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

If any of the securities being registered on this form are to be offered on
a delayed or continuous basis pursuant to Rule 415 under the Securities Act of
1933, check the following box: [_]

If the registrant elects to deliver its latest annual report to security
holders, or a complete and legible facsimile thereof, pursuant to Item 11 (a) (1)
of this form, check the following box: [_]

If this form is filed to register additional securities for an offering
pursuant to Rule 462 (b) under the Securities Act, please check the following
box and list the Securities Act registration statement number of the earlier
effective registration statement for the same offering: [_]

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

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

If delivery of the prospectus is expected to be made pursuant to Rule 434,
check the following box: [_]

The registrant hereby amends this registration statement on such date or
dates as may be necessