedures

CONCLUSION REGARDING THE EFFECTIVENESS OF
DISCLOSURE CONTROLS AND PROCEDURES

Under the supervision and with the participation of our man-
agement, including our Chief Executive Officer and Chief Finan-
cial Officer, we conducted an evaluation of our disclosure
controls and procedures, as such term is defined under
Rule 13a-15(e) promulgated under the Securities Exchange
act of 1934, as amended (the "Exchange Act”). Based on this
evaluation, our Chief Executive Officer and our Chief Financial
Officer concluded that our disclosure controls and procedures
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were effective as of the end of the period covered by this annual
report.

MANAGEMENT’S REPORT ON INTERNAL CONTROL OVER
FINANCIAL REPORTING

(A) MANAGEMENT’'S ANNUAL REPORT ON INTERNAL CON-
TROL OVER FINANCIAL REPORTING

Our management is responsible for establishing and maintain-
ing adequate internal control over financial reporting, as such
term is defined in Exchange Act Rules 13a-15(f]. Under the
supervision and with the participation of our management,
including our Chief Executive Officer and Chief Financial Officer,
we conducted an evaluation of the effectiveness of our internal
control over financial reporting based on the framework in
Internal Control—Integrated Framework issued by the Committee
of Sponsoring Organizations of the Treadway Commission.
Based on our evaluation under the framework in Internal Con-
trol—Integrated Framework, our management concluded that our
internal control over financial reporting was effective as of
December 31, 2009.

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 inad-
equate because of changes in conditions, or that the degree or
compliance with the policies or procedures may deteriorate.

The Company's independent registered public account-
ing firm, KPMG LLP, has audited the effectiveness of the Com-
internal reporting as of
December 31, 2009, as stated in their report in item (b) below.

pany's control over financial
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(B] ATTESTATION REPORT OF THE REGISTERED PUBLIC ACCOUNTING FIRM

REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

The Board of Directors and Stockholders
The Navigators Group, Inc.

We have audited The Navigators Group, Inc. and subsidiaries” internal control over financial reporting as of December 31,
2009, based on criteria established in Internal Control—Integrated Framework issued by the Committee of Sponsoring Organizations of
the Treadway Commission (COSO). The Navigators Group, Inc. and subsidiaries’ 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 under Item 9A, Management’s Report on Internal Control over Financial Reporting. Our responsibility is to express an
opinion on the Company’s 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 a 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 a reasonable basis for our opinion.

A company’s internal control over financial reporting is a 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. A company’s internal control over financial reporting includes those policies and procedures that
(1) pertain to the maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions and dispositions of
the assets of the company; (2] provide reasonable assurance that transactions are recorded as necessary to permit preparation of
financial statementsin 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 (3) provide reasonable
assurance regarding prevention or timely detection of unauthorized acquisition, use, or disposition of the company’s assets that could
have a 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.

Inour opinion, The Navigators Group, Inc. and subsidiaries maintained, in all material respects, effective internal control over
financial reporting as of December 31, 2009, based on criteria established in Internal Control—Integrated Framework issued by the
Committee of Sponsoring Organizations of the Treadway Commission (COSO).

We have also audited, in accordance with the standards of the Public Company Accounting Oversight Board (United States),
the consolidated balance sheets of The Navigators Group, Inc. and subsidiaries as of December 31, 2009 and 2008, and the related
consolidated statements of income, stockholders’ equity, comprehensive income and cash flows for each of the years in the three-
year period ended December 31, 2009, and our report dated February 26, 2010 expressed an unqualified opinion on those consolidated
financial statements.

KPMG LLP

New York, New York
February 26, 2010
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(C) CHANGES IN INTERNAL CONTROL OVER FINANCIAL
REPORTING

There have been no changes during our fourth fiscal quarter in
our internal control over financial reporting that have materially
affected, or are reasonably likely to materially affect our internal
control over financial reporting.

ltem 9B. Other Information

None.
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Part IlI

ltem 10. Directors, Executive Officers And Cor-
porate Governance

Information concerning our directors and executive officers is
contained under “Election of Directors” in our 2010 Proxy State-
ment, which information is incorporated herein by reference.
Information concerning the Audit Committee and the Audit
Committee’s financial expert of the Company is contained under
“Board of Directors and Committees” in our 2010 Proxy State-
ment, which information is incorporated herein by reference.
We have adopted a Code of Ethics for Chief Executive
Officer and Senior Financial Officers, which is applicable to our
Chief Executive Officer, Chief Financial Officer, Treasurer, Con-
trollerand all other persons performing similar functions. A copy
of such Code is available on our website at www.navg.com under
the Corporate Governance link. Any amendments to, or waivers
of, such Code which apply to any of the financial professionals
listed above will be disclosed on our website under the same link
promptly following the date of such amendment or waiver.

ltem 11. Executive Compensation

Information concerning executive compensation is contained
under “Compensation Discussion and Analysis™ in our 2010
Proxy Statement, which information is incorporated herein by
reference.

ltem 12. Security Ownership Of Certain Benefi-
cial Owners And Management And Related
Stockholder Matters

Information concerning the security ownership of the directors
and officers of the Company is contained under “Election of
Directors” and "Compensation Discussion and Analysis” in our
2010 Proxy Statement, which information is incorporated herein
by reference. Information concerning securities that are avail-
able to be issued under our equity compensation plans is con-
tained under “Equity Compensation Plan Information” in our
2010 Proxy Statement, which information is incorporated herein

by reference.
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ltem 13. Certain Relationships And Related
Transactions, And Director Independence

Information concerning relationships and related transactions of
our directors and officers is contained under “Related Party
Transactions” in our 2010 Proxy Statement, which information
is incorporated herein by reference. Information concerning
director independence is contained under “Board of Directors
and Committees” in our 2010 Proxy Statement, which informa-
tion is incorporated herein by reference.

ltem 14. Principal Accounting Fees And
Services

Information concerning the principal accountant’s fees and ser-
vices for the Company is contained under “Independent Regis-
tered Public Accounting Firm” in the Company’'s 2010 Proxy
which information is

Statement, incorporated herein by

reference.

Part IV

[tem 15. Exhibits, Financial Statement
Schedules

The following documents are filed as part of this report:

a. Financial Statements and Schedules: The financial state-
ments and schedules that are listed in the accompanying Index
to Consolidated Financial Statements and Schedules on

page F-1.

b. Exhibits: The exhibits that are listed in the accompanying
Index to Exhibits on the page which immediately follows page S-8.
The exhibits include the management contracts and compen-
satory plans or arrangements required to be filed as exhibits to
this Form 10-K by Item 601(a)(10](iii) of Regulation S-K.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the Company has duly caused this report to
be signed on its behalf by the undersigned, thereunto duly authorized.

Dated: February 26, 2010

The Navigators Group, Inc.
(Company)

By: /s/ Francis W. McDoNNELL

Francis W. McDonnell
Senior Vice President and
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Report of Independent Registered Public Accounting Firm

The Board of Directors and Stockholders
The Navigators Group, Inc.

We have audited the accompanying consolidated balance sheets of The Navigators Group, Inc. and subsidiaries as of
December 31, 2009 and 2008, and the related consolidated statements of income, stockholders’ equity, comprehensive income and
cash flows for each of the years in the three-year period ended December 31, 2009. In connection with our audits of the consolidated
financial statements, we also have audited the consolidated financial statement schedules as listed in the accompanying index. These
consolidated financial statements and financial statement schedules are the responsibility of the Company’'s management. Our
responsibility is to express an opinion on these consolidated financial statements and financial statement schedules based on our
audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United States).
Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements
are free of material misstatement. An audit includes examining, on a 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 a 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 The Navigators Group, Inc. and subsidiaries as of December 31, 2009 and 2008, and the results of their operations and their
cash flows for each of the years in the three-year period ended December 31, 2009, in conformity with U.S. generally accepted
accounting principles. Also in our opinion, the related financial statement schedules, when considered in relation to the basic
consolidated financial statements taken as a whole, present fairly, in all material respects, the information set forth therein.

As discussed in Note 1 to the consolidated financial statements, the Company changed its method of evaluating oth-
er-than-temporary impairments of debt securities due to the adoption of new accounting requirements issued by the Financial
Accounting Standards Board, as of January 1, 2009.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United States),
The Navigators Group, Inc. and subsidiaries” internal control over financial reporting as of December 31, 2009, based on criteria
established in Internal Control—Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway
Commission (COSO0J, and our report dated February 26, 2010 expressed an unqualified opinion on the effectiveness of the Company’s
internal control over financial reporting.

KPMG LLP

New York, New York
February 26, 2010
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THE NAVIGATORS GROUP, INC. AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEETS

($ in thousands, except share data)

December 31,

2009 2008
ASSETS
Investments and cash:
Fixed maturities, available-for-sale, at fair value (amortized cost:

2009, $1,777,983; 2008, $1,664,755) $1,816,669  $1,643,772
Equity securities, available-for-sale, at fair value (cost: 2009, $47,376; 2008, $52,523) 62,610 51,802
Short-term investments, at cost which approximates fair value 176,799 220,684
Cash 509 1,457

Total investments and cash 2,056,587 1,917,715

Premiums receivable 193,460 170,522
Prepaid reinsurance premiums 162,344 188,874
Reinsurance recoverable on paid losses 76,505 67,227
Reinsurance recoverable on unpaid losses and loss adjustment expenses 807,352 853,793
Deferred policy acquisition costs 56,575 47,618
Accrued investment income 17,438 17,411
Goodwill and other intangible assets 7,057 6,622
Current income tax receivable, net 4,854 —
Deferred income tax, net 31,222 54,736
Other assets 40,600 25,062
Total assets $3,453,994  $3,349,580
LIABILITIES AND STOCKHOLDERS’ EQUITY
Liabilities:
Reserves for losses and loss adjustment expenses $1,920,286  $1,853,664
Unearned premiums 475,171 480,665
Reinsurance balances payable 98,555 140,319
Senior notes 114,010 123,794
Federal income taxes payable - 5,874
Accounts payable and other liabilities 44,453 55,947
Total liabilities 2,652,475 2,660,263
Stockholders’ equity:
Preferred stock, $.10 par value, authorized 1,000,000 shares, none issued — —
Common stock, $.10 par value, authorized 50,000,000 shares, issued 17,212,814 shares for 2009 and

17,080,826 shares for 2008 1,721 1,708
Additional paid-in capital 304,505 298,872
Treasury stock, at cost (366,330 shares for 2009 and 224,754 shares for 2008) (18,296) (11,540)
Retained earnings 469,934 406,776
Accumulated other comprehensive income (loss) 43,655 (6,499)

Total stockholders’ equity 801,519 689,317

Total liabilities and stockholders’ equity $3,453,994  $3,349,580

The accompanying Notes to Consolidated Financial Statements are an integral part of these financial statements.
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THE NAVIGATORS GROUP, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF INCOME

($ and shares in thousands, except net income per share]

Year Ended December 31,
2009 2008 2007

Gross written premiums

$1.044,918  $1,084,922  $1,070,707

Revenues:
Net written premiums

$ 701,255 % 661,615 $ 645796

Increase in unearned premiums (17,892) (17,639) (43,819)
Net earned premiums 683,363 643,976 601,977
Commission income 87 1,005 1,736
Net investment income 75,512 76,554 70,662
Total other-than-temporary impairment losses (29,265) (37,045) (655)
Portion of loss recognized in other comprehensive income [before tax) 17,388 — —
Net other-than-temporary impairment losses recognized in earnings (11,877) (37,045) (655)
Net realized gains (losses) 9,217 (1,254) 2,661
Other income 6,578 430 278
Total revenues 762,880 683,666 676,659
Expenses:
Net losses and loss adjustment expenses 435,998 393,131 340,592
Commission expenses 98,908 89,785 77,613
Other operating expenses 132,671 123,148 110,409
Interest expense 8,455 8,871 8,863
Total expenses 676,032 614,935 537,477
Income before income taxes 86,848 68,731 139,182
Income tax expense 23,690 17,039 43,562

Net income

$ 63158 $ 51,692 $ 95620

Net income per common share:
Basic
Diluted

Average common shares outstanding:
Basic
Diluted

$ 373 % 308 % 5.69
$ 365 % 304 % 5.62

16,935 16,802 16,812
17,322 16,992 17,005

The accompanying Notes to Consolidated Financial Statements are an integral part of these financial statements.

F-4

INDEX TO CONSOLIDATED FINANCIAL STATEMENTS AND SCHEDULES


%%TRANSMSG*** Transmitting Job: Y83330 PCN: 076000000 ***%%PCMSG|F-4    |00013|Yes|No|04/02/2010 13:19|0|0|Page is valid, no graphics -- Color: N|


THE NAVIGATORS GROUP, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF STOCKHOLDERS"™ EQUITY

($ in thousands)

Year Ended December 31,

2009 2008 2007
Preferred Stock
Balance at beginning and end of year $ - % - % —
Common stock
Balance at beginning of year $ 1708 $ 1687 $ 1674
Shares issued under stock plans 13 21 13
Balance at end of year $ 1,721 % 1,708 $ 1,687
Additional paid-in capital
Balance at beginning of year $298,872  $291,616  $286,732
Shares issued under stock plans 5,633 7,256 4,884
Balance at end of year $304,505  $298,872  $291,616
Treasury stock held at cost
Balance at beginning of year $(11,540) % - % —
Treasury stock acquired (6,756) (11,540) —
Balance at end of year $(18,296)  $(11,540] $ -
Retained earnings
Balance at beginning of year $406,776  $355,084  $259,464
Net income 63,158 51,692 95,620
Balance at end of year $469,934  $406,776  $355,084
Accumulated other comprehensive income (loss)
Net unrealized gains (losses) on securities, net of tax
Balance at beginning of year $(15062) $ 10,186 % 849
Change in year 46,020 (25,248) 9,337
Balance at end of year 30,958 (15,062) 10,186
Non-credit other-than-temporary impairment gains (losses), net of tax
Balance at beginning of year — - —
Change in period 4,000 — —
Balance at end of period 4,000 — —
Cumulative translation adjustments, net of tax
Balance at beginning of year 8,563 3,533 2,624
Net adjustment 134 5,030 909
Balance at end of year 8,697 8,563 3,533
Balance at end of year $ 43,655 % (6,499) $ 13,719
Total stockholders’ equity at end of year $801,519  $689,317  $662,106

The accompanying Notes to Consolidated Financial Statements are an integral part of these financial statements.
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THE NAVIGATORS GROUP, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME

($ in thousands)

Year Ended December 31,

2009 2008 2007
Net income $ 63,158  $51,692 $ 95620
Other comprehensive income (loss):
Change in net unrealized gains (losses) on investments, net of tax expense (benefit) of $25,602,
$(12,034) and $4,858 in 2009, 2008 and 2007, respectively(1) 50,020 (25,248) 9,337
Change in foreign currency translation gains (losses), net of tax expense of $72, $2,709 and $490
in 2009, 2008 and 2007, respectively 134 5,030 909
Other comprehensive income (loss) 50,154 (20,218) 10,246
Comprehensive income $113,312  $31,474  $105,866
(1) Disclosure of reclassification amount, net of tax:
Unrealized gains (losses] on investments arising during period $ 48,068  $(50,142) $ 10,643
Less: reclassification adjustment for net realized gains (losses) included in net income 5,882 (768) 1,732
reclassification adjustment for other-than-temporary impairment losses recognized in net
income (7,834) (24,126) (426)
Change in net unrealized gains (losses) on securities, net of tax $ 50,020 $(25,248) $ 9,337

The accompanying Notes to Consolidated Financial Statements are an integral part of these financial statements.
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THE NAVIGATORS GROUP, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS

($ in thousands)

Year Ended December 31,

2009 2008 2007
Operating activities:
Net income $ 63,158 $ 51,692 $ 95620
Adjustments to reconcile net income to net cash provided by operating activities:
Depreciation & amortization 4,551 4,761 3,350
Deferred income taxes (2,285) (16,522) (4,401)
Net realized (gains) losses 2,660 38,299 (2,006)
Changes in assets and liabilities:
Reinsurance recoverable on paid and unpaid losses and loss adjustment expenses 42,781 (48,314) 129,314
Reserves for losses and loss adjustment expenses 54,050 237,817 34,844
Prepaid reinsurance premiums 27,788 (3,701) (8,410)
Unearned premium (8,872) 20,183 52,131
Premiums receivable (20,447) (14,369) 2,470
Commissions receivable 284 2,020 1,279
Deferred policy acquisition costs (8,394) 2,627 (9,770)
Accrued investment income (11) (1,822) (2,553)
Reinsurance balances payable (42,808) (10,048) (34,342)
Current income taxes (12,094) (798) 6,847
Other 3,549 (16,550) 20,270
Net cash provided by operating activities 103,910 245,275 284,643
Investing activities:
Fixed maturities, available-for-sale
Redemptions and maturities 135,374 131,674 156,730
Sales 473,913 186,106 218,044
Purchases (728,216) (473,295) (624,092)
Equity securities, available-for-sale
Sales 18,899 22,041 30,702
Purchases (21,947) (40,746) (61,930)
Change in payable for securities (15,836) (112) (428)
Net change in short-term investments 47,821 [61,431) 7,560
Purchase of property and equipment (2,781) (7,548) (8,804)
Net cash used in investing activities (92,773) (243,311) (282,218)
Financing activities:
Purchase of treasury stock (6,756) (11,540) —
Purchase of Senior notes (7,000) — —
Proceeds of stock issued from employee stock purchase plan 727 963 606
Proceeds of stock issued from exercise of stock options 944 3,014 1,627
Net cash (used in) provided by financing activities (12,085) (7,563) 2,233
Effect of exchange rate changes on foreign currency cash — — (6)
Increase (decrease) in cash (948) (5,599) 4,652
Cash at beginning of year 1,457 7,056 2,404
Cash at end of year $ 509 $ 1457 $ 7,056
Supplemental cash information:
Income taxes paid $ 37,089 $ 34,990 $ 40,046
Interest paid 8,355 8,750 8,750
Issuance of stock to directors 210 200 181

The accompanying Notes to Consolidated Financial Statements are an integral part of these financial statements.
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THE NAVIGATORS GROUP, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 1. ORGANIZATION AND SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES

ORGANIZATION

The accompanying consolidated financial statements, consisting
of the accounts of The Navigators Group, Inc., a Delaware holding
company established in 1982, and its wholly-owned subsidiaries,
are prepared on the basis of U.S. generally accepted accounting
principles ("GAAP” or “U.S. GAAP"). The terms “we”, “our”
and “the Company” as used herein are used to mean The Nav-

“us”, “our
igators Group, Inc. and its subsidiaries, unless the context oth-
erwise requires. The terms “Parent” or "Parent Company” are
used to mean The Navigators Group, Inc. without its subsidiaries.
All significant intercompany transactions and balances have
been eliminated. Certain amounts for prior years have been
reclassified to conform to the current year’s presentation.

We are an international insurance company focusing on
specialty products within the overall property/casualty insurance
market. Our largest product line and most long-standing area of
specialization is ocean marine insurance. We have also devel-
oped specialty niches in professional liability insurance as well
as other specialty insurance lines such as contractors’ liability
and primary and excess liability coverages.

Our revenue is primarily comprised of premiums and
investment income. We derive our premiums primarily from
business written by wholly-owned underwriting management
companies which produce, manage and underwrite insurance
and reinsurance for us. Our products are distributed through
multiple channels, utilizing global, national and regional retail
and wholesale insurance brokers.

We conduct operations through our Insurance Compa-
nies and our Lloyd’s Operations segments. The Insurance Com-
panies segment consists of Navigators Insurance Company,
which includes a United Kingdom Branch (the "U.K. Branch”),
and Navigators Specialty Insurance Company, which under-
writes specialty and professional liability insurance on an excess
and surplus lines basis. All of the insurance business written by
Navigators Specialty Insurance Company is fully reinsured by
Navigators Insurance Company pursuant to a 100% quota share
Our
includes Navigators Underwriting Agency Ltd. ["NUAL’), a

reinsurance agreement. Lloyd’s Operations segment
Lloyd's of London ("Lloyd’s”) underwriting agency which man-
ages Lloyd's Syndicate 1221 ("Syndicate 12217). Our Lloyd's
Operations primarily underwrite marine and related lines of
business along with offshore energy, professional liability insur-
ance and construction coverages for onshore energy business at
Lloyd’s through Syndicate 1221. We controlled 100% of Syndicate
1221's stamp capacity for the 2009 and 2008 underwriting years
through our wholly owned subsidiary, Navigators Corporate
Underwriters Ltd., and through both Millennium Underwriting
Ltd., another wholly owned subsidiary, and Navigators Corporate
Underwriters Ltd. in 2007, which are referred to as corporate

F-8

names in the Lloyd's market. We have also established under-
writing agencies in Antwerp, Belgium, Stockholm, Sweden and
Copenhagen, Denmark, which underwrite risks pursuant to
binding authorities with NUAL into Syndicate 1221. For financial
information by segment, see Note 3: Segment Information to the
Consolidated Financial Statements.

SIGNIFICANT ACCOUNTING POLICIES

CASH
Cash includes cash on hand, demand deposits with banks and
treasury bills with original maturities of less than 90 days.

INVESTMENTS

As of December 31, 2009 and 2008, all fixed maturity and equity
securities held by the Company were classified as availa-
ble-for-sale. Available-for-sale securities are debt and equity
securities not classified as either held-to-maturity securities or
trading securities and are reported at fair value, with unrealized
gains and losses excluded from earnings and reported in other
comprehensive income as a separate component of stockhold-
ers’ equity. Premiums and discounts on fixed maturity securities
are amortized into interest income over the life of the security
under the interest method. Fixed maturity securities include
bonds and mortgage-backed and asset-backed securities.
Equity securities consist of common stock.

All fixed maturities, short-term investments and equity
securities are carried at fair value. All prices for our fixed matu-
rities, short-term investments and equity securities valued as
Level 1 or Level 2 in the fair value hierarchy, as defined in the
Financial Accounts Standards Board Accounting Standards Cod-
ification 820 ("ASC 8207), Fair Value Measurements, are received
from independent pricing services utilized by one of our outside
investment managers whom we employ to assist us with invest-
ment accounting services. This manager utilizes a pricing com-
mittee which approves the use of one or more independent
pricing service vendors. The pricing committee consists of five
or more members, one from senior management and one from
the accounting group with the remainder from the asset class
specialists and client strategists. The pricing source of each
security is determined in accordance with the pricing source
procedures approved by the pricing committee. The investment
manager uses supporting documentation received from the
independent pricing service vendor detailing the inputs, models
and processes used in the independent pricing service vendors’
evaluation process to determine the appropriate fair value hier-
archy. Any pricing where the input is based solely on a broker
price is deemed to be a Level 3 price. Management has reviewed
this process by which the manager determines the prices and
has obtained alternative pricing to validate a sampling of the
pricing and assess their reasonableness.

INDEX TO CONSOLIDATED FINANCIAL STATEMENTS AND SCHEDULES
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For mortgage-backed and asset-backed securities,
anticipated prepayments and expected maturities are utilized
in applying the interest rate method to our mortgage-backed and
asset-backed securities. An effective yield is calculated based on
projected principal cash flows at the time of original purchase.
The effective yield is used to amortize the purchase price of the
security over the security’s expected life. Book values are
adjusted to reflect the amortization of premium or accretion of
discount on a monthly basis.

The projected principal cash flows are based on certain
prepayment assumptions which are generated using a prepay-
ment model. The prepayment model uses a number of factors to
estimate prepayment activity including the current levels of
interest rates, (refinancing incentive) time of year (seasonality),
economic activity [including housing turnover) and term and age
of the underlying collateral (burnout, seasoning). Prepayment
assumptions associated with the mortgage-backed and asset-
backed securities are reviewed on a periodic basis. When
changes in prepayment assumptions are deemed necessary
as the result of actual prepayments differing from anticipated
prepayments, securities are revalued based upon the new pre-
payment assumptions utilizing the retrospective adjustment
method, whereby the effective yield is recalculated to reflect
actual payments to date and anticipated future payments. The
investment in such securities is adjusted to the amount that
would have existed had the new effective yield been applied since
the acquisition of the security. Such adjustments, if any, are
included in net investment income for the current period being
reported.

Short-term investments are carried at cost, which
approximates fair value. Short-term investments mature within
one year from the purchase date.

Realized gains and losses on sales of investments are
recognized when the related trades are executed and are deter-
mined on the basis of the specific identification method.

Management regularly reviews our fixed maturity and
equity securities portfolios to evaluate the necessity of recording
impairment losses for other-than-temporary declines in the fair
value of investments.

In the first quarter of 2009, we adopted accounting guid-
ance relating to the recognition and presentation of oth-
er-than-temporary impairments ("OTTI"] on fixed maturity
securities. When assessing whether the amortized cost basis
of a fixed maturity security will be recovered, we compare the
present value of cash flows expected to be collected to the
current book value. Any shortfalls of the present value of the
cash flows expected to be collected in relation to the amortized
cost basis is considered the credit loss portion of OTTI losses and
isrecognized in earnings. All non-credit losses are recognized as
changes in OTTI losses within Other Comprehensive Income
("OCI"). Prior to 2009, when a fixed maturity security in our
investment portfolio had an unrealized loss that was deemed
to be other-than-temporary, we wrote the security down to fair
value through a charge to operations.

For equity securities, in general, we focus our attention
on those securities whose fair value was less than 80% of their
cost for six or more consecutive months. If warranted as the

THE NAVIGATORS GROUP, INC. 2009 ANNUAL REPORT

result of conditions relating to a particular security, we will focus
on a significant decline in fair value regardless of the time period
involved. Factors considered in evaluating potential impairment
include, but are not limited to, the current fair value as compared
to cost of the security, as appropriate, the length of time the
investment has been below cost and by how much. If an equity
security is deemed to be other-than-temporarily impaired, the
cost is written down to fair value with the loss recognized in
earnings.

For equity securities, we consider our intent to hold
securities as part of the process of evaluating whether a decline
in fair value represents an other-than-temporary decline in
value. For fixed maturity securities, we consider our intent to
sell a security and whether it is more likely than not that we will
be required to sell a security before the anticipated recovery as
part of the process of evaluating whether a security’s unrealized
loss represents an other-than-temporary decline. Our ability to
hold such securities is supported by sufficient cash flow from its
operations and from maturities within its investment portfolio in
order to meet its claims payment and other disbursement obli-
gations arising from its underwriting operations without selling
such investments. With respect to securities where the decline in
value is determined to be temporary and the security’s value is
not written down, a subsequent decision may be made to sell that
security and realize a loss. Subsequent decisions on security
sales are made within the context of overall risk monitoring,
changing information and market conditions.

Day to day management of our investment portfolio is
outsourced to third party investment managers. While these
investment managers may, at a given point in time, believe that
the preferred course of action is to hold securities with unreal-
ized losses that are considered temporary until such losses are
recovered, the dynamic nature of the portfolio management may
result in a subsequent decision to sell the security and realize
the loss based upon a change in market and other factors
described above. We believe that subsequent decisions to sell
such securities are consistent with the classification of our
portfolio as available-for-sale. Investment managers are
required to notify management of rating agency downgrades
of securities in their portfolios as well as any potential invest-
ment valuation issues at the end of each quarter. Investment
managers are also required to notify management, and receive
approval, prior to the execution of a transaction or series of
related transactions that may result in a realized loss above a
threshold. Additionally,
required to notify management, and receive approval, prior to

certain investment managers are
the execution of a transaction or series of related transactions
that may result in any realized loss up until a certain period
beyond the close of a quarterly accounting period.

SYNDICATE 1221

We record Syndicate 1221's assets, liabilities, revenues and
expenses under U.S. GAAP. Lloyd's syndicates determine under-
writing results by year of account at the end of three years. We
record adjustments to recognize underwriting results as
incurred, including the ultimate cost of losses incurred. These

adjustments to losses are based on actuarial analysis of
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Syndicate 1221's accounts, including forecasts of expected ulti-
mate losses. At the end of the Lloyd's three year period for
determining underwriting results for an account year, Syndicate
12271 will close the account year by reinsuring outstanding claims
on that account year with the participants for the account’s next
underwriting year. The amount to close an underwriting year into
the nextyearis referred to as the “reinsurance to close” ("RITC").
The RITC transaction, recorded in the fourth quarter, does not
result in any gain or loss. The ceding participants pay the
assuming participants an amount based on the unearned pre-
miums and outstanding claims in the underwriting account at
the date of the assumption. The reinsurance to close amounts
represents the transfer of the assets and liabilities from the
participants of a closing underwriting year to the participants of
the next underwriting year. To the extent our participation in
Syndicate 1221 changes, the reinsurance to close amounts vary
accordingly.

TRANSLATION OF FOREIGN CURRENCIES

Functional currency assets and liabilities are translated into
U.S. dollars using period end rates of exchange and the related
translation adjustments are recorded as a separate component
of Accumulated other comprehensive income. Statement of
income amounts expressed in functional currencies are trans-
lated using average exchange rates. Realized gains and losses
resulting from foreign currency transactions are recorded in
Other income [expense] in our Consolidated Statements of
Income.

PREMIUM REVENUES

Insurance premiums are recognized as revenue ratably over the
period of the insurance contract or over the period of risk if the
period of risk differs significantly from the contract period.
Written premium is recorded based on the insurance policies
that have been reported to us and the policies that have been
written by the agents but not yet reported to us. We must esti-
mate the amount of written premium not yet reported based on
judgments relative to current and historical trends of the busi-
ness being written. Such estimates are regularly reviewed and
updated and any resulting adjustments are included in the cur-
rentyear’s results. An unearned premium reserve is established
to reflect the unexpired portion of each policy at the financial
reporting date.

COMMISSION INCOME

Commission income consists of commissions and profit com-
missions from the unaffiliated insurance companies in the
marine pool and profit commissions from the unaffiliated par-
ticipants at Syndicate 1221. Commissions from those unaffiliated
insurers are based on gross earned premiums and are recog-
nized as revenue ratably over the same period as the related
premiums are recognized as revenue. Profit commission is
based on estimated net underwriting income of the unaffiliated
parties and is accrued over the period in which the related
income is recognized. Changes in prior estimates of commission
income are recorded when such changes become known. Begin-
ning with the 2006 underwriting year, there are no longer any

marine pool unaffiliated insurance companies with the elimina-
tion of the marine pool and no longer any unaffiliated partici-
pants at Syndicate 1221 with the purchase of the minority
interest. Any profit commission would therefore result from
the run-off of underwriting years prior to 2006.

DEFERRED POLICY ACQUISITION COSTS

Costs of acquiring business which vary with and are directly
related to the production of business are deferred and amortized
ratably over the period that the related premiums are recognized
as revenue. Such costs primarily include commission expense,
other underwriting expenses and premium taxes. The method of
computing deferred policy acquisition costs limits the deferral to
their estimated net realizable value based on the related
unearned premiums and takes into account anticipated losses
and loss adjustment expenses, commission expense and oper-
ating expenses based on historical and current experience and
anticipated investment income.

RESERVES FOR LOSSES AND LOSS ADJUSTMENT EXPENSES
Unpaid losses and loss adjustment expenses are determined on
an individual basis for claims reported on direct business for
insureds, from reports received from ceding insurers for insur-
ance assumed from such insurers and on estimates based on
Company and industry experience for incurred but not reported
claims and loss adjustment expenses ["IBNR"). IBNR loss
reserves are calculated by our actuaries using several standard
actuarial methodologies, including the paid and incurred loss
development and the paid and incurred Bornheutter-Ferguson
loss methods. Additional analyses, such as frequency/severity
analyses, are performed for certain books of business. The
provision for unpaid losses and loss adjustment expenses has
been established to cover the estimated unpaid cost of claims
incurred. Such estimates are regularly reviewed and updated
and any resulting adjustments are included in the current year’s
results. Management believes that the liability it has recognized
for unpaid losses and loss adjustment expenses is a reasonable
estimate of the ultimate unpaid claims incurred, however, such
provisions are necessarily based on estimates and, accordingly,
no representation is made that the ultimate liability will not differ
materially from the amounts recorded in the accompanying
consolidated financial statements. Losses and loss adjustment
expenses are recorded on an undiscounted basis.

EARNINGS PER SHARE

Basic earnings per share is computed by dividing net income by
the weighted average number of common shares outstanding for
the period. Diluted earnings per share reflects the basic earn-
ings per share adjusted for the potential dilution that would
occur if all issued stock options were exercised and all stock
grants were fully vested.

REINSURANCE CEDED

Inthe normal course of business, reinsurance is purchased by us
from insurers or reinsurers to reduce the amount of loss arising
from claims. In order to determine the proper accounting for the

reinsurance, management analyzes the reinsurance
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agreements to determine whether the reinsurance should be
classified as prospective or retroactive based upon the terms of
the reinsurance agreement and whether the reinsurer has
assumed significant insurance risk to the extent that the rein-
surer may realize a significant loss from the transaction.

Prospective reinsurance is reinsurance in which an
assuming company agrees to reimburse the ceding company
for losses that may be incurred as a result of future insurable
events covered under contracts subject to the reinsurance. Ret-
roactive reinsurance is reinsurance in which an assuming com-
pany agrees to reimburse a ceding company for liabilities
incurred as a result of past insurable events covered under
contracts subject to the reinsurance. The analysis of the rein-
surance contract terms has determined that all of our reinsur-
ance is prospective reinsurance with adequate transfer of
insurance risk to the reinsurer to qualify for reinsurance
accounting treatment.

Ceded reinsurance premiums and any related ceding
commission and ceded losses are reflected as reductions of
the respective income or expense accounts over the terms of
the reinsurance contracts. Prepaid reinsurance premiums rep-
resent the portion of premiums ceded to reinsurers applicable to
the unexpired terms of the reinsurance contracts in force. Rein-
surance reinstatement premiums are recognized in the same
period as the loss event that gave rise to the reinstatement
premiums. Amounts recoverable from reinsurers are estimated
ina manner consistent with the claim liability associated with the
reinsured policy. Unearned premiums ceded and estimates of
amounts recoverable from reinsurers on paid and unpaid losses
are reflected as assets. Provisions are made for estimated unre-
coverable reinsurance.

DEPRECIATION AND AMORTIZATION

Depreciation of furniture and fixtures and electronic data pro-
cessing equipment, and amortization of computer software is
provided over the estimated useful lives of the respective assets,
ranging from three to seven years, using the straight-line
method. Amortization of leasehold improvements is provided
over the shorter of the useful lives of those improvements or
the contractual terms of the leases using the straight-line
method.

GOODWILL AND OTHER INTANGIBLE ASSETS

Goodwill and other intangible assets were $7.1 million and
$6.6 million at December 31, 2009 and 2008, respectively. The
goodwill and other intangible assets consist of $2.5 million for
the underwriting agencies at both December 31, 2009 and 2008,
and $4.6 million and $4.1 million for the Lloyd's Operations at
December 31, 2009 and 2008, respectively. The December 31,
2009 goodwill and intangible assets of $7.1 million consists of
$4.9 million of goodwill and $2.2 million of other intangible
assets. The December 31, 2008 goodwill and other intangible
assets of $6.6 million consists of $4.6 million of goodwill and
$2.0 million of other intangible assets. Goodwill and other intan-
gible assets on the Company’s consolidated balance sheets may
fluctuate due to changes in the currency exchange rates between
the U.S. dollar and the British pound.
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We completed our annual impairment review of goodwill
and other intangible assets which resulted in no impairment as
of December 31, 2009.

STOCK-BASED COMPENSATION

All equity-based awards granted to employees and existing
awards modified on or after January 1, 2003 are accounted for
at fair value with compensation expense recorded in netincome.
For equity-based awards that contain a vesting period, compen-
sation expense is generally recorded over the vesting period. In
some cases, grants vest over five years with one-third vesting in
each of the third, fourth and fifth years.

INCOME TAXES

We apply the asset and liability method of accounting for income
taxes. Under the asset and liability method, deferred tax assets
and liabilities are recognized for the future tax consequences
attributable to differences between the financial statement car-
rying amounts of existing assets and liabilities and their respec-
tive tax basis. Deferred tax assets and liabilities are measured
using enacted tax rates expected to apply to taxable income in
the years in which those temporary differences are expected to
be recovered or settled. The effect on deferred tax assets and
liabilities of a change in tax rates is recognized in income in the
period that includes the enactment date.

