* . Thispastye

- 1In each year since our initial public offer- - -

© ing in 1986, significant events have occutred - -
" which have shaped Markel's growth and DR
" - development. When 1990 began we were -

" focused oni our corporate strategy of diversi-- - - 4o ¢ that date, For purposes of income.

- statement presentation, Shand/Evanstori's-.
. earnings-continue to be accounted for'as -
’ earnings from an unconsolidated subsidiary.
Towever, since both Lindsey & Newsom and -
it Tho result is that we cquited the remain- Fairfax have beert divested, revenues, EXpenses
© ing shares of the Shand/Evanston. Group and
- sold our ownership in Tairfax and Lindsey &~
- NewsomL. The impact of these transactions is- . -
that our operation is-now completely focused -~

" on marketing-and underwriting specialty - . gionificant growth primatily as a result of .

the Rhulen Agency, Inc. acquisition in. - -
- Qctober 1989, The conttibution, while-not -

"as high s we would like, continues tobe
. good-and generates significant cash flow.~ -
" .Our underwriting units continue to grow -
““and produice very favorable results. The: -

" fication in several segments of the insurance
* industry and ‘specialization in certain niche.. -

.- insutance. We have had a close business - = ;
"~ relationship with these companies-and wish - -

- them every sticcess in the future. Prem

©© . Watsa, Chairman of Fairfax, will remain on -
. Markel's Board of Directors and we look .-
-~ forward to his continued contribution. .- -
_Slllgnd/:Evanstqn is one of the premier - * - comibingd ratios for the underwriting com-

. spectalty insurance underwriting organiza: . - panies were 80% in 1990 compared to 79%

" tions in the country. Tts largest business . - 5,089, *- R

- includes various. niches within the profes- '

o - sional ibility insurance market. We ofigi= ="
" “nally invested in this group in December, = .-
" 1987-in partnérship with Fairfax and certain.

of Shand/Evanston’s management. -* -~

" has contributed significantly to our earnings. - -

- Additionally, during the past year, Shand/. - - -

" Evanston has begun underwriting many of -
- the ptogams-which have been developed = .
- and-marketed by Markel/Rhulen Under- "~~~

writers.

-~ ‘This *‘strategic evolution’” has the addi-
" tional benefit of simplifying our operations =
- and organizational structure encouraging -
synergy between our business units and-
simplifying our futare financial reporting. = =

1990 RESULTS .~

 In order to beiter’undégsmﬁd our finan-

cial resitlts, it is useful to understand the

associated with the Shand/Evanston acquisi- -
tion and Tindsey. & Newsom 2and Faitfax ... =
“disposition. For financial statement purposes -
the transactions have been secorded as: .-
" ‘occuiting on December 31, 1990. As 4 -~ -~

- Partmers:

" result, the assets and liabilities of Shand/ -

- Evanston have been consolidated with the -
“Cotmpany. as of December 31, 1990 for
- balance sheet-purposes, while Lindsey &-. .-
" Newsom and Fairfax have been eliminated -

o v were preseted wilh g
~ unique opportunity and took advantage of -~

" during the year affected the Company in .~
_three significant wiys. The level of realized .-
- investment gains from our investment port- .
of Shand/Bvanston's management. .~ . - - " folios was much less in 1990 than in 1989. - -

Qver the past three years Shand/Evanston - *This was equally trie for the portfolios at
- Stiand/Bvanston. For example, in 1989 -~ ° -
- income, from continuing operations was . .- -
* $1.97 per share, of which $.84 was from - -

. ing operations in 1990, only $.12 was attrib-
. utable to investient gains. Results were .
- further impacted by the valuation of the’
- Fairfax shares. surrendered in connection =
. with the ‘acquisition. In'establishing the value-
- for ‘the shares we used the quoted market
- price discounted for size and certain shate- -
" yestrictions. The decline in market price -

| il isef _ . for accounting purposes, the economic, value -
© : yarious accounting and reporting issues - .-

- and eamiigs associated with these opera: =
- tions have been reclassified as discontinued.
operations in-the Company's consolidated -
income statemerits, . . 0 oo

"In 1990 brokerage operations showed -

The overall decime in -th.éi St()ck market e

investment gains. Of the $1.46 from continu-

occurring in late 1990 _feslllted in a $5.4 mxl
tion loss. While we have recorded this loss

of the transaction; which was negotiated in.




' August 1990,-_was not affected by the .s'u].)s.e-.: :

quent decline in the value of Fairfax shares.

* Finglly, the stock market decline impacted”
the Company in the area of unrealized losses-
associated with marketable equity securities.
" At December 31, 1990, unrealized losses

associated with our consolidated equity -
portfolios were approximately $10.2 mﬂhon.

‘and are. recognized as 4 direct reductlon of S
: - ‘cash savmgs from the assomated tax beneﬁt

shareholders™ equity, :
" While these financial results are short of
- our long-term goals; we feel 1990 has seen .
< Markel Cotporation traly position itself for -

- the future 4nd are proud of what has. been .

- accomplished this year. - -

'BALANCE SHEET '
.= 'The consolidation of Shand/Evanston has :
resulted in several changes to our balance -

sheet. The most significant of these are in -

- the.areas of our Investment Portfolio,

'Invesimen! Porl_fnl:o At yedr end_ our mvest- _

. ments totaled almost $360 million as com:. .

- pared to $66 million one year earlier This
portfolio and the return we expect from it

- retien to provide growth for our stock- -

" holders. At year end, we had $69-million of o
. this portfolio invested in equity securities. . .

While we continue to believe that equlues K

' ~ will provide the greatest long term rates of

réturn, we also believe that the Company’s S - tefationships with our bankers and it is. = - |

- important that we continue- to maintain their =
- confidence. Most important however, is that

- the Company’s cash flow is adequate to.

meet our repayment requirements. '

' ﬁnanmal leverage currently requires that we

“reduce our investment expoSures to equmes.- '

: 'Inhmglble Assels At year end the fouowmg
mtanglble assels were recorded onour
books: -

Pohcy rencwal nghts ..... PRSI $164 nnlhon -

o Noncompete and nonpn'acy ﬂ.greements oens 193 million”
" Goodwil . ... e e 35.8 million -
: i ' $71.5 miflion

We recogmze th;s represents a substantial
~.investment in the future business prospects
. of the Markel/Rhulen products acquired in

- 1989 and the additional interest in Shand/ - '
" . Evanston acquired in December 1990.- ,
.. The policy renewal rights are being amor-

. ‘tjzed over the next mne years However,

* almaost 50% will be wtitten off over the next _

three years. The noncompete and nonpiracy

o agreements will be amortized over the next

four yeats. The result is that in 1991 we

* expect to expense $9 million for the amorti-
+ zation of these amounts, These non- -cash

charges will have an adverse impact on earn-

- ings. However, to the extent they are also

tax deductible, they will generate significant

loss Resenres 'I'he Company s teserve for unpald' . _' -
 losses and loss adjustment expenses amounted R
~to $302 million at yéar end compared t = .. ..

$31 million at December 31, 1989. These -

- 'amounts tépresent out: best estimates of the “ o

amounts necessary to meet our obhganons
to our pohcyhoiders As we have discussed .-
i prior years; in estabhshmg these . estlmates

-we attempt to take into consideration afl of

 the relevant information and actuarial methods - .

-Intanglble Assets Loss Reserves and Debt. _' available to us. While it will always be diffi-

cult to accurately determine such future .~
liabilities, we have established a standard for

- ourselves whereby we seek to set our reserves SERR
- .- at a level which we believe is more hkely to.

2 X prove to be redundant than deficient. .
~ - represents a significant opportunity to us. In -~ -

- ‘managing these assets we will seek to pro- .
" vide the secarity necessaty to protect the L
- interests of our policyholders as well as the. -

- DebtThe Cornpaanlong term debt amounted R R
to $127 million at December 31, 1990 and i fs oo

much higher than we desire for the long-

- term. The debt increased in 1990 as a result _ B

of additional borrowings to complete the =

. acquisition of Shand/Evanston as well as the . S
consolidation of their.debt. :

" We are fortunate to enjoy excellent

Our goal is to significantly reduce the
amount of debt and operete in the future’. -

with less. leverage '

PRO FORMA neserrs

The nature and size-of the Company will -

- be significantly different in the future. While -

not necessarily indicative of future results,
the pro forma income statements in Note 18 -

1o the consolidated financial statements pro- .

vides an indication of how the consolidated

- operations might have appeared had the




acquisition of Shand/fvanston and disposi- . - ) _
tion of Lindsey & Newsom and Fairfax ' " is$169 million on total debt of $127 million.. - -

L " Interest cost on.this debt is expected to be c

- significantly less-in the future due to the - L

- contractual adjustment of the decruial terms ..

“on the contingent notes at Shand/Evanston. =

. We aré-optimistic-about the future given .~ o

* the financial opportunities presented us by -~~~

occurred on Janudry 1; 1989 . -

" ‘Total operating revenues would have - -
- approximated $220 million in- 1990 com:- " -
. pared to $161 million i 1989.'At $145 - . .-
. million for 1990, eatned premiums become .~
~ the dominant revenue source, highlighting "
" the underwriting focus of the Company. This-
. focus will likely be continued in the future * -+
. as our underwriting units. participate toa: .
.. larger extent in'the business handled by our’ .

‘brokerage operations, With-investment port-.

~ - folios of $360-million, investment income:

- operating income. -

" As previously discussed, the non-cash' -
" éxpense related to the amortization of -~
- intangible assets adversely impacts income ~ * -

but, to the extent tax deductible, saves.tax

. dolfars. In 1990, amortization cxpense would
- Tave been $9.2: million. We expect these . .
.. charges to continue to ‘be significant through

 our specialty underriting focus. -

will continue to be a' major contributor to S

1994 Intereste}q;ensemthe 1990 prOforma S

~ In eachi of our previous reporis, we have - -
“discussed our financial goals of achievinga .~~~

- 20% growth in revenies and-a 20% retuin - AR

" on average sharehofders’ equity. Tnour =
- underwriting busiriess we: have always placed .. - :
2 higher priority on underwriting profitasit ..~ -
is often difficult and-imprudent to grow inia: ©. -

period-of significant price competition; While

“ we expect to continie:to:grow, a-much - - * - T
 larger part of our revenues will be gener- S
" ated from our underwriting activity. Asa. o
result, we will not seck to maintaina 20% - -

L StevenA.Markel
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L growth rateasaﬁnancml goal :
cooos Asa ‘result of various financial accountmg
- jssties, the Company's returii on equity cal-
culation i is becoming distorted. For example RICE

- the amortization of intangibles is an expense. = " haye 2 complicated organization. Our busi-

' - niess and financial structure is really quite - - .'
* simple. 'We are focused on marketing and

" «”Howevel; it i8.2 non-cash expense which -~ - -
. reflects our accounting treatment of acquisi- _;_ ,

- -tions, not the intrinsic'value. of out busigess. -

. Another example is out investment in eqities; -

<o statement of income ‘tealized gains and-
- Tosses while-we only recognize unreatized .
. gains and losses in-our.balance: sheet The
.7 result can cteaté higher retins on equity |
- with a decline in the value of otir invest:
- ments. Firally, with- the additional financial =
-aleverage of our. borrowmgs, we should earn
.7 "a-high-return on equity. L
L Wedre developmg better cntena for e
R ‘measumng ‘teal return on investment’ .

o i =which wﬂl take these 1ssues mto conslderauon S

i Tll! FUTURE .

- "We ended 1990 w1th the compieuon of a.

" series of complex transactions intended t0 -

_smlphfy our Company, Today we no fonger -

_underwntmg specxaity insurance. In each: o
+ = market we serve, ‘we seek to prowde quahty
.~ Accounting rules require that we recognize in. - "products and excei]ent service and; 48 a- -

% ._fr{fresult o earn 2 position of market. leadershlp e

. We expect the strength of our marketmg ‘

o and sales organizations to complement our -
. sound underwriting operations. While the -

', insurance marketplace is likely to remain
. very compefitive throughout the year, we .-

believe we can continue. to operate‘on a-

“ . profitable basis in out areas of specialization -
- with good underwriting results and good

- investment returns. ‘As we focus on areas

- thiat have. proven our most profitable in the
- past we look forward to 1991 and beyond

'wnh enthusrasm :md conﬁdence E
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