USE OF ESTIMATES

The preparation of financial statements in conformity with GAAP
requires management to make estimates and assumptions that
affect the reported amounts of assets and liabilities and disclo-
sure of contingent assets and liabilities at the date of the finan-
cial statements and the reported amounts of revenues and
expenses during the reporting period. In addition to all of our
reserves for losses and loss adjustment expenses being an
estimate, a portion of our premiums are estimated for unre-
ported premiums, mostly for the marine business written by our
U.K. Branch and Lloyd's Operations. We generally do not expe-
rience any significant backlog in processing premiums. Such
premium estimates are generally based on submission data
received from brokers and agents and recorded when the insur-
ance policy or reinsurance contract is bound and written. The
estimates are regularly reviewed and updated taking into
account the premium received to date versus the estimate
and the age of the estimate. To the extent that the actual pre-
mium varies from the estimates, the difference, along with the
related loss reserves and underwriting expenses, is recorded in
current operations.

RECENTLY ADOPTED ACCOUNTING PRONOUNCEMENTS

In June 2009, the Financial Accounting Standards Board
("FASB") issued new accounting guidance on the Accounting
Standards Codification ("ASC” or “Codification”). The Codifica-
tion is the single source of authoritative GAAP to be applied by
nongovernmental entities. The Codification is not intended to
change GAAP but rather reorganize divergent accounting liter-
ature into an accessible and user-friendly system. The Codifi-
cation was effective for financial statements issued for interim
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and annual periods ending after September 15, 2009. We adopted
this guidance as of the third quarter of 2009. Adoption of this
guidance did not have an effect on our consolidated financial
condition, results of operations or cash flows. Technical refer-
ences to GAAP included in these Notes to Interim Consolidated
Financial Statements are provided under the Codification
structure.

In September 2009, the FASB issued accounting guidance
[Accounting Standards Update ("ASU") 2009-05) for measuring
liabilities at fair value (ASC 820-10]. This guidance provides
clarification on the measurement of liabilities when a quoted
price in an active market for an identical liability is not available.
In addition, the guidance clarifies that the existence of a restric-
tion preventing the transfer of the liability should not be included
as a separate input or adjustment to adjustment to other inputs
when determining the fair value of a liability. Finally, the guid-
ance clarifies that both a quoted price in an active market for the
identical liability at the measurement date and the quoted price
for the identical liability when trader as an asset in an active
market when no adjustments to the quoted price of the asset are
required are Level 1 fairvalue measurements. This guidance was
effective for interim and annual periods beginning after
August 27, 2009. We adopted this guidance in the fourth quarter
of 2009. Adoption of this guidance did not have a material effect
on our consolidated financial condition, results of operations or
cash flows.

In May 2009, the FASB issued accounting guidance for
subsequent events (ASC 855-10, as amended by ASU 2010-09).
This guidance establishes general standards for the disclosure
of events that occur after the balance sheet date but before
financial statements are issued or are available to be issued. This
guidance sets forth: 1) The period after the balance sheet date
during which management of a reporting entity should evaluate
events or transactions that may occur for potential recognition or
disclosure in the financial statements; 2] The circumstances
under which an entity should recognize events or transactions
occurring after the balance sheet date in the financial state-
ments; and 3) The disclosures that an entity should make about
events that occurred after the balance sheet date. This guidance
was effective for interim and annual financial periods ending
after September 15, 2009. We adopted this guidance in the third
quarter of 2009. Adoption of this guidance did not have a material
effect on our consolidated financial condition, results of opera-
tions or cash flows.

In April 2009, the FASB issued accounting guidance that
amends fair value measurements and disclosures (ASC 820-10-
65). This guidance provides additional guidance for estimating
fair value when the volume and level of activity of the asset or
liability have significantly decreased and on identifying circum-
stances that indicate a transaction is not orderly. This guidance
was effective for interim and annual reporting periods ending
after September 15, 2009, and shall be applied prospectively.
Early adoption was permitted for periods ending after March 15,
2009. We elected to early adopt this guidance in the first quarter
of 2009. Adoption of this guidance did not have a material effect
on our consolidated financial condition, results of operations or
cash flows.

In April 2009, the FASB issued accounting guidance for
debt and equity investment securities (ASC 320-10-65). This
guidance modifies the requirements for recognizing an oth-
er-than-temporary impairment on debt securities, the presen-
tation of other-than-temporary impairment losses and increases
the frequency of and expands the required disclosures for debt
and equity securities. This guidance was effective for interim and
annual reporting periods ending after September 15, 2009, with
early adoption permitted for periods ending after March 15, 2009.
We elected to early adopt this guidance in the first quarter of
2009. Adoption of this guidance did not have a material effect on
our consolidated financial condition, results of operations or
cash flows.

In April 2009, the FASB issued accounting guidance for
interim disclosures for financial instruments [ASC 825-10-65).
This guidance requires disclosures of fair value of financial
instruments for interim reporting periods of publicly traded
companies as well as in annual financial statements. This guid-
ance was effective for interim reporting periods ending after
September 15, 2009, with early adoption permitted for periods
ending after March 15, 2009. We elected to early adopt this
guidance in the first quarter of 2009. Adoption of this guidance
did not have a material effect on our consolidated financial
condition, results of operations or cash flows.

In April 2008, the FASB issued accounting guidance for
the useful life of intangible assets [ASC 350-30-55). This guid-
ance amends the factors to be considered in determining the
useful life of intangible assets. Its intent is to improve the con-
sistency between the useful life of an intangible asset and the
period of expected cash flows used to measure such asset's fair
value. This guidance was effective for fiscal years beginning after
December 15, 2008. We adopted this guidance in the first quarter
of 2009. Adoption of this guidance did not have a material effect
on our consolidated financial condition, results of operations or
cash flows.

In March 2008, the FASB issued accounting guidance for
disclosures about derivative instruments and hedging activities
(ASC 815-10). This guidance requires enhanced disclosures
about an entity’s derivative and hedging activities and thereby
improves the transparency of financial reporting. This guidance
was effective for financial statements issued for fiscal years and
interim periods beginning after November 15, 2008, with early
adoption encouraged. We adopted this guidance in the first
quarter of 2009. Adoption of this guidance did not have a material
effect on our consolidated financial condition, results of opera-
tions or cash flows.

In December 2007, the FASB issued accounting guidance
for business combinations [ASC 805-10). This guidance amends
the recognition provisions for assets and liabilities acquired in a
business combination, including those arising from contractual
and non-contractual contingencies. In addition, this guidance
also amends the recognition criteria for contingent consider-
ation. This guidance became effective as of January 1, 2009. We
adopted this guidance in the first quarter of 2009. Adoption of this
guidance did not have a material effect on our consolidated
financial condition, results of operations or cash flows.
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RECENT ACCOUNTING DEVELOPMENTS

In January 2010, the FASB issued accounting guidance (ASU
2010-06) which improves disclosures about fair value measure-
ments (ASC 820-10). This guidance adds additional disclosures
regarding significant transfers in and out of Levels 1 and 2. This
guidance also adds additional disclosures regarding Level 3
purchases, sales, issuances and settlements. In addition, this
guidance also adds additional disclosures regarding fair value
measurement disclosures for each class of assets and liabilities
as well as disclosures about the valuation techniques and inputs
used to measure fair value for items classified as Level 2 or
Level 3. This guidance is effective as of January 1, 2010 for
calendar year reporting entities with the exception of the addi-
tional disclosures about purchases, sales, issuances and set-
tlements in the roll forward of activity in Level 3 fair value
measurements which is effective as of January 1, 2011 for cal-
endar year reporting entities. Early adoption is permitted. We are
currently evaluating the potential impact of adopting this guid-
ance on its consolidated financial condition, results of operations
and cash flows.

NOTE 2. EARNINGS PER SHARE

In June 2009, the FASB issued accounting guidance for
the transfer of financial assets (ASC 860-10), which was added to
the Codification under ASU 2009-16. This guidance removes the
concept of a qualifying special-purpose entity ("QSPE") from
existing GAAP as well as the removal of the exception from
applying ASC 810-10, Consolidation, to QSPEs. This guidance
also clarifies the unit of account eligible for sale accounting
and requires that a transferor recognize and initially measure at
fairvalue, all financial assets obtained and liabilities incurred as
a result of a transfer of an entire financial asset (or group of
entire financial assets) accounted for as a sale. Finally, this
guidance requires enhanced disclosures to provide greater
transparency about transfers of financial assets and a trans-
feror’s continuing involvement with transferred financial assets.
This guidance is effective as of January 1, 2010 for calendar year
reporting entities and early adoption is not permitted. We are
currently evaluating the potential impact of adopting this guid-
ance onits consolidated financial condition, results of operations
and cash flows.

Following is a reconciliation of the numerators and denominators of the basic and diluted earnings per share ["EPS") computations

for the periods indicated:

Year Ended December 31, 2009
Average Net
Net Shares
Income

Income

Outstanding  Per Share

Basic EPS:

Income available to common stockholders
Effect of dilutive securities:

Stock options and grants
Diluted EPS:

Income available to common stockholders

[$ and shares in thousands, except net
income per share)

$63,158 16,935 $3.73
387
$63,158 17,322 $3.65

Year Ended December 31, 2008
Average Net
Net Shares
Income

Income

Outstanding  Per Share

Basic EPS:

Income available to common stockholders
Effect of dilutive securities:

Stock options and grants
Diluted EPS:

Income available to common stockholders

[$ and shares in thousands, except net
income per share)

$51,692 16,802 $3.08
190
$51,692 16,992 $3.04
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Year Ended December 31, 2007

Average Net
Net Shares Income
Income  Outstanding  Per Share

Basic EPS:

Income available to common stockholders
Effect of dilutive securities:

Stock options and grants
Diluted EPS:

Income available to common stockholders

($ and shares in thousands, except net
income per share)

$95,620 16,812 $5.69
193
$95,620 17,005 $5.62

Options to purchase common shares are not included in
the respective computations of diluted earnings per common
share when the options’ exercise price is greater than the aver-
age market price of the common shares. This situation did not
occur for the years presented in the tables directly above.

NOTE 3. SEGMENT INFORMATION

We classify our business into two underwriting segments con-
sisting of the Insurance Companies and the Lloyd’s Operations,
which are separately managed, and a Corporate segment. Seg-
ment data for each of the two underwriting segments include
allocations of revenues and expenses of the wholly-owned
underwriting management companies and the Parent Compa-
ny’'s operating expenses and related income tax amounts. The
Corporate segment consists of the Parent Company’s invest-
ment income, interest expense and the related tax effect.

We evaluate the performance of each segment based on
its underwriting and GAAP results. The Insurance Companies’
and the Lloyd’'s Operations’ results are measured by taking into
account net earned premiums, net losses and loss adjustment
expenses, commission expenses, other operating expenses,
commission income and other income (expense). Each segment
also maintains its own investments, on which it earns income
and realizes capital gains or losses. Our underwriting perfor-
mance is evaluated separately from the performance of our
investment portfolios.

The Insurance Companies consist of Navigators Insur-
ance Company, including its U.K. Branch, and its wholly-owned
subsidiary, Navigators Specialty Insurance Company. They are
primarily engaged in underwriting marine insurance and related
lines of business, professional liability insurance and specialty
lines of business including contractors general liability insur-
ance, commercial umbrella and primary and excess casualty
businesses. Navigators Specialty Insurance Company under-
writes specialty and professional liability insurance on an excess
and surplus lines basis. Navigators Specialty Insurance Com-
pany is 100% reinsured by Navigators Insurance Company.

The Lloyd's Operations primarily underwrite marine and
related lines of business along with offshore energy, professional
liability insurance and construction coverages for onshore
energy business at Lloyd's through Syndicate 1221. The Euro-
pean property business, written by the Lloyd's Operations and
the U.K. Branch beginning in 2006, was discontinued in the 2008

second quarter. Our Lloyd’s Operations includes NUAL, a Lloyd’s

underwriting agency which manages Syndicate 1221.

Syndicate 1221's stamp capacity was £124 million
($194 million) in 2009, £123 million ($228 million) in 2008 and
£140 million ($280 million) in 2007. Stamp capacity is a measure
of the amount of premium a Lloyd's syndicate is authorized to
write as determined by the Council of Lloyd's. We controlled
100% of Syndicate 1221's total stamp capacity in 2009, 2008 and
2007 through our wholly-owned Lloyd's corporate member (we
utilized two wholly-owned Lloyd's corporate members prior to
the 2008 underwriting year). Syndicate 1221's stamp capacity is
expressed net of commission (as is standard at Lloyd's). The
Syndicate 1221 premium recorded in our financial statements is
gross of commission. We provide letters of credit to Lloyd's to
support our participation in Syndicate 1221's stamp capacity, see
Note 8, Credit Facility.

Navigators Management Company, Inc. ("NMC"] is a
wholly-owned underwriting management company which pro-
duces, manages and underwrites insurance and reinsurance,
and provides corporate services for the Company. During the
second quarter of 2008, Navigators California Insurance Ser-
vices, Inc. and Navigators Special Risk, Inc., also wholly-owned
underwriting management companies, were merged into NMC.
The operating results for the underwriting management com-
panies are allocated to both the Insurance Companies and
Lloyd’'s Operations.

Effective in 2009, we reclassified certain business lines
within our segments, which had no effect on the segment clas-
sifications of the Insurance Companies and Lloyd’'s Operations.
Underwriting data for prior periods has been reclassified to
reflect these changes.

e The offshore energy business, formerly included in the
“Marine and Energy” businesses of the Insurance Companies
and Lloyd's Operations, is now included in the Insurance
Companies’ and Lloyd's Operations’ “Property Casualty”
businesses.

e The marine lines within both the Insurance Companies and
Lloyd's Operations are now presented as “Marine” instead of
“Marine and Energy”, since the offshore energy business has
now been reclassified to “Property Casualty”.

e Engineering and construction, European Property and other
run-off business, formerly included in the “Other” category of
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business within the Insurance Companies and Lloyd's Oper- * The "Middle Markets” business, formerly broken out sepa-
ations, are now included under “Property Casualty”. rately in the Insurance Companies, is now included in the
Insurance Companies’ “Property Casualty” business.

Financial data by segment for 2009, 2008 and 2007 was as follows:

Year Ended December 31, 2009
Insurance Lloyd’s

Companies  Operations  Corporate Total

($ in thousands)

Gross written premiums $ 730,776 $ 314,142 $ —  $1,044,918
Net written premiums 477,673 223,582 — 701,255
Net earned premiums 479121 204,242 — 683,363
Net losses and loss adjustment expenses (304,672) [131,326) — (435,998)
Commission expenses [61,949) (37,727) 768 (98,908)
Other operating expenses (104,801 (27,896) — (132,697
Commission income and other income (expense) 3,498 961 (768) 3,691
Underwriting profit 11,197 8,254 — 19,451
Net investment income 65,717 9,229 566 75,512
Net realized gains (losses) 533 (3,193) — (2,660
Other operating expenses — — 26 26
Other income [expense) — — 2,974 2,974
Interest expense — — (8,455) (8,455)
Income (loss) before income tax expense (benefit) 77,447 14,290 (4,889) 86,848
Income tax expense (benefit) 19,819 5,582 (1,711) 23,690
Net income (loss) $ 57,628 $ 8,708 $(3,178) $ 63,158
|dentifiable assets(1) $2,554,037 $ 799,577 $71,422  $3,453,994
Loss and loss expenses ratio 63.6% 64.3% 63.8%
Commission expense ratio 12.9% 18.5% 14.5%
Other operating expenses ratio(2) 21.1% 13.2% 18.9%
Combined ratio 97.6% 96.0% 97.2%

(1] Includes inter-segment transactions causing the row not to cross foot.
(2] Includes Other operating expenses and Commission income and other income (expense].

Year Ended December 31, 2009
Insurance Lloyd’s

Companies  Operations Total

($ in thousands)

Gross written premiums:

Marine $241,438 $191,959  $ 433,397
Property Casualty 352,285 78,151 430,436
Professional Liability 137,053 44,032 181,085
Total $730,776 $314,142  $1,044,918
Net written premiums:

Marine $171,289 $156,153  $ 327,442
Property Casualty 227,234 45,097 272,331
Professional Liability 79,150 22,332 101,482
Total $477,673 $223582 $ 701,255
Net earned premiums:

Marine $157,534 $142,958  $ 300,492
Property Casualty 246,143 39,330 285,473
Professional Liability 75,444 21,954 97,398
Total $479,121 $204,242  $ 683,363
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Year Ended December 31, 2008
Insurance Lloyd’s

Companies  Operations  Corporate Total

Gross written premiums
Net written premiums

Net earned premiums

Net losses and loss adjustment expenses
Commission expenses

Other operating expenses

Commission income and other income (expense)

Underwriting profit (loss)
Net investment income
Net realized gains (losses)

Interest expense

Income (loss) before income tax expense (benefit)

Income tax expense (benefit)

Net income (loss)

($ in thousands]

$ 762,190 $ 322,732 $ - $1,084922
472,688 188,927 — 661,615
463,298 180,678 — 643,976
(275,767 (117,364) — (393,131)
(55,752) (34,033) — (89,785)
(92,297) (30,961) 110 (123,148)
2,145 (600) (110) 1,435
41,627 (2,280 - 39,347
63,544 11,655 1,355 76,554
(37,822) (477) — (38,299)
— — (8,871) (8,871)
67,349 8,898 (7,516) 68,731
16,401 3,269 (2,631) 17,039

$ 50948 $ 5629 $(4,885 $ 51,692

Identifiable assets(1)

$2,477,139 $ 779,800 $63,452  $3,349,580

Loss and loss expenses ratio
Commission expense ratio
Other operating expenses ratio(2)

Combined ratio

59.5% 65.0% 61.0%
12.0% 18.8% 13.9%
19.5% 17.5% 18.9%
91.0% 101.3% 93.8%

(1) Includes inter-segment transactions causing the row not to cross foot.

(2] Includes Other operating expenses and Commission income and other income [expense).

Year Ended December 31, 2008
Insurance Lloyd’'s

Companies  Operations Total

Gross written premiums:
Marine

Property Casualty
Professional Liability

Total

($ in thousands)

$248,080 $192,568  $ 440,648
405,062 91,292 496,354
109,048 38,872 147,920

$762,190 $322,732  $1,084,922

Net written premiums:
Marine

Property Casualty
Professional Liability

Total

$147,569 $132,788  $ 280,357
261,322 32,735 294,057
63,797 23,404 87,201

$472,688 $188,927 $ 661,615

Net earned premiums:
Marine

Property Casualty
Professional Liability

Total

$132,005 $126,126  $ 258,131
273,977 32,644 306,621
57,316 21,908 79,224

$463,298 $180,678 $ 643,976
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Year Ended December 31, 2007
Insurance Lloyd’s

Companies  Operations  Corporate Total

($ in thousands]

Gross written premiums $ 774,346 $296,361 $ — $1,070,707
Net written premiums 478,018 167,778 — 645,796
Net earned premiums 443,456 158,521 — 601,977
Net losses and loss adjustment expenses (256,652) (83,940) — (340,592)
Commission expenses (52,490) (25,123) — (77,613
Other operating expenses (81,053) (29.356) — (110,409)
Commission income and other income (expense) 1,510 504 — 2,014
Underwriting profit (loss) 54,771 20,606 — 75,377
Net investment income 58,261 10,524 1,877 70,662
Net realized gains (losses) 1,973 33 — 2,006
Interest expense — — (8,863) (8,863)
Income before income tax expense [benefit] 115,005 31,163 (6,986) 139,182
Income tax expense (benefit) 35,061 10,946 (2,445) 43,562
Net income (loss) $ 79,944 $ 20,217 $(4,541) % 95,620
Identifiable assets(1) $2,322,647 $744,002 $53,501  $3,143,771
Loss and loss expenses ratio 57.9% 53.0% 56.6%
Commission expense ratio 11.8% 15.8% 12.9%
Other operating expense ratio(2) 17.9% 18.2% 18.0%
Combined ratio 87.6% 87.0% 87.5%

(1) Includes inter-segment transactions causing the row not to cross foot.
(2] Includes Other operating expenses and Commission income and other income [expense).

Year Ended December 31, 2007
Insurance Lloyd’'s

Companies  Operations Total

($ in thousands)

Gross written premium:

Marine $227,175 $175567 $ 402,742
Property Casualty 447,615 86,513 534,128
Professional Liability 99,556 34,281 133,837
Total $774,346 $296,361  $1,070,707
Net written premium:

Marine $117.294 $110,577  $ 227,871
Property Casualty 301,607 33,852 335,459
Professional Liability 59,117 23,349 82,466
Total $478,018 $167,778  $ 645,796
Net earned premium:

Marine $112,370 $111,380  $ 223,750
Property Casualty 275,937 29,482 305,419
Professional Liability 55,149 17,659 72,808
Total $443,456 $158,521  $ 601,977

The Insurance Companies net earned premiums include $85.4 million, $69.0 million and $62.2 million of net earned
premiums from the U.K. Branch for 2009, 2008 and 2007, respectively.
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NOTE 4. INVESTMENTS
The following tables set forth our cash and investments as of December 31, 2009 and 2008. The table as of December31, 2009 includes
OTTI securities recognized within OCI.

Gross Gross Cost or OTTI
Unrealized Unrealized Amortized Recognized
December 31, 2009 Fair Value Gains (Losses) Cost in OCI

($ in thousands)

U.S. Government Treasury bonds, agency bonds and foreign government

bonds $ 471,598 $ 7,397 $ (597) $ 464,798 $ -
States, municipalities and political subdivisions 676,699 25,044 (2,917) 654,572 —

Mortgage- and asset-backed securities:
Agency mortgage-backed securities 283,578 12,607 (98) 271,069 —
Residential mortgage obligations 31,071 — (7,246) 38,317 (5,723)
Asset-backed securities 16,469 612 (34) 15,891 (23)
Commercial mortgage-backed securities 100,393 594 (5,028) 104,827 —
Subtotal 431,511 13,813 (12,406) 430,104 (5,746)
Corporate bonds 236,861 9111 [759) 228,509 —
Total fixed maturities 1,816,669 55,365 (16,679) 1,777,983 (5,746)
Equity securities—common stocks 62,610 15,244 (10) 47,376 —
Cash 509 — — 509 —
Short-term investments 176,799 — — 176,799 —
Total $2,056,587 $70,609 $(16,689)  $2,002,667 $(5,746)
Gross Gross Cost or

Unrealized Unrealized Amortized
December 31, 2008 Fair Value Gains (Losses) Cost
($ in thousands)

U.S. Government Treasury bonds, agency bonds and foreign government bonds $ 361,656 $25,741 $  (145) $ 336,060
States, municipalities and political subdivisions 614,609 12,568 (8,036) 610,077
Mortgage- and asset-backed securities:

Agency mortgage-backed securities 299,775 10,930 (26) 288,871
Residential mortgage obligations 56,743 — (27,119) 83,862
Asset-backed securities 29,436 5 (1,289) 30,720
Commercial mortgage-backed securities 92,684 — (20,350) 113,034
Subtotal 478,638 10,935 (48,784) 516,487
Corporate bonds 188,869 1,398 (14,660) 202,131
Total fixed maturities 1,643,772 50,642 [71,625) 1,664,755
Equity securities—common stocks 51,802 1,266 (1,987) 52,523
Cash 1,457 — — 1,457
Short-term investments 220,684 — — 220,684
Total $1,917,715 $51,908 $(73,612)  $1,939,419

The fair value of financial instruments are determined based on the following fair value hierarchy:

e Level 1T—Quoted prices for identical instruments in active markets. Examples are listed equity and fixed income securities traded
on an exchange. Treasury securities would generally be considered level 1.

¢ Level 2—Quoted prices for similar instruments in active markets; quoted prices for identical or similar instruments in markets that
are not active; and model-derived valuations in which all significant inputs and significant value drivers are observable in active
markets. Examples are asset-backed and mortgage-backed securities which are similar to other asset-backed or mortgage-
backed securities observed in the market.

¢ Level 3—Valuations derived from valuation techniques in which one or more significant inputs or significant value drivers are
unobservable. An example would be a private placement with minimal liquidity.
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The following table presents the fair value hierarchy for our fixed maturities, equity securities and short-term investments that are

measured at fair value as of December 31, 2009 and 2008:

December 31, 2009

Quoted Prices  Significant

In Active Other Significant

Markets for  Observable Unobservable

Identical Assets Inputs Inputs
Level 1 Level 2 Level 3 Total

($ in thousands)
Fixed maturities $331,925 $1,484,744 $—  $1,816,669
Equity securities 62,610 — — 62,610
Short-term investments 9,992 166,807 — 176,799
Total $404,527 $1,651,551 $—  $2,056,078
December 31, 2008
Quoted Prices  Significant

In Active Other Significant

Markets for  Observable  Unobservable

Identical Assets Inputs Inputs
Level 1 Level 2 Level 3 Total

($ in thousands)

Fixed maturities $271,392 $1,372,224 $156  $1,643,772
Equity securities 51,802 — — 51,802
Short-term investments 59,957 160,727 — 220,684
Total $383,151 $1,532,951 $156  $1,916,258

There were no significant judgments made in classifying instruments in the fair value hierarchy.

The following table presents a reconciliation of the beginning and ending balances for all investments measured at fair value using

Level 3 inputs during the twelve months ended December 31, 2009 and 2008:

Twelve Months Ended
December 31, 2009

Level 3 investments as of January 1

Unrealized net gains included in other comprehensive income (loss)
Purchases, sales, paydowns and amortization

Transfer from Level 3

Transfer to Level 3

Level 3 investments as of December 31

($ in thousands)

$ 156
23
(23)

(156)

Twelve Months Ended
December 31, 2008

Level 3 investments as of January 1

Unrealized net gains included in other comprehensive income (loss)
Purchases, sales, paydowns and amortization

Transfer from Level 3

Transfer to Level 3

Level 3 investments as of December 31

($ in thousands)

$ 2,603
(94)
(704)
(1,979)
330

$ 156
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The following table shows the amount and percentage of our fixed maturities and short-term investments at December 31, 2009 by
S&P credit rating or, if an S&P rating is not available, the equivalent Moody’s rating. The table includes fixed maturities and short-
term investments at fair value, and the total rating is the weighted average quality rating.

Rating Description

Percent
Rating  Fair Value of Total

Extremely Strong
Very Strong
Strong

Adequate
Speculative

Not Rated

Total

(% in thousands)

AAA - $1,124,403 57%

AA 494,764 25%

A 275,016 14%

BBB 67,400 3%

BB & below 24,656 1%
NR 7,229 0%

AA - $1,993,468 100%

The scheduled maturity dates for fixed maturity securities by the number of years until maturity at December 31, 2009 are shown in

the following table:

Period from December 31, 2009 to Maturity

Fair  Amortized
Value Cost

Due in one year or less

Due after one year through five years

Due after five years through ten years

Due after ten years

Mortgage- and asset-backed (including GNMAs)

Total

($ in thousands)

$ 135927 $ 134,614
561,016 542,206
371,156 359,966
317,059 311,093
431,511 430,104

$1,816,669  $1,777,983

Expected maturities may differ from contractual maturities because issuers may have the right to call or prepay obligations
with or without call or prepayment penalties. Due to the periodic repayment of principal, the mortgage-backed and asset-backed

securities are estimated to have an effective maturity of approximately 3.5 years.

INDEX TO CONSOLIDATED FINANCIAL STATEMENTS AND SCHEDULES


%%TRANSMSG*** Transmitting Job: Y83330 PCN: 092000000 ***%%PCMSG|F-20   |00014|Yes|No|04/02/2010 13:19|0|0|Page is valid, no graphics -- Color: N|


The following table summarizes all securities in an unrealized loss position at December 31, 2009 and 2008, showing the aggregate

fairvalue and gross unrealized loss by the length of time those securities have continuously been in an unrealized loss position as well

as the number of securities:

December 31, 2009

December 31, 2008

# of Fair Gross # of Fair Gross
Securities Value Unrealized Loss  Securities Value Unrealized Loss
($ in thousands except # of securities]
Fixed Maturities:
U.S. Government Treasury bonds, agency bonds and
foreign government bonds

0-6 Months 24 $116,566 $ 597 4 $ 3,862 $ 145
7-12 Months — — — — — —
> 12 Months — — — — — —
Subtotal 24 116,566 597 4 3,862 145
States, municipalities and political subdivisions
0-6 Months 47 108,290 2,291 72 68,727 2,187
7-12 Months 4 3,534 112 73 118,910 4,376
> 12 Months 23 17,777 514 17 15,918 1,473
Subtotal 74 129,601 2,917 162 203,555 8,036
Agency mortgage-backed securities
0-6 Months 5 18,385 98 3 2,130 6
7-12 Months — — — 6 3,471 9
> 12 Months — — — 1 962 1
Subtotal 5 18,385 98 20 6,563 26
Residential mortgage obligations
0-6 Months — — — — — —
7-12 Months — — — 65 39,012 20,779
> 12 Months 73 31,071 7,246 14 10,315 6,340
Subtotal 73 31,071 7,246 79 49,327 27,119
Asset-backed securities
0-6 Months — — — 53 22,079 653
7-12 Months — — — 10 6,630 550
> 12 Months 4 637 34 2 224 86
Subtotal 4 637 34 65 28,933 1,289
Commercial mortgage-backed securities
0-6 Months 1 28,103 324 6 6,461 280
7-12 Months - — — 21 31,505 5,628
> 12 Months 21 45,135 4,704 26 54,717 14,442
Subtotal 32 73,238 5,028 53 92,683 20,350
Corporate bonds
0-6 Months 13 33,275 337 75 57,805 2,445
7-12 Months — — — 89 57,971 5,893
> 12 Months 8 6,325 422 40 27,873 6,322
Subtotal 21 39,600 759 204 143,649 14,660
Total fixed maturities 233 $409,098 $16,679 587  $528,572 $71,625
Equity securities—common stocks
0-6 Months - % — $ — 17 % 899 $ 1,941
7-12 Months — — — 2 351 46
> 12 Months 1 872 10 — — —
Total equity securities T % 872 $ 10 19 $ 9342 $ 1,987
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We analyze the unrealized losses quarterly to determine
if any are other-than-temporary. The above unrealized losses
have been determined to be temporary based on our policies.

The residential mortgage obligation’s gross unrealized
loss in the above table for the greater than 12 months category
consists primarily of residential mortgage-backed securities.
Residential mortgage-backed securities are a type of fixed
income security in which residential mortgage loans are sold
into a trust or special purpose vehicle, thereby securitizing the
cash flows of the mortgage loans.

To determine whether the unrealized loss on structured
securities is other-than-temporary, we project an expected prin-
cipal loss under a range of scenarios and utilize the most likely
outcomes. The analysis relies on actual collateral performance
measures such as default rate, prepayment rate and loss sever-
ity. These assumptions are applied throughout the remaining
term of the deal, incorporating the transaction structure and
priority of payments, to generate loss adjusted cash flows.

Results of the analysis will indicate whether the security ulti-
mately incurs a loss or whether there is a material impact on
yield due to either a projected loss or a change in cash flow
timing. A breakeven default rate is also calculated. A comparison
to the break even default rate to the actual default rate provides
an indication of the level of cushion or coverage to the first dollar
principal loss. The analysis applies these assumptions through-
out the remaining term of the transaction to forecast cash flows,
which are then applied through the transaction structure to
determine whether there is a loss to the security. For securities
in which a tranche loss is present, and the net present value of
loss adjusted cash flows is less than book value, an impairment
is recognized. The output data also includes a number of addi-
tional metrics such as average life remaining, original and cur-
rent credit support, over 60 day delinquency and security rating.

As of December 31, 2009, the largest single unrealized
loss by issuer in the fixed maturities was $1.1 million.

The following table summarizes the cumulative amounts related to our credit loss portion of the OTTI losses on debt securities held as
of December 31, 2009 that we do not intend to sell and it is more likely than not that we will not be required to sell prior to recovery of
the amortized cost basis and for which the non-credit loss portion is included in other comprehensive income:

($ in thousands)

Beginning balance of at January 1, 2009

Credit losses on securities not previously impaired as of December 31, 2008

Reductions for securities sold during the period

Ending balance at December 31, 2009

$ _
3,102
(579)

$2,523

The following table summarizes the gross unrealized investment losses as of December 31, 2009 by length of time where the fair

value is less than 80% of amortized cost.

Period for Which Fair Value is Less than 80% of Amortized Cost

Longer than 3 6 months
Less than 3 months, less or longer, less 12 months
months  than 6 months  than 12 months or longer Total
($ in thousands)
Fixed Maturities $— $— $— $(4,520)  $(4,520)
Equity Securities — — — — —
Total $— $— $— $(4,520)  $(4,520)

The fair value of our investment portfolio may fluctuate
significantly in response to various factors such as changes in
interest rates, investment quality ratings, equity prices, foreign
exchange rates and credit spreads. We do not have the intent to
sell nor is it more likely than not that we will have to sell debt
securities in unrealized loss positions that are not other-than
temporarily impaired before recovery. We may realize investment

losses to the extent our liquidity needs require the disposition of
fixed maturity securities in unfavorable interest rate, liquidity or
credit spread environments. Significant changes in the factors
we consider when evaluating impairment losses could resultin a
significant change in impairment losses reported in the consol-
idated financial statements.
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The table below summarizes our activity related to OTTI losses for the periods indicated:

Twelve Months Ended December 31,

2009 2008 2007
No. Amount No. Amount No. Amount
($ in thousands)

Total other-than-temporary impairments
Corporate and other bonds 2 $ 564 1 $ 748 — $ —
Commercial mortgage-backed securities — — — — — —
Residential mortgage-backed securities 39 19,783 4 7,856 — —
Asset-backed securities 1 143 — — — —
Equities 56 8,775 59 28,441 1 655
Total 98  $29,265 64  $37,045 1 $655
Portion of loss in accumulated other comprehensive income (loss)
Corporate and other bonds $ — $ - $ —
Commercial mortgage-backed securities — — —
Residential mortgage-backed securities 17,324 - —
Asset-backed securities 64 — —
Equities — — —
Total $17,388 $ = $ —
Impairment losses recognized in earnings
Corporate and other bonds $ 564 $ 748 $ —
Commercial mortgage-backed securities - — —
Residential mortgage-backed securities 2,459 7,856 —
Asset-backed securities 79 — —
Equities 8,775 28,441 655
Total $11,877 $37,045 $655

In 2009, we recognized in earnings OTTl losses of
$2.5 million related to non-agency mortgage and asset-backed
securities. The significant inputs used to measure the amount of
credit loss recognized in earnings were actual delinquency rates,
default probability assumptions, severity assumptions and pre-
payment assumptions. Projected losses are a function of both
loss severity and probability of default. Default probability and
severity assumptions differ based on property type, vintage and
the stress of the collateral. We do not intend to sell any of these
securities and it is more likely than not that we will not be
required sell these securities before the recovery of the amor-
tized cost basis. In 2009, we recognized in earnings OTTI losses of
$8.8 million on 56 common stocks resulting from additional
impairments on equity securities that were impaired in 2008.
In addition, in 2009 we recognized in earnings OTTI losses of
$0.6 million on 2 corporate bonds.

For the twelve months ended December 31, 2009, for
securities that we recognized an OTTI in earnings, we initially
recorded $17.4 million in OTTI losses in OCI as a result of non-
credit losses on non-agency residential mortgage-backed secu-
rities. Subsequent declines in unrealized losses related to the
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value of securities for which an OTTI loss in OCI was initially
recorded resulted in a balance of $5.7 million of OTTI losses in
OCl as of December 31, 2009.

During 2008, we identified equity securities with fair value
of $34.4 million which were considered to be other-than-tem-
porarily impaired. Consequently, the cost of such securities was
written down to fair value and we recognized realized losses of
$28.4 million. The equity impairments included $8.6 million in
write-downs to fair value for various broad based ETFs and
mutual funds where the fair value was less than 80% of the
book value. During 2008, we identified fixed maturity securities
with fair value of $7.4 million which were considered to be
other-than-temporarily impaired. Consequently, the cost of such
securities was written down to fair value and we recognized
realized losses of $8.6 million.

We held common shares of a bond guarantee company in
our equity portfolio at December 31, 2007 which were considered
to be other-than-temporarily-impaired and recognized a real-
ized loss on such shares amounting to $0.7 million in the 2007
fourth quarter.
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The contractual maturity by the number of years until maturity for fixed maturity securities with unrealized losses at December 31,

2009 are shown in the following table:

Gross
Unrealized Loss Fair Value
Percent Percent
Amount  of Total Amount  of Total

Due in one year or less

Due after one year through five years
Due after five years through ten years
Due after ten years

Mortgage- and asset-backed securities

Total fixed income securities

($ in thousands)

$ 23 0%
596 4%
1,554 9%
2,100 13%
12,406 74%
$16,679 100%

$ 4,006
109,756
95,386
76,619
123,331

$409,098

1%
27%
23%
19%
30%

100%

Our net investment income was derived from the following sources:

Year Ended December 31,

2009 2008 2007
($ in thousands)

Fixed maturities $74,779  $73,493  $64,435
Equity securities 2,464 2,359 1,767
Short-term investments 811 3,925 7,363
78,054 79,777 73,565

Investment expenses (2,542) (3,223) (2,903)
Net investment income $75,512  $76,554  $70,662

Our realized gains and losses were as follows:

Year Ended December 31,

2009 2008 2007
($ in thousands]

Fixed maturities:
Gains $18,312  $3,650 $1,320
(Losses) (9.676)  (1,670) (1,749
8,636 1,980 (429)

Equity securities:
Gains 2,110 720 3,626
(Losses) (1,529]  (3,954) (536)
581 (3,234) 3,090
Net realized gains (losses) $ 9,217  $(1,254)  $ 2,661

The change in net unrealized gains/(losses) consisted of:

Years Ended December 31,

2009 2008 2007
Fixed maturity investments $ 59,667  $(34,813) $18,396
Equity investments 15,955 (2,469) (4,201)
Total 75,622 (37,282) 14,195
Deferred income tax (charged) credited (25,602) 12,034 (4,858)
Change in unrealized gains (losses], net $50,020  $(25,248) $ 9337

At December 31, 2009 and 2008, fixed maturities with  requirements of the Financial Services Authority for Navigators

amortized values of $10.6 million and $9.9 million, respectively,  Insurance Company’'s U.K. Branch. At December 31, 2009, fixed

were on deposit with various state insurance departments. In maturities with amortized values of $19.9 million were on deposit
addition, at December 31, 2009, investments of $1.2 million were  at Lloyd’s. In addition, at both December 31, 2009 and 2008,

on deposit at a U.K. bank to comply with the regulatory
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$0.3 million of investments were pledged as security under a
reinsurance treaty.

At December 31, 2009 and 2008, we did not have a con-
centration of greater than 5% of invested assets in a single
non-U.S. government-backed issuer.

NOTE 5. RESERVES FOR LOSSES AND LOSS ADJUST-
MENT EXPENSES

Insurance companies and Lloyd's syndicates are required to
maintain reserves for unpaid losses and unpaid loss adjustment
expenses forall lines of business. These reserves are intended to
cover the probable ultimate cost of settling all losses incurred
and unpaid, including those incurred but not reported. The
determination of reserves for losses and loss adjustment
expenses ("LAE") for insurance companies such as Navigators
Insurance Company and Navigators Specialty Insurance Com-
pany, and Lloyd's corporate members such as Navigators Cor-
porate Underwriters Ltd. and Millennium Underwriting Ltd. is
dependent upon the receipt of information from the agents and
brokers which produce the insurance business for us. Generally,
thereis a lag between the time premiums are written and related
losses and loss adjustment expenses are incurred, and the time
such events are reported to the agents and brokers and, sub-
sequently, to Navigators Insurance Company, Navigators Spe-
cialty Insurance Company, Navigators Corporate Underwriters
Ltd. and Millennium Underwriting Ltd.

Case reserves are established by our Insurance Compa-
nies and Syndicate 1221 for reported claims when notice of the
claim is first received. Reserves for such reported claims are
established on a case-by-case basis by evaluating several fac-
tors, including the type of risk involved, knowledge of the cir-
cumstances surrounding such claim, severity of injury or
damage, the potential for ultimate exposure, experience with
the insured and the agent or broker on the line of business, and
the policy provisions relating to the type of claim. Reserves for
IBNR are determined in part on the basis of statistical informa-
tion, in part on industry experience and in part on the judgment of
our senior corporate officers. They are calculated by our actu-
aries using several standard actuarial methodologies, including
the paid and incurred loss development and the paid and
incurred Bornheutter-Ferguson loss methods. Additional anal-
yses, such as frequency/severity analyses, are performed for
certain books of business. To the extent that reserves are defi-
cient or redundant, the amount of such deficiency or redundancy
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is treated as a charge or credit to earnings in the period in which
the deficiency or redundancy is recognized.

Loss reserves are estimates of what the insurer or rein-
surer expects to pay on claims, based on facts and circum-
stances then known. It is possible that the ultimate liability may
exceed or be less than such estimates. In setting our loss reserve
estimates, we review statistical data covering several years,
analyze patterns by line of business and consider several factors
including trends in claims frequency and severity, changes in
operations, emerging economic and social trends, inflation and
changes in the regulatory and litigation environment. Using the
aforementioned actuarial methods and different underlying
assumptions, our actuaries produce a number of point estimates
foreach class of business. After reviewing the appropriateness of
the underlying assumptions, management selects the carried
reserve for each class of business. We do not calculate a range of
loss reserve estimates. We believe that ranges may not be a true
reflection of the potential volatility between carried loss reserves
and the ultimate settlement amount of losses incurred prior to
the balance sheet date. The numerous factors that contribute to
the inherent uncertainty in the process of establishing loss
reserves include: interpreting loss development activity, emerg-
ing economic and social trends, inflation, changes in the regu-
latory and judicial environment and changes in our operations,
including changes in underwriting standards and claims han-
dling procedures. During the loss settlement period, which, in
some cases, may last several years, additional facts regarding
individual claims may become known and, accordingly, it often
becomes necessary to refine and adjust the estimates of liability
on a claim upward or downward. Such estimates are regularly
reviewed and updated and any resulting adjustments are
included in the current year's income statement. Even then,
the ultimate liability may exceed or be less than the revised
estimates. The reserving process is intended to provide implicit
recognition of the impact of inflation and other factors affecting
loss payments by taking into account changes in historical pay-
ment patterns and perceived probable trends. There is generally
no precise method for the subsequent evaluation of the adequacy
of the consideration given to inflation, or to any other specific
factor, because the eventual deficiency or redundancy of
reserves is affected by many factors, some of which are
interdependent.
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The following table summarizes the activity in our reserve for losses and LAE during the three most recent years:

Year Ended December 31,

2009 2008 2007
($ in thousands)

Net reserves for losses and LAE at beginning of year $ 999,871 $ 847,303 $ 696,116
Provision for losses and LAE for claims occurring in the current year 444,939 443,877 387,601
Decrease in estimated losses and LAE for claims occurring in prior years (8,941) (50,746) (47,009)
Incurred losses and LAE 435,998 393,131 340,592
Losses and LAE paid for claims occurring during:
Current year (59,412) (60,104) (46,467)
Prior years (263,523 (180,459 (142,938
Losses and LAE payments (322,935) (240,563) (189,405)
Net reserves for losses and LAE at end of year 1,112,934 999,871 847,303
Reinsurance recoverables on unpaid losses and LAE 807,352 853,793 801,461
Gross reserves for losses and LAE at end of year $1,920,286  $1,853,664  $1,648,764

The segment breakdown of prior years' net reserve deficiency (redundancy) was as follows:

Year Ended December 31,
2009 2008 2007

Insurance Companies
Marine

Property Casualty
Professional Liability

Insurance Companies

Lloyd's Operations

Total

($ in thousands)]

$11,893 $ (5298) $(11,595)
(35,658)  (33,065)  (11,836)
20,686 (3,559)  (10,365)

$ (3,079) $(41,922) $(33,796)
(5,862) (8,824) (13,213

$ (8,941)  $(50,746)  $(47,009)

The 2009 consolidated net redundancy of $8.9 million
consisted of prior year savings of $3.0 million from the Insurance
Companies and $5.9 million from the Lloyd's Operations.

The Insurance Companies recorded $11.9 million of net
prior year unfavorable development for the marine business
primarily due to large loss activity in excess of our prior expec-
tations mostly across underwriting years 2005 to 2008 that we
recognized by reserve strengthening. In the property casualty
business, the Insurance Companies recorded $35.7 million of net
prior year savings primarily due to $36.5 million for contractors’
liability due to reduced claims activity in underwriting years 2006
and prior as well as savings in our primary E&S lines, excess
casualty lines and offshore energy lines due to favorable loss
trends across a number of prior underwriting years. Partially
offsetting these favorable developments in the property casualty
division were adverse development in our Nav Pac, liquor and
personal umbrella books of business. The Insurance Companies
recorded $20.7 million of net prior year unfavorable development
for professional liability primarily due to $12.4 million of adverse
development in the D&O lines, concentrated in the 2006 and
prior underwriting years, due to loss activity in excess of our prior
expectations as well as adverse development of $8.3 million in

the lawyers lines recognizing to reported loss activity in under-
writing years 2005 to 2008 in excess of our prior expectations.

The Lloyd's Operations recorded $5.9 million of net favor-
able development primarily due to marine business concen-
trated in the liability specie and cargo books due to reported
losses being less than our expectations in underwriting years
2004 to 2008 as well as favorable development in our offshore
energy business. The net favorable development was partially
offset by adverse loss development in the professional liability
books due to reported loss activity in excess of our expectations
in the lawyers line of business for losses occurring in 2007 and
adverse development in the property book due to an extension in
the loss development pattern for the 2006 and 2007 underwriting
years.

Management believes that the reserves for losses and
loss adjustment expenses are adequate to cover the ultimate
cost of losses and loss adjustment expenses on reported and
unreported claims. We continue to review our reserves on a
regular basis.

NOTE 6. REINSURANCE

We utilize reinsurance principally to reduce our exposure on
individual risks, to protect against catastrophic losses, and to
stabilize loss ratios and underwriting results. Although
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reinsurance makes the reinsurer liable to us to the extent the
risk is transferred or ceded to the reinsurer, ceded reinsurance
arrangements do not eliminate our obligation to pay claims to
our policyholders. Accordingly, we bear credit risk with respect
to our reinsurers. Specifically, our reinsurers may not pay claims
made by us on a timely basis, or they may not pay some or all of
these claims. Either of these events would increase our costs and
could have a material adverse effect on our business. We are
required to pay the losses even if the reinsurer fails to meet its
obligations under the reinsurance agreement. Hurricanes
Gustav and lke in 2008 and Hurricanes Katrina and Rita in
2005 significantly increased our reinsurance recoverables which
increased our credit risk.

We have established a reserve for uncollectible reinsur-
ance in the amount of $13.8 million, which is determined by
considering reinsurer specific default risk as indicated by their
financial strength ratings.

We are protected by various treaty and facultative rein-
surance agreements. Our exposure to credit risk from any one
reinsurer is managed through diversification by reinsuring with a
number of different reinsurers, principally in the United States
and European reinsurance markets. To meet our standards of
acceptability, when the reinsurance is placed, a reinsurer gen-
erally must have a rating from A.M. Best Company ("A.M. Best")
and/or S&P of "A” or better, or an equivalent financial strength if
not rated, plus at least $250 million in policyholders” surplus.
Our Reinsurance Security Committee, which is part of our Enter-
prise Risk Management Reinsurance Sub-Committee, monitors
the financial strength of our reinsurers and the related reinsur-
ance receivables and periodically reviews the list of acceptable
reinsurers. The reinsurance is placed either directly by us or
through reinsurance intermediaries. The reinsurance interme-
diaries are compensated by the reinsurers.

The credit quality distribution of our reinsurance recoverables of $1.05 billion at December 31, 2009 for ceded paid and unpaid losses

and loss adjustment expenses and ceded unearned premiums based on insurer financial strength ratings from A. M. Best or S&P was

as follows:

Rating Recoverable Percent
A.M. Best Rating(1) Description Amounts  of Total

($ in millions)]

A+, A+ Superior $ 4367 42%
A, A- Excellent 585.2 56%
B++, B+ Very good 0.8 0%(2)
NR Not rated 23.5 2%(2)
Total $1,046.2 100%

(1) Equivalent S&P rating used for certain companies when an A.M. Best rating was unavailable.
(2] The Company holds offsetting collateral of approximately 102.1% for B++ and B+ companies and 71.8% for not rated companies which includes letters of
credit, ceded balances payable and other balances held by our Insurance Companies and our Lloyd's Operations.
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The following table lists our 20 largest reinsurers measured by the amount of reinsurance recoverable for ceded losses and loss

adjustment expense and ceded unearned premium (constituting approximately 75.6% of our total recoverables) together with the

reinsurance recoverables and collateral at December 31, 2009, and the reinsurers’ rating from the indicated rating agency:

Reinsurance Recoverables

Unearned  Unpaid/Paid Collateral Rating &

Reinsurer Premium Losses Total Held(1) Rating Agency
($ in millions)]

Swiss Reinsurance America Corporation $ 9.0 $ 978 $ 1068 $ 92 A AMB (2]
Munich Reinsurance America Inc. 26.1 60.3 86.4 162 A+ AMB
Transatlantic Reinsurance Company 21.7 49.3 71.0 95 A AMB
White Mountains Reinsurance of America 1.2 68.6 69.8 23 A- AMB
Everest Reinsurance Company 19.9 49.4 69.3 8.5 A+ AMB
General Reinsurance Corporation 1.5 58.3 59.8 1.7  A++ AMB
Munchener Ruckversicherungs-Gesellschaft 4.9 37.0 41.9 102 A+ AMB
National Indemnity Company 7.5 29.8 37.3 3.1 A++ AMB
Platinum Underwriters Re 4.2 26.8 31.0 26 A AMB
Berkley Insurance Company 8.1 21.1 29.2 15 A+ AMB
Scor Holding (Switzerland) AG 5.9 19.2 25.1 59 A- AMB
Swiss Re International SE 1.3 22.2 23.5 62 A AMB
Partner Reinsurance Europe 5.6 17.6 23.2 8.7 AA-  S&P
Lloyd's Syndicate #2003 3.6 17.9 21.5 3.4 A AMB
Partner Reinsurance Company of the U.S. 1.0 19.6 20.6 0.1 A+ AMB
Arch Reinsurance Company 0.7 15.9 16.6 0.1 A AMB
Hannover Ruckversicherung 1.5 14.8 16.3 2.4 A AMB
Ace Property and Casualty Insurance Company 3.7 12.1 15.8 1.6 A+ AMB
Allianz Global Corporate & Specialty AG 0.2 14.4 14.6 42 A+ AMB
Federal Insurance Co. 0.6 10.7 1.3 1.0 A+ AMB
Top 20 Total 128.2 662.8 791.0 98.4
All Other 34.1 2211 255.2 80.9
Total $162.3 $883.9  $1,046.2 $179.3

(1) Collateral includes letters of credit, ceded balances payable and other balances held by our Insurance Companies and our Lloyd’s Operations.

(2) AM. Best

The largest portion of our collateral consists of letters of
credit obtained from reinsurers in accordance with New York
Insurance Department Regulation No. 133. Such regulation
requires collateral to be held by the ceding company from
assuming companies not licensed in New York State in order
for the ceding company to take credit for the reinsurance recov-
erables on its statutory balance sheet. The specific requirements
governing the letters of credit include a clean and unconditional
letter of credit and an “evergreen” clause which prevents the
expiration of the letter of credit without due notice to the Com-
pany. Only banks considered qualified by the NAIC may be
deemed acceptable issuers of letters of credit by the New York
Insurance Department. In addition, based on our credit assess-
ment of the reinsurer, there are certain instances where we
require collateral from a reinsurer even if the reinsurer is
licensed in New York State, generally applying the requirements
of Regulation No. 133. The contractual terms of the letters of
credit require that access to the collateralis unrestricted. In the
event that the counter-party to our collateral would be deemed
not qualified by the NAIC, the reinsurer would be required by

agreement to replace such collateral with acceptable security
under the reinsurance agreement. There is no assurance, how-
ever, that the reinsurer would be able to replace the counter-
party bank in the event such counter-party bank becomes
unqualified and the reinsurer experiences significant financial
deterioration or becomes insolvent. Under such circumstances,
we could incur a substantial loss from uncollectible reinsurance
from such reinsurer.

Approximately $69.7 million and $96.8 million of the
reinsurance recoverables for paid and unpaid losses at Decem-
ber 31, 2009 and 2008, respectively, were due from reinsurers as
a result of the losses from Hurricanes Gustav and Ike. Approx-
imately $68.5 million and $101.7 million of the reinsurance
recoverables for paid and unpaid losses at December 31, 2009
and 2008, respectively, were due from reinsurers as a result of
the losses from Hurricanes Katrina and Rita. In addition, also
included in reinsurance recoverable for paid and unpaid losses is
approximately $8.9 million due from reinsurers in connection
with our asbestos exposures.
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The following table summarizes written premium:

Year Ended December 31,

2009 2008 2007
($ in thousands)
Direct $ 966,251 $1,016,521 $ 989,652
Assumed 78,667 68,401 81,065
Ceded (343,663) (423,307) (424,911)
Net $701,255 $ 661,615 $ 645,796
The following table summarizes earned premium:
Year Ended December 31,
2009 2008 2007
($ in thousands)]
Direct $977,170  $993,123  $ 940,447
Assumed 78,932 69,989 78,164
Ceded (372,739) (419,136) (416,634)
Net $ 683,363  $ 643,976  $ 601,977
The following table summarizes losses and loss adjustment expenses incurred:
Year Ended December 31,
2009 2008 2007
($ in thousands)
Direct $ 625558  $ 646,095  $ 532,445
Assumed 44,318 38,013 18,314
Ceded (233,878) (290,977) (210,167)
Net $ 435,998  $ 393,131 $ 340,592

We are required to pay losses in the event the assuming
reinsurers are unable to meet their obligations under their
reinsurance agreements. Charges for uncollectible reinsurance
amounts, all of which were recorded to incurred losses, were
$2.0 million, $2.4 million and $0.9 million for 2009, 2008 and
2007, respectively.

NOTE 7. INCOME TAXES

We are subject to the tax regulations of the United States and
foreign countries in which we operate. We file a consolidated
U.S. federal tax return, which includes all domestic subsidiaries
and the U.K. Branch. The income from the foreign operations is
designated as either U.S. connected income or non-U.S. con-
nected income. Lloyd's is required to pay U.S. income tax on
U.S. connected income written by Lloyd’s syndicates. Lloyd's and
the IRS have entered into an agreement whereby the amount of
tax due on U.S. connected income is calculated by Lloyd's and
remitted directly to the IRS. These amounts are then charged to
the corporate members in proportion to their participation in the
relevant syndicates. Our corporate members are subject to this
agreement and will receive U.K. tax credits for any U.S. income
tax incurred up to the U.K. income tax charged on the
U.S. income. The non-U.S. connected insurance income would
generally constitute taxable income under the Subpart F income
section of the Internal Revenue Code since less than 50% of our
premium is derived within the U.K. and would therefore be
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subject to U.S. taxation when the Lloyd's year of account closes.
Taxes are accrued at a 35% rate on our foreign source insurance
income and foreign tax credits, where available, are utilized to
offset U.S. tax as permitted. Our effective tax rate for Syndicate
1221 taxable income could substantially exceed 35% to the extent
we are unable to offset U.S. taxes paid under Subpart F tax
regulations with U.K. tax credits on future underwriting year
distributions. U.S. taxes are not accrued on the earnings of our
foreign agencies as these earnings are not subject to the Subpart
F tax regulations. These earnings are subject to taxes under U.K.
tax regulations. A finance bill was enacted in the U.K. on July 19,
2007 that reduces the U.K. corporate tax rate from 30% to 28%
effective April 1, 2008. The effect of such tax rate change was not
material to our financial statements.


%%TRANSMSG*** Transmitting Job: Y83330 PCN: 101000000 ***%%PCMSG|F-29   |00016|Yes|No|04/02/2010 17:51|0|0|Page is valid, no graphics -- Color: N|


The components of current and deferred income tax expense (benefit) were as follows:

Year Ended December 31,
2009 2008 2007

Current income tax expense:
Federal and foreign

State and local
Subtotal

Deferred income tax benefit:
Federal and foreign
State and local

Subtotal

Total income tax expense

($ in thousands)

$25,833  $33,126  $47,864
142 435 99

25,975 33,561 47,963

(2,285)  (16,522) (4,401)

(2,285)  (16,522) (4,401)
$23,690  $ 17,039  $43,562

A reconciliation of total income taxes applicable to pre-tax operating income and the amounts computed by applying the federal

statutory income tax rate to the pre-tax operating income was as follows:

Year Ended December 31,

2009

2008 2007

Computed expected tax expense

$30,397  35.0%

Tax-exempt interest (7,061 —8.1%
Dividends received deduction (508) —0.6%
Current state and local income taxes, net of federal income tax 93 0.1%
Change in the deferred state and local income tax, net of deferred tax assets 3,546 41%
Change in the valuation allowance (3,546)  —4.1%
Other 759 0.9%

Actual tax expense and rate

$23,690  27.3%

($ in thousands)]

$24,056  35.0% $48,714  35.0%
(6,650) —9.7%  [4,736) —3.4%
(493)  —0.7% (345)  —0.2%
284 0.4% 64 0.0%
(154)  —0.2% (358)  —0.3%
154 0.2% 358 0.3%
(158)  —0.2% (135) —0.1%

$17,039  24.8% $43,562  31.3%

The tax effects of temporary differences that give rise to federal, foreign, state and local deferred tax assets and deferred tax liabilities

were as follows:

December 31,
2009 2008

Deferred tax assets:

Loss reserve discount

Unearned premiums

Realized losses

Compensation related

Net unrealized losses on securities
State and local net deferred tax assets
Other

Total gross deferred tax assets

Less: Valuation allowance
Total deferred tax assets

Deferred tax liabilities:

Deferred acquisition costs

Net unrealized gains on securities
Other

Total deferred tax liabilities

Net deferred income tax asset

($ in thousands]

$31,798  $31,393
15,023 15,125
19,327 12,735

6,052 6,012
— 6,640
2,648 6,194
721 682

75,569 78,781
(2,648) (6,194)

72,921 72,587

(12,205)  (11,658]
(18,962) -
(10,532) (6,193)

(41,699)  (17,851)
$31.222  $54,736
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We have not provided for U.S. deferred income taxes on
the undistributed earnings of approximately $57.6 million of our
non-U.S. subsidiaries since these earnings are intended to be
permanently reinvested in our non-U.S. subsidiaries. However,
in the future, if such earnings were distributed to the Company,
taxes of approximately $4.0 million would be payable on such
undistributed earnings and would be reflected in the tax provi-
sion for the year in which these earnings are no longer intended
to be permanently reinvested in the non-U.S. subsidiary assum-
ing all foreign tax credits are realized.

In assessing the realization of deferred tax assets, man-
agement considers whether it is more likely than not that the
deferred tax assets will be realized. The ultimate realization of
deferred tax assets is dependent upon the generation of future
taxable income during the periods in which those temporary
differences become deductible. Management considers the
scheduled reversal of deferred tax liabilities, tax planning strat-
egies and anticipated future taxable income in making this
assessment and believes it is more likely than not that we will
realize the benefits of its deductible differences at December 31,
2009, net of any valuation allowance.

We had state and local deferred tax assets amounting to
potential future tax benefits of $2.6 million and $6.2 million for
December 31, 2009 and 2008, respectively. Included in the
deferred tax assets are net operating loss carryforwards of
$1.3 million and $0.5 million at December 31, 2009 and 2008,
respectively. A valuation allowance was established for the full
amount of these potential future tax benefits due to the uncer-
tainty associated with their realization. Our state and local tax
carryforwards at December 31, 2009 expire from 2023 to 2025.

As of December 31, 2009 and 2008, we had no material
unrecognized tax benefits. For the years ended December 31,
2009, 2008 and 2007, we did not recognize any interest or pen-
alties in our statement of operations. U.S. federal, state and
foreign income tax returns for the tax years 2006 through 2008
are subject to examination by the relevant tax authorities.

NOTE 8. CREDIT FACILITY
On April 3, 2009, we entered into a $75 million credit facility
agreement entitled “Fourth Amended and Restated Credit
Agreement” with a consortium of banks, and is a letter of credit
facility that replaced the credit facility that expired on March 31,
2009. The credit facility expires on April 2, 2010. The credit facility
is utilized primarily by Navigators Corporate Underwriters Ltd.
and Millennium Underwriting Ltd. to fund our participation in
Syndicate 1221 through letters of credit. The letters of credit
issued under the facility are denominated in British pounds and
their aggregate face amount will fluctuate based on exchange
rates. The credit facility had previously been amended in Feb-
ruary 2007 to increase the letters of credit available under the
credit facility from $115 million to $180 million and to increase
the line of credit available under the credit facility from $10 mil-
lion to $20 million. In addition, the expiration of the credit facility
was extended from June 30, 2007 to March 31, 2009.

The credit facility contains customary covenants for facil-
ities of this type, including restrictions on indebtedness and
liens, limitations on mergers, dividends and the sale of assets,
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and requirements as to maintaining certain consolidated tangi-
ble net worth, statutory surplus and other financial ratios. The
credit facility also provides for customary events of default,
including failure to pay principal, interest or fees when due,
failure to comply with covenants, any representation or warranty
made by the Company being false in any material respect, default
under certain other indebtedness, certain insolvency or receiv-
ership events affecting the Company and its subsidiaries, the
occurrence of certain material judgments, or a change in control
of the Company. The letter of credit facility is collateralized by all
of the common stock of Navigators Insurance Company and to
the extent the aggregate face amount issued under the credit
facility exceeds $75 million on account of these fluctuations we
are required to post collateral with the lead bank of the consor-
tium, which we have done as of December 31, 2009 in the amount
of $8.6 million. We were in compliance with all covenants at
December 31, 2009. At December 31, 2009, letters of credit with
an aggregate face amount of $81.5 million were issued under the
credit facility.

As aresult of the April 3, 2009 amendment, the cost of the
letter of credit portion of the credit facility increased to 2.00%
from 0.75% for the issued letters of credit and to 0.375% from
0.10% for the unutilized portion of the letter of credit facility. As a
result of the 2007 amendment, the cost of the letter of credit
portion of the credit facility was reduced to 0.75% from 1.00% for
the issued letters of credit and to 0.10% from 0.125% for the
unutilized portion of the letter of credit facility. The cost of the line
of credit portion of the credit facility was also reduced to 0.75%
from 1.00% over our choice of LIBOR or prime for the utilized
portion and to 0.10% from 0.125% for the unutilized portion.

NOTE 9. SENIOR NOTE DUE MAY 1, 2016

On April 17, 2006, we completed a public debt offering of
$125 million principal amount of 7% senior unsecured notes
due May 1, 2016 (the “Senior Notes”) and received net proceeds
of $123.5 million. We contributed $100 million of the proceeds to
the capital and surplus of Navigators Insurance Company and
retained the remainder at the Parent Company for general cor-
porate purposes. Interest is payable on the Senior Notes each
May 1 and November 1. The effective interest rate related to the
Senior Notes, based on the proceeds net of discount and all
issuance costs, is approximately 7.17%.

In April 2009, we repurchased $10.0 million aggregate
principal amount of the Senior Notes from an unaffiliated note-
holder on the open market for $7.0 million, which generated a
$2.9 million pretax gain that is reflected in Other income. As a
result of this transaction, approximately $115.0 million aggre-
gate principal amount of the Senior Notes remains issued and
outstanding.

The Senior Notes, our only senior unsecured obligation,
will rank equally with future senior unsecured indebtedness. We
may redeem the Senior Notes at any time and from time to time,
in whole or in part, at a “make-whole” redemption price. The
terms of the Senior Notes contain various restrictive business
and financial covenants typical for debt obligations of this type,
including limitations on mergers, liens and dispositions of the
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common stock of certain subsidiaries. As of December 31, 2009,
we were in compliance with all such covenants.

Interest expense on the Senior Notes in 2009 and 2008
was $8.5 million and $8.9 million. The fair value of the Senior
Notes, which is based on the quoted market price, was
$111.7 million at December 31, 2009 and $83.6 million at Decem-
ber 31, 2008.

NOTE 10. FIDUCIARY FUNDS

Prior to 2006, the underwriting agencies managed insurance
pools in which Navigators Insurance Company participated.
Functions performed by the underwriting agencies included
underwriting business, collecting premiums from the insured,
paying claims, collecting paid recoverables from reinsurers,
paying reinsurance premiums to reinsurers and remitting net
account balances to member insurance companies. Funds
received by the Company belonging to non-related participants
in the formerinsurance pools are not material. They are held in a
fiduciary capacity and are included in the accompanying con-
solidated balance sheets.

NOTE 11. COMMITMENTS AND CONTINGENCIES

Future minimum annual rental commitments at December 31,
2009 under various noncancellable operating leases for our
office facilities, which expire at various dates through 2020,
are as follows:

Year Ended December 31, ($ in thousands]

2010 $ 7.379
2011 7,892
2012 7,51
2013 7,431
2014 6,118
Subsequent to 2014 18,426
Total $54,757

We are also liable for additional payments to the land-
lords for certain annual cost increases. Rent expense for the
years ended December 31, 2009, 2008 and 2007 was $8.6 million,
$7.1 million and $6.4 million, respectively.

We are working with various state insurance regulators
on a matter involving administrative fees charged by a program

administrator on certain personal umbrella insurance policies
underwritten by Navigators Insurance Company that were out-
side of Navigators Insurance Company’s filed rates and forms.
Following discovery of the issue, Navigators Insurance Company
approached regulators in the affected states to resolve these
matters, and is currently making refunds to policyholders for
policy fees collected from the time of discovery of the issue that
did not comply with Navigators’ filed rates. In addition, Naviga-
tors Insurance Company has terminated its relationship with the
program administrator effective August 1, 2009 and has ensured
that fees will not be collected on any policies going forward
unless such fees are permitted by each state in which they are
charged. Other operating expenses for the second quarter 2009
include a $1.3 million charge related to this matter. Navigators
Insurance Company may be subject to additional fines, refund
obligations and other exposure with respect to the past fees
charged. We cannot at this time reasonably estimate the addi-
tional cost of resolving this matter. However, we do not expect
that it will have a material adverse effect on our financial con-
dition or results of operations.

Our subsidiaries are subject to disputes, including Lliti-
gation and arbitration, arising in the ordinary course of their
insurance businesses, including claims asserting extra contrac-
tual obligations in connection with the underwriting of policies
and handling of claims. Our estimates of the costs of settling
such matters are reflected in its aggregate reserves for losses
and loss expenses, and we do not believe that the ultimate
outcome of such matters will have a material adverse effect
on our financial condition or results of operations.

Wherever a memberof Lloyd’s is unable to pay its debts to
policyholders, such debts may be payable by the Lloyd's Central
Fund. If Lloyd's determines that the Central Fund needs to be
increased, it has the power to assess premium levies on current
Lloyd's members up to 3% of a member’s underwriting capacity
in any one year. We do not believe that any assessmentis likely in
the foreseeable future and, therefore, have not provided any
allowance for such an assessment.

NOTE 12. SHARE CAPITAL AND SHARE REPURCHASES
Our authorized share capital consists of 50,000,000 common
shares with a par value of $0.10 per share and 1,000,000 pre-
ferred shares with a par value of $0.10 per share.

Changes in our issued and outstanding common shares are reflected in the following table:

Year Ended December 31,

2009 2008 2007
(In thousands]

Balance, beginning of year 16,856 16,873 16,736
Vested stock grants A 36 33
Employee stock purchase plan 17 17 15
Stock options exercised 41 155 89
Treasury shares purchased (142) (225) —
Balance, end of year 16,846 16,856 16,873

There are no preferred shares issued.
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In November 2009, the Parent Company’s Board of Direc-
tors adopted a stock repurchase program for up to $35 million of
the Parent Company’s common stock. Purchases are permitted
from time to time at prevailing prices in open market or privately
negotiated transactions through December 31, 2010. The timing
and amount of purchases under the program depend on a variety
of factors, including the trading price of the stock, market con-
ditions and corporate and regulatory considerations. During the
fourth quarter of 2009, the Parent Company purchased
141,576 shares of its common stock in the open market at an
average cost of $47.72 per share for a total of $6.8 million. From
January 1, 2010 through February 22, 2010, the Parent Company
purchased an additional 300,000 shares of its common stock in
the open market at an aggregate cost of $13.0 million.

In October 2007, the Parent Company’s Board of Directors
adopted a stock repurchase program for up to $30 million of the
Parent Company’s common stock. Purchases were permitted
from time to time at prevailing prices in open market or privately
negotiated transactions through December 31, 2008. The timing
and amount of purchases under the program depended on a
variety of factors, including the trading price of the stock, market
conditions and corporate and regulatory considerations. There
were no purchases made in the 2007 fourth quarter. During 2008,
the Parent Company purchased 224,754 shares of its common
stock in the open market at an average cost of $51.34 per share
for a total of $11.5 million. The program expired at December 31,
2008.

NOTE 13. DIVIDENDS FROM SUBSIDIARIES AND STATU-
TORY FINANCIAL INFORMATION

Navigators Insurance Company may pay dividends to the Parent
Company out of its statutory earned surplus pursuant to statu-
tory restrictions imposed under the New York insurance law. At
December 31, 2009, the maximum amount available for the
payment of dividends by Navigators Insurance Company during
2010 without prior regulatory approval was $64.6 million. Nav-
igators Insurance Company paid $25.0 million, $20.0 million and
$8.0 million in dividends to the Parent Company in 2009, 2008
and 2007, respectively.

The Insurance Companies’ statutory net income as filed
with the regulatory authorities for 2009 (unaudited), 2008 and
2007 was $44.5 million, $34.0 million and $68.5 million, respec-
tively. The statutory surplus as filed with the regulatory author-
ities was $645.8 million and $581.2 million at December 31, 2009
(unaudited) and 2008, respectively.

The NAIC has codified statutory accounting practices for
insurance enterprises. As a result of this process, the NAIC
issued a revised statutory Accounting Practices and Procedures
Manual that became effective January 1, 2001, and is updated
each year. We prepare our statutory basis financial statements in
accordance with the most recently updated statutory manual
subject toany deviations prescribed or permitted by the New York
Insurance Commissioner. The significant differences between
SAP and GAAP, as they relate to our operations, are that under
SAP: (1] acquisition and commission costs are expensed when
incurred, while under GAAP these costs are deferred and amor-
tized as the related premium is earned; (2] bonds are stated at
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amortized cost, while under GAAP bonds are classified as avai-
lable-for-sale and reported at fair value, with unrealized gains
and losses recognized in other comprehensive income as a
separate component of stockholders’ equity; (3] certain deferred
tax assets are not permitted to be included in statutory surplus,
while under GAAP deferred taxes are provided to reflect all
temporary differences between the carrying values and tax basis
of assets and liabilities; (4] unearned premiums and loss
reserves are reflected net of ceded amounts, while under GAAP
the unearned premiums and loss reserves are reflected gross of
ceded amounts; (5) agents’ balances over ninety days due are
excluded from the balance sheet, and uncollateralized amounts
due from unauthorized reinsurers are deducted from surplus,
while under GAAP they are restored to the balance sheet, subject
to the usual tests regarding recoverability.

As part of its general regulatory oversight process, the
New York Insurance Department conducts detailed examina-
tions of the books, records and accounts of New York insurance
companies every three to five years. Navigators Insurance Com-
pany and Navigators Specialty Insurance Company were exam-
ined by the New York Insurance Department for the years 2001
through 2004. The New York Insurance Department commenced
an examination of the years 2005 through 2009 in January 2010.
The U.K. Branch is required to maintain certain capital require-
ments under U.K. regulations and subject to examination by the
U.K. Financial Services Authority.

NOTE 14. STOCK OPTION PLANS, STOCK GRANTS, STOCK
APPRECIATION RIGHTS AND EMPLOYEE STOCK PURCHASE
PLAN

At our May 2005 Annual Meeting, the stockholders approved the
2005 Stock Incentive Plan. The 2005 Stock Incentive Plan autho-
rizes the issuance in the aggregate of 1,000,000 incentive stock
options, non-incentive stock options, restricted shares and stock
appreciation rights for our common stock. In April 2009, the
stockholders approved an amendment to the 2005 Stock Incen-
tive Plan increasing the available number of incentive stock
options, non-incentive stock options, restricted shares and stock
appreciation rights from 1,000,000 to 1,500,000. As of Decem-
ber 31,2009, 827,946 of such awards were issued leaving 672,054
awards available to be issued in subsequent periods. Upon the
approval of the 2005 Stock Incentive Plan, no further awards are
being issued under any of our other stock plans or the stock
appreciation rights plan. All stock options issued under the 2005
Stock Incentive Plan are exercisable upon vesting for one share
of our common stock and are granted at exercise prices no less
than the fair market value of our common stock on the date of
grant.

Stock grants are expensed in tranches over the vesting
period. The pretax amounts charged to expense were $8.8 mil-
lion, $8.8 million and $5.3 million in 2009, 2008 and 2007,
respectively. In addition, $30,000 in each of 2009 and 2008 and
$25,000 in 2007 of the Company’s common stock was earned by
each non-employee director as a portion of the director's com-
pensation for serving on the Company’s Board of Directors. The
stock is issued in the first quarter of the year following the year of
service and is fully vested when issued. The expense for 2009,
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2008 and 2007 for the stock earned by directors was $180,000,
$210,000 and $200,000, respectively.

Options and grants generally vest equally over a four year
period and the options have a maximum term of ten years. In
some cases, grants vest over five years with one-third vesting in
each of the third, fourth and fifth years.

Unvested restricted stock grants outstanding at December 31, 2009, 2008 and 2007 were as follows:

A portion of our restricted stock grants are performance

based and dependent on the rolling three-year average return on

beginning equity. The actual shares that vest will range between

150% to 0% of the original award depending on the results. We

are currently accruing for these awards at the target.

Year Ended December 31,

2009 2008 2007
Stock grants outstanding at beginning of year 558,049 391,866 250,149
Granted 202,731 243,587 203,725
Vested (104,677)  (63,768) (40,827
Forfeited (36,364)  (13,636)  (21,181)
Balance at end of year 619,739 558,049 391,866

The pretax amounts charged to expense for stock options were zero, $235,000 and $581,000 in 2009, 2008 and 2007,

respectively.

Stock options outstanding at December 31, 2009, 2008 and 2007 were as follows:

2009 2008 2007

Average Average Average
No. of  Exercise No. of  Exercise No. of  Exercise
Shares Prices Shares Prices  Shares Prices
Options outstanding at beginning of year 231,750 $25.62 384,350 $23.34 475,250 $22.45

Granted — — —
Exercised (40,750) $23.16  (152,350) $19.78  (88,525) $18.38
Expired or forfeited — $ - (250) $29.11 [2,375) $29.11
Options outstanding at end of year 191,000 $26.21 231,750 $25.67 384,350 $23.34
Number of options exercisable 191,000 $26.21 230,250 $25.62 329,600 $22.12

The following table summarizes information about options outstanding at December 31, 2009:

Outstanding  Average Remaining Average  Exercisable Average

Price Range Options Contract Life  Exercise Price Options  Exercise Price
$10 to $15 6,250 0.7 $10.50 6,250 $10.50
$16 to $20 35,500 2.2 $17.45 35,500 $17.45
$21 to $30 127,750 4.0 $28.20 127,750 $28.20
$31 to $37 21,500 5.2 $33.39 21,500 $33.39

We have a Stock Appreciation Rights Plan which allows for the grant of up to 300,000 stock appreciation rights ("SARs"] at
prices of no less than 90% of the fair market value of the common stock. As a result of the approval of the 2005 Stock Incentive Plan, no
further awards will be issued from the Stock Appreciation Rights Plan. The pre-tax amounts charged to expense relating to SARs in

2009, 2008 and 2007 were $(0.4) million, $(0.6) million and $1.4

million, respectively.
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SARs outstanding at December 31, 2009, 2008 and 2007 were as follows:

Year Ended December 31,

2009 2008 2007

Average Average Average
Exercise Exercise Exercise
SARs Prices SARs Prices SARs Prices
SARs outstanding at beginning of year 59,250 $13.89 64,250 $13.63 118,750 $13.41

Granted — — —
Exercised (7,250) $12.76  (5,000) $10.50  (53,500) $12.98
Expired or forfeited — — (1,000) $22.50
SARs outstanding at end of year 52,000 $14.05 59,250 $13.89 64,250 $13.63
Number of SARs exercisable 52,000 $14.05 59,250 $13.89 64,250 $13.63

We offer an Employee Stock Purchase Plan (the "ESPP”)
to all of our eligible employees. The employee is offered the
opportunity to purchase our common stock at 90% of fair market
value at the lower of the price at the beginning or the end of each
six month offering period. Employees can invest up to 10% of
their base compensation through payroll withholding towards
the purchase of our common stock subject to the lesser of
1,000 shares or total market value of $25,000. There will be
approximately 10,198 shares purchased in 2010 from funds with-
held during the July 1, 2009 to December 31, 2009 offering period.
There were 16,761 shares purchased in 2009 in the aggregate
from funds withheld during the offering periods of July 1, 2008 to
December 31, 2008 and January 1, 2009 to June 30, 2009. We
expense both the value of the 10% discount and the “look-back”
option which provides for the more favorable price at either the
beginning or end of the offering period. The amount of expense
recorded for 2009, 2008 and 2007 relating to the ESPP was
$0.2 million, $0.2 million and $0.2 million, respectively.

NOTE 15. RETIREMENT PLANS

We sponsor a defined contribution plan covering substantially all
our U.S. employees. For 2009 and 2008, Company contributions
were equal to 7.5% (15% for 2007) of each eligible employee’s
gross pay [plus bonus of up to $2,500), up to the amount
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permitted by certain Federal regulations. Employees vest at
20% per year beginning at the end of their second year and an
additional 20% at the end of each subsequent year until being
fully vested after six years of service. The expense recorded for
the defined contribution plan was $2.7 million, $2.8 million and
$3.0 million in 2009, 2008 and 2007, respectively. We sponsor a
similar defined contribution plan under U.K. regulations for our
U.K. employees. Contributions, which are fully vested when
made, are equal to 15% of each eligible employee’s gross base
salary. The expense recorded for the U.K. defined contribution
plan was $1.4 million, $1.4 million and $1.9 million for 2009, 2008
and 2007, respectively. Such expenses are included in Other
operating expenses.

We have a 401(k) plan for all eligible employees. Each
eligible employee can contribute a portion of their salary, limited
by certain Federal regulations. Beginning in 2008, we matched
100% of the first 4% that each eligible employee contributes. In
addition, beginning in 2008, we have the discretion of contrib-
uting up to 4% to each eligible employee’s 401(k] plan irrespec-
tive of the employees contribution amount. The expense
recorded for such plan was $1.2 million and $0.9 million for
2009 and 2008, respectively.
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NOTE 16. QUARTERLY FINANCIAL DATA (UNAUDITED)
Following is a summary of quarterly financial data for the periods indicated:

March 31, June 30, Sept. 30, Dec. 31,
2009 2009 2009 2009

($ in thousands, except net income per share]

Gross written premiums $275,259  $272,729  $245,191  $251,739
Net written premiums 200,652 183,007 156,001 161,595
Revenues:

Net earned premiums 164,946 169,868 171,271 177,278
Commission income (20) 55 144 (92)
Net investment income 18,743 18,656 19,110 19,003
Total other-than-temporary impairment losses (26,871) (1,876) (22) [496)
Portion of loss recognized in Other comprehensive income (before tax) 16,171 1,407 (525) 335
Net other-than-temporary impairment losses recognized in earnings (10,700) (469) (547) (161)
Net realized gains (losses) (1,537) 2,596 6,682 1,476
Other income [expense) 163 5,247 1,097 71
Total revenues 171,595 195,953 197,757 197,575
Expenses:

Net losses and loss adjustment expenses 100,247 100,728 107,591 127,432
Commission expenses 22,448 26,278 22,852 27,330
Other operating expenses 30,535 33,019 35,018 34,099
Interest expense 2,219 2,150 2,042 2,044
Total expenses 155,449 162,175 167,503 190,905
Income before income taxes 16,146 33,778 30,254 6,670
Income tax expense 4,146 10,128 8,822 594
Net income $ 12,000 $ 23650 $ 21432 $ 6,076
Comprehensive income (loss) $ 19,503  $ 34876 $ 62119 $ (3,1864)
Combined ratio 92.8% 92.9% 95.9% 106.5%

Net income per common share:
Basic $ 071 $ 140 $ 126 $ 036
Diluted $ 071 $ 139 $ 124 $ 035
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March 31, June 30, Sept. 30, Dec. 31,
2008 2008 2008 2008

($ in thousands, except net income per share]

Gross written premiums $287,146  $279,213  $252,943  $265,620
Net written premiums 187,722 174,287 140,318 159,288
Revenues:

Net earned premiums 155,740 162,703 154,040 171,493
Commission income 261 467 8 269
Net investment income 18,838 18,731 19,322 19,663
Total other-than-temporary impairment losses — (8,412) (4,748) [23,885)

Portion of loss recognized in Other comprehensive income (before tax) —

Net other-than-temporary impairment losses recognized in earnings — (8,412) (4,748) (23,885)
Net realized gains (losses) (76) 436 (768) (846)
Other income (expense) 11 1,010 (119) (472)
Total revenues 174,774 174,935 167,735 166,222
Expenses:

Net losses and loss adjustment expenses 88,420 91,889 113,269 99,553
Commission expenses 20,948 23,490 22,357 22,990
Other operating expenses 29,756 33,237 30,601 29,554
Interest expense 2,217 2,217 2,218 2,219
Total expenses 141,341 150,833 168,445 154,316
Income (loss) before income taxes 33,433 24,102 (710) 11,906
Income tax expense (benefit) 10,183 6,681 (1,711) 1,886
Net income $ 23250 $ 17421 $ 1,000 $ 10,020
Comprehensive income (loss) $ 19556 % 810 $1(20,245) $ 31,353
Combined ratio 89.2% 90.4% 107.9% 88.9%
Net income per common share:

Basic $ 138 $ 104 $ 006 $ 0.0
Diluted $ 13 $ 103 $ 006 $ 059
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THE NAVIGATORS GROUP, INC. AND SUBSIDIARIES

SUMMARY OF CONSOLIDATED INVESTMENTS—

OTHER THAN INVESTMENTS IN RELATED PARTIES

December 31, 2009

SCHEDULE |

Gross Gross Cost or OTTI
Unrealized Unrealized Amortized Recognized
December 31, 2009 Fair Value Gains (Losses) Cost in OCI
($ in thousands)

U.S. Government Treasury bonds, agency bonds and
foreign government bonds $ 471,598 $ 7,397 $  (597) $ 464,798 R
States, municipalities and political subdivisions 676,699 25,044 (2,917) 654,572 —

Mortgage- and asset-backed securities:

Agency mortgage-backed securities 283,578 12,607 (98) 271,069 —
Residential mortgage obligations 31,071 — (7,246) 38,317 (5,723)
Asset-backed securities 16,469 612 (34) 15,891 (23)
Commercial mortgage-backed securities 100,393 594 (5,028) 104,827 —
Subtotal 431,511 13,813 (12,406) 430,104 (5,746)
Corporate bonds 236,861 9111 (759) 228,509 —
Total fixed maturities 1,816,669 55,365 (16,679) 1,777,983 (5,746)
Equity securities—common stocks 62,610 15,244 (10) 47376 —
Cash 509 — — 509 —
Short-term investments 176,799 — — 176,799 —
Total $2,056,587 $70,609 $(16,689) $2,002,667 $(5,746)
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SCHEDULE Il

THE NAVIGATORS GROUP, INC. AND SUBSIDIARIES
CONDENSED FINANCIAL INFORMATION OF REGISTRANT

THE NAVIGATORS GROUP, INC.

BALANCE SHEETS
(Parent Company)

[$ in thousands, except share data)

December 31,

2009 2008
ASSETS
Cash and investments $ 63,676 $ 52,149
Investments in subsidiaries 846,295 751,864
Goodwill and other intangible assets 2,534 2,534
Other assets 5,213 8,769
Total assets $917,718 $815,316
LIABILITIES
7% Senior Notes $114,010 $123,794
Accounts payable and other liabilities 847 747
Accrued interest payable 1,342 1,458
Total liabilities 116,199 125,999
STOCKHOLDERS' EQUITY
Preferred stock, $.10 par value, 1,000,000 shares authorized, none issued — —
Common stock, $.10 par value, 50,000,000 shares authorized: authorized; issued 17,212,814 shares for 2009 and
17,080,826 for 2008 1,721 1,708
Additional paid-in capital 304,505 298,872
Treasury stock, at cost (366,330 shares for 2009 and 224,754 shares 2008) (18,29¢6) (11,540)
Retained earnings 469,934 406,776
Accumulated other comprehensive income:
Net unrealized gains (losses] on securities available-for-sale, net of tax 34,958 (15,062)
Foreign currency translation adjustment, net of tax 8,697 8,563
Total stockholders’ equity 801,519 689,317
Total liabilities and stockholders™ equity $917,718 $815,316

S-2 INDEX TO CONSOLIDATED FINANCIAL STATEMENTS AND SCHEDULES


%%TRANSMSG*** Transmitting Job: Y83330 PCN: 111000000 ***%%PCMSG|S-2    |00014|Yes|No|04/02/2010 13:19|0|0|Page is valid, no graphics -- Color: N|


SCHEDULE Il

THE NAVIGATORS GROUP, INC. AND SUBSIDIARIES
CONDENSED FINANCIAL INFORMATION OF
REGISTRANT (Continued])

THE NAVIGATORS GROUP, INC.

STATEMENTS OF INCOME
(Parent Company)
[$ in thousands)

Year Ended December 31,

2009 2008 2007

Revenues:
Net investment income $ 583 $ 1,354 $ 1,877
Dividends received from wholly-owned subsidiaries 25,000 20,000 8,000
Total revenues 25,583 21,354 9,877

Expenses:
Interest expense 8,455 8,871 8,863
Other (income) expense (1,482) 1,016 (1,996)
Total expenses 6,973 9,887 6,867
Income before income tax benefit 18,610 11,467 3,010
Income tax benefit (2,174) (3,495) (1,804)
Income before equity in undistributed net income of wholly owned subsidiaries 20,784 14,962 4,814
Equity in undistributed net income of wholly-owned subsidiaries 42,374 36,730 90,806
Net income $63,158 $51,692 $95,620
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SCHEDULE Il

THE NAVIGATORS GROUP, INC. AND SUBSIDIARIES
CONDENSED FINANCIAL INFORMATION OF
REGISTRANT (Continued])

THE NAVIGATORS GROUP, INC.

STATEMENTS OF CASH FLOWS
(Parent Company)

($ in thousands]

Year Ended December 31,

2009 2008 2007
Operating activities:
Net income $ 63,158 $ 51,692 $ 95,620
Adjustments to reconcile net income to net cash provided by (used in) operations:
Equity in undistributed net income of wholly-owned subsidiaries (42,374) [56,730) (98,806)
Dividends received from subsidiaries 25,000 20,000 8,000
Other (20,318) 604 4,792
Net cash provided by operating activities 25,466 15,566 9,606
Investing activities:
Fixed maturities, available-for-sale
Sales 9,103 9,637 —
Purchases (34,932) (13,500) 10,500
Net (increase) decrease in short-term investments 13,863 2,432 (20,497)
Net cash used in investing activities (11,966) (1,431) (9,997)
Financing activities:
Capital contribution (2,000) — —
Purchase of treasury stock (6,756) (11,540) —
Purchase of Senior notes (7,000) — —
Proceeds of stock issued from employee stock purchase plan 727 963 606
Proceeds of stock issued from exercise of stock options 944 3,014 1,627
Net cash provided by (used in) financing activities (14,085) (7,563) 2,233
Increase (decrease) in cash (585) 6,572 1,842
Cash at beginning of year 9,675 3,103 1,261
Cash at end of year $ 9,090 $ 9,675 $ 3,103
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SCHEDULE Il

THE NAVIGATORS GROUP, INC. AND SUBSIDIARIES
SUPPLEMENTARY INSURANCE INFORMATION

($ in thousands)

Reserve Losses Amortization
Deferred for losses Other policy and loss of deferred
policy and loss claims and Net Net adjustment policy Other Net
acquisition adjustment Unearned benefits earned investment expenses  acquisition operating written
costs expenses  premiums payable premiums  income(1) incurred costs(2) expenses(1)  premiums
Year ended
December 31, 2009
Insurance Companies $34,872 $1,395,876 $334,798 $— $479,121 $65,717 $304,672 $61,949 $104,801 $477,673
Lloyd's Operations 21,703 524,410 140,373 — 204,242 9,229 131,326 37,727 27,896 223,582
$56,575 $1,920,286 $475,171 $— $683,363 $74,946 $435,998 $99,676 $132,697 $701,255
Year ended
December 31, 2008
Insurance Companies $33,308 $1,359,231 $348,824 $— $463,298 $63,544 $275,767 $55,752 $ 92,297 $472,688
Lloyd's Operations 14,310 494,433 131,841 — 180,678 11,655 117,364 34,033 30,961 188,927
$47,618 $1,853,664 $480,665 $— $643,976 $75,199 $393,131 $89,785 $123,258 $661,615
Year ended
December 31, 2007
Insurance Companies $30,840 $1,201,595 $336,261 $— $443,456 $58,261 $256,652 $52,490 $ 81,053 $478,018
Lloyd's Operations 21,055 447,169 133,220 — 158,521 10,524 83,940 25,123 29,356 167,778
$51,895 $1,648,764 $469,481 $— $601,977 $68,785 $340,592 $77.613 $110,409 $645,796

(1] Net investment income and Other operating expenses reflect only such amounts attributable to the Company’s insurance operations.
(2] Amortization of deferred policy acquisition costs reflects only such amounts attributable to the Company’s insurance operations. A portion of these costs
is eliminated in consolidation.
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THE NAVIGATORS GROUP, INC. AND SUBSIDIARIES

REINSURANCE
Written Premiums

($ in thousands]

SCHEDULE IV

Percentage
Ceded to Assumed of amount
Direct other from other Net assumed
Amount companies companies amount to net
Year ended December 31, 2009
Property-Casualty $ 966,251 $343,663 $78,667 $701,255 M%
Year ended December 31, 2008
Property-Casualty $1,016,521 $423,307 $68,401 $661,615 10%
Year ended December 31, 2007
Property-Casualty $ 989,652 $424,911 $81,055 $645,796 13%
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SCHEDULE V

THE NAVIGATORS GROUP, INC. AND SUBSIDIARIES
VALUATION AND QUALIFYING ACCOUNTS

[$ in thousands)

Charged
Balance at (Credited) to Charged to Balance at
January 1, Costs and Other Deductions December 31,
Description 2009 Expenses Accounts (Describe) 2009
Allowance for uncollectible reinsurance $11,805 $ 1,994 $— $— $13,799
Valuation allowance in deferred taxes $ 6,194 $(3,546) $— $— $ 2,648
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SCHEDULE VI

THE NAVIGATORS GROUP, INC. AND SUBSIDIARIES
SUPPLEMENTARY INFORMATION CONCERNING
PROPERTY-CASUALTY INSURANCE OPERATIONS

($ in thousands)]

Losses and loss

Reserve adjustment Amortization
Deferred for losses expenses incurred of deferred
Affiliation policy and loss  Discount, Net Net related to policy Other Net
with acquisition adjustment if any, Unearned earned investment Current Prior acquisition operating written
Registrant costs expenses  deducted premiums premiums income(1) year years costs(2)  expenses(1) premiums
Consolidated Subsidiaries
Year ended December 31,2009 $56,575  $1,920,286 $—  $475171 $683363  $74946  $444939  $ (8,941) $99.676 $132,697  $701,255
Year ended December 31, 2008 $47,618 $1,853,664 $— $480,665 $643,976 $75,199  $443,877  $(50,746) $89,785 $123,258  $661,615
Year ended December 31, 2007 $51,895 $1,648,764 $— $469,481 $601,977 $68,785  $387,601 $(47,009) $77,613 $110,409  $645,796

(1] Net investment income and Other operating expenses reflect only such amounts attributable to the Company's insurance operations.
(2] Amortization of Deferred policy acquisition costs reflects only such amounts attributable to the Company’s insurance operations. A portion of these costs

is eliminated in consolidation.
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INDEX TO EXHIBITS

Previously Filed and
Incorporated Herein

Exhibit No. Description of Exhibit by Reference to:
3-1 Restated Certificate of Incorporation Form S-8 filed July 26, 2002 (File
No. 333-97183)
3-2 Certificate of Amendment to the Restated Certificate of Incorporation Form S-8 filed July 26, 2002 (File
No. 333-97183)
3-3 By-laws, as amended Form S-1 (File No. 33-5667)
3-4 Certificate of Amendment to the Restated Certificate of Incorporation Form 10-Q for June 30, 2006
4-1 Specimen of Common Stock certificate, par value $0.10 per share Form S-8 filed June 20, 2003 (File
No. 333-106317)
10-1 Management Agreement between Navigators Insurance Company and Form S-1 (File No. 33-5667)
Navigators Management Company, Inc. (formerly Somerset Marine,
Inc.)
10-2 Agreement between the Company and Navigators Management Form S-1 (File No. 33-5667)
Company, Inc. (formerly Somerset Marine, Inc.)
10-3* Stock Option Plan Form S-1 (File No. 33-5667)
10-4* Non-Qualified Stock Option Plan Form S-4 (File No. 33-75918)
10-5 Agreement with Bradley D. Wiley dated June 3, 1997 Form 10-K for December 31, 1997
10-6 Employment Agreement with Salvatore A. Margarella dated March 1, Form 10-K for December 31, 1998
1999
10-7 Employment Agreement with Stanley A. Galanski effective March 26, Form 10-Q for March 31, 2001
2001
10-8 Employment Agreement with R. Scott Eisdorfer dated September 1, Form 10-K for December 31, 2002
1999
10-9* 2002 Stock Incentive Plan Proxy Statement for May 30, 2002
10-10* Employee Stock Purchase Plan Proxy Statement for May 29, 2003
10-11* Executive Performance Incentive Plan Proxy Statement for May 29, 2003
10-12 Form of Indemnity Agreement by the Company and the Selling Amendment No. 2 to Form S-3 dated
Stockholders (as defined therein) October 1, 2003 (File No. 333-108424)
10-14 Form of Stock Grant Award Certificate and Restricted Stock Agreement Form 10-Q for September 30, 2004
for the 2002 Stock Incentive Plan [approved at Annual Meeting of
Shareholders held May 30, 2002)
10-15 Form of Option Award Certificate for the 2002 Stock Incentive Plan Form 10-Q for September 30, 2004
(approved at Annual Meeting of Shareholders held May 30, 2002)
10-16 Agreement with Jane E. Keller Form 10-Q for September 30, 2004
10-17 Common Stock Grant Award to Stanley A. Galanski under the 2002 Stock Form 8-K filed December 14, 2004
Incentive Plan
10-18 Commutation Agreement between Navigators Insurance Company and Form 8-K filed January 18, 2005
Somerset Insurance Limited
10-19 Second Amended and Restated Credit Agreement among the Company Form 8-K filed February 4, 2005
and the Lenders dated January 31, 2005
10-20* 2005 Stock Incentive Plan Proxy Statement for May 20, 2005
10-23 Third Amended and Restated Credit Agreement among the Company Form 8-K filed February 7, 2007
and the Lenders dated February 2, 2007
10-24 Paul J. Malvasio Letter Agreement and Retirement Agreement Form 10-Q for March 31, 2008
10-25 Agreement with Francis W. McDonnell Form 8-K filed July 29, 2008
10-26 Fourth Amended and Restated Credit Agreement among the Company Form 8-K filed April 7, 2009
and the Lender dated April 3, 2009
10-27* Amended 2005 Stock Incentive Plan Proxy Statement for April 29, 2009
10-28 Agreement with Bruce J. Byrnes Form 8-K filed June 16, 2009
11-1 Statement re Computation of Per Share Earnings o
21-1 Subsidiaries of Registrant o
23-1 Consent of Independent Registered Public Accounting Firm o
31-1 Certification of CEO per Section 302 of the Sarbanes-Oxley Act o
31-2 Certification of CFO per Section 302 of the Sarbanes-Oxley Act o
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Exhibit No.

Description of Exhibit

Previously Filed and
Incorporated Herein
by Reference to:

32-1

32-2

Certification of CEO per Section 906 of the Sarbanes-Oxley Act (This
exhibit is intended to be furnished in accordance with regulation S-K
item 601(b)(32](ii) and shall not be deemed to be filed for purposes of
section 18 of the Securities Exchange Act of 1934, as amended, or
incorporated by reference into any filing under the Securities Act of
1933, except as shall be expressly set forth by specific reference).

Certification of CFO per Section 906 of the Sarbanes-Oxley Act (This
exhibit is intended to be furnished in accordance with regulation S-K
item 601(b)(32)(ii) and shall not be deemed to be filed for purposes of
section 18 of the Securities Exchange Act of 1934, as amended, or
incorporated by reference into any filing under the Securities Act of
1933, except as shall be expressly set forth by specific reference).

*k

* %

*  Compensatory plan.

*k

Included herein.
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EXHIBIT 11-1

THE NAVIGATORS GROUP, INC. AND SUBSIDIARIES
COMPUTATION OF PER SHARE EARNINGS
Earnings Per Share of Common Stock and
Common Stock Equivalents

[$ and shares in thousands, except per share data)

Year Ended December 31,

2009 2008 2007
Net income applicable to common stock $63,158 $51,692 $95,620
Average number of common shares outstanding 16,935 16,802 16,812
Net income per share—Basic $ 3.73 $ 3.08 $ 5.69
Average number of common shares outstanding 16,935 16,802 16,812
Add: Assumed exercise of stock options and vesting of stock grants 387 190 193
Common and common equivalent shares outstanding 17,322 16,992 17,005

Net income per share—Diluted $ 3.65 $ 3.04 $ 5.62
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EXHIBIT 21-1

THE NAVIGATORS GROUP, INC. AND SUBSIDIARIES
SUBSIDIARIES OF THE REGISTRANT AT
DECEMBER 31, 2009

Jurisdiction in

Name which organized
Navigators Insurance Company New York
Navigators Specialty Insurance Company New York
Navigators Management Company, Inc. New York
Navigators Management (UK) Ltd. United Kingdom
Navigators Corporate Underwriters Ltd. United Kingdom
Navigators Holdings (UK] Ltd. United Kingdom
Navigators Underwriting Agency Ltd. United Kingdom
Millennium Underwriting Ltd. United Kingdom
Navigators Underwriting Limited United Kingdom
Navigators N.V. Belgium

NUAL AB Sweden
Navigators A/S Denmark

Note: Navigators Special Risk, Inc. and Navigators California Insurance Services, Inc., wholly-owned subsidiaries of the Company,
were merged into Navigators Management Company, Inc. during 2008.


%%TRANSMSG*** Transmitting Job: Y83330 PCN: 121000000 ***%%PCMSG|       |00012|Yes|No|04/02/2010 13:19|0|0|Page is valid, no graphics -- Color: N|


EXHIBIT 23-1

CONSENT OF INDEPENDENT REGISTERED
PUBLIC ACCOUNTING FIRM

The Board of Directors and Stockholders
The Navigators Group, Inc.

We consent to the incorporation by reference in the registration statements No. 33-51608, No. 333-97183, No. 333-106317 and
333-125124 on Form S-8 of The Navigators Group, Inc. and subsidiaries, our report dated February 26, 2010, with respect to the
consolidated balance sheets of The Navigators Group, Inc. and subsidiaries as of December 31, 2009 and 2008, and the related
consolidated statements of income, stockholders’ equity, comprehensive income and cash flows for each of the years in the three-
year period ended December 31, 2009, and all related financial statements schedules, and the effectiveness of internal control over
financial reporting as of December 31, 2009, which reports appear in the December 31, 2009 annual report on Form 10-K of The
Navigators Group, Inc. and subsidiaries.

Our report referstoa change in the Company’s method of evaluating other-than-temporary impairments of debt securities due to the
adoption of new accounting requirements issued by the Financial Accounting Standards Board, as of January 1, 2009.

KPMG LLP

New York, New York
February 26, 2010
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EXHIBIT 31-1

CERTIFICATION OF CHIEF EXECUTIVE OFFICER PER
SECTION 302 OF THE SARBANES-OXLEY ACT

[, Stanley A. Galanski, certify that:
| have reviewed this report on Form 10-K of The Navigators Group, Inc.;

1.

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact
necessary to make the statements made, in light of the circumstances under which such statements were made, not misleading
with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all
material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods
presented in this report;

4. Theregistrant’s other certifying officerand | are responsible for establishing and maintaining disclosure controls and procedures
(as defined in Exchange Act Rules 13a-15(e) and 15d-15(e]) and internal control over financial reporting (as defined in Exchange
Act rules 13a-15(f) and 15d-15(f)) for the registrant and have:

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed
under our supervision, to ensure that material information relating to the registrant, including its consolidated
subsidiaries, is made known to us by others within those entities, particularly during the period in which this report
is being prepared;

(b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be
designed under our supervision, to provide reasonable assurance regarding the reliability of financial reporting and the
preparation of financial statements for external purposes in accordance with generally accepted accounting principles;

(c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our
conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this
report based on such evaluation; and

(d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the
registrant's most recent fiscal quarter that has materially affected, or is reasonably likely to materially affect, the
registrant’s internal control over financial reporting; and

5. Theregistrant’s other certifying officerand | have disclosed, based on our most recent evaluation of internal control over financial
reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the
equivalent functions):

(a) Allsignificant deficiencies and material weaknesses in the design or operation of internal control over financial reporting
which are reasonably likely to adversely affect the registrant’s ability to record, process, summarize and report financial
information; and

(b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the
registrant’s internal control over financial reporting.

Date: February 26, 2010 By: /s/ Stanley A. Galanski

Name: Stanley A. Galanski
Title:  President and Chief Executive Officer
(Principal Executive Officer)
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EXHIBIT 31-2

CERTIFICATION OF CHIEF FINANCIAL OFFICER PER
SECTION 302 OF THE SARBANES-OXLEY ACT

[, Francis W. McDonnell, certify that:

1.

| have reviewed this report on Form 10-K of The Navigators Group, Inc.;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact
necessary to make the statements made, in light of the circumstances under which such statements were made, not misleading
with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all
material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods
presented in this report;

4. Theregistrant’s other certifying officerand | are responsible for establishing and maintaining disclosure controls and procedures
(as defined in Exchange Act Rules 13a-15(e) and 15d-15(e]) and internal control over financial reporting (as defined in Exchange
Act rules 13a-15(f) and 15d-15(f)) for the registrant and have:

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed
under our supervision, to ensure that material information relating to the registrant, including its consolidated
subsidiaries, is made known to us by others within those entities, particularly during the period in which this report
is being prepared;

(b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be
designed under our supervision, to provide reasonable assurance regarding the reliability of financial reporting and the
preparation of financial statements for external purposes in accordance with generally accepted accounting principles;

(c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our
conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this
report based on such evaluation; and

(d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the
registrant's most recent fiscal quarter that has materially affected, or is reasonably likely to materially affect, the
registrant’s internal control over financial reporting; and

5. Theregistrant’s other certifying officerand | have disclosed, based on our most recent evaluation of internal control over financial
reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the
equivalent functions):

(a) Allsignificant deficiencies and material weaknesses in the design or operation of internal control over financial reporting
which are reasonably likely to adversely affect the registrant’s ability to record, process, summarize and report financial
information; and

(b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the
registrant’s internal control over financial reporting.

Date: February 26, 2010 By: /s/ Francis W. McDonnell

Name: Francis W. McDonnell
Title:  Senior Vice President and Chief Financial Officer
(Principal Financial Officer)
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Exhibit 32-1

CERTIFICATION PURSUANT TO

18 U.S.C. SECTION 1350,

AS ADOPTED PURSUANT TO SECTION 906
OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Annual Report of The Navigators Group, Inc. (the “Company”) on Form 10-K for the period ending December 31,
2009 as filed with the Securities and Exchange Commission on the date hereof (the "Report”], I, Stanley A. Galanski, certify, pursuant
to 18 U.S.C. § 1350, as adopted pursuant to § 906 of the Sarbanes-Oxley Act of 2002, that:
(1) The Report fully complies with the requirements of section 13(a) or 15(d) of the Securities Exchange Act of 1934; and
(2) The information contained in the Report fairly presents, in all material respects, the financial condition and results of
operations of the Company.

/s/ Stanley A. Galanski

Stanley A. Galanski

President and Chief Executive Officer
February 26, 2010

A signed original of this written statement required by Section 906 has been provided to The Navigators Group, Inc. and will be
retained by The Navigators Group, Inc. and furnished to the Securities and Exchange Commission or its staff upon request.
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Exhibit 32-2

CERTIFICATION PURSUANT TO

18 U.S.C. SECTION 1350,

AS ADOPTED PURSUANT TO SECTION 906
OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Annual Report of The Navigators Group, Inc. (the “Company”) on Form 10-K for the period ending December 31,
2009 as filed with the Securities and Exchange Commission on the date hereof (the "Report’], I, Francis W. McDonnell, certify,
pursuant to 18 U.S.C. § 1350, as adopted pursuant to § 906 of the Sarbanes-Oxley Act of 2002, that:
(1) The Report fully complies with the requirements of section 13(a) or 15(d) of the Securities Exchange Act of 1934; and
(2) The information contained in the Report fairly presents, in all material respects, the financial condition and results of
operations of the Company.

/s/ Francis W. McDonnell
Francis W. McDonnell
Senior Vice President

and Chief Financial Officer
February 26, 2010

A signed original of this written statement required by Section 906 has been provided to The Navigators Group, Inc. and will be
retained by The Navigators Group, Inc. and furnished to the Securities and Exchange Commission or its staff upon request.
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SHAREHOLDER

INFORMATION

NAVIGATORS OFFICES

THE NAVIGATORS
GROUP, INC.

Six International Drive
Rye Brook, NY 10573
(914) 934-8999

NAVIGATORS
INSURANCE
COMPANY

One Penn Plaza
New York, NY 10119
(212) 244-2333

NAVIGATORS
SPECIALTY
INSURANCE
COMPANY

One Penn Plaza
New York, NY 10119
(212) 244-2333

NAVIGATORS

MANAGEMENT (UK) LTD.

2 Minster Court

4th Floor

Mincing Lane

London EC3R 7BB, England
011-44-207-220-6900

NAVIGATORS
UNDERWRITING
AGENCY LTD.

2 Minster Court

4th Floor

Mincing Lane

London EC3R 7BB, England
011-44-207-220-6900

NAVIGATORS NV
Heilig Hartstraat 14
2600 Antwerp
Belgium
011-32-3285-9900

NAVIGATORS A/S
Radhuspladsen 16
1550 Copenhagen
Denmark

+45 (8] 896 87 28

NUAL AB

Ingmar Bergmans gata 2
114 34 Stockholm
Sweden

+46 (0)8 410 268 80

NAVIGATORS
MANAGEMENT
COMPANY, INC.

19100 Von Karman Avenue
Suite 280

Irvine, CA 92612

(949) 255-4860

433 California Street
Suite 300

San Francisco, CA 94104
(415) 399-9109

55 Miracle Mile

Suite 250

Coral Gables, FL 33134
(786) 871-5320

2475 Northwinds Parkway
Suite 200

Alpharetta, GA 30009
(770) 753-6424

230 West Monroe Street
Suite 1575

Chicago, IL 60606

(312) 506-8168

1375 East Woodfield Road
Suite 720

Schaumburg, IL 60173
(847) 230-1930

5457 Twin Knolls Drive
Suite 101

Columbia, MD 21045
(443) 542-5854

6 Campus Drive

First Floor
Parsippany, NJ 07054
(973) 455-7140

Reckson Executive Park
Six International Drive
Rye Brook, NY 10573
(914) 934-8999

10706 Sikes Place
Suite 150

Charlotte, NC 28277
(704) 846-9500

Ten Penn Center

1801 Market Street, Suite 250
Philadelphia, PA 19103

(267) 234-9877

One PPG Place

Suite 2301
Pittsburgh, PA 15222
[412) 995-2255

Sage Park 1
VAVARSET[S
SICRIAS
Houston, TX 77056
(713) 629-5480

2101 Fourth Avenue
Suite 1850
Seattle, WA 98121
(206) 728-2315

STOCK EXCHANGE LISTING

Navigators’ common stock trades
on The NASDAQ Global Select
Market® under the symbol NAVG.

TRANSFER AGENT
AND REGISTRAR:

BNY Mellon Shareowner Services
Jersey City, NJ 07310-1900

SHAREHOLDER INQUIRIES:

The Navigators, Inc.

c/o BNY Mellon
Shareowner Services

P.0. Box 358015
Pittsburgh, PA 15252-8015
(800) 851-9677 (US)

(201) 680-6578 (outside US)

INDEPENDENT REGISTERED
PUBLIC ACCOUNTING FIRM

KPMG LLP

345 Park Avenue
New York, NY 10154
[212) 758-9700

FINANCIAL INFORMATION,
PRESS RELEASES,
AND OTHER REPORTS

The Company’s Annual Reports
on Form 10-K and quarterly
filings on Form 10-Q, press
releases and other Company
information are available
without charge on our web site,
Www.navg.com.
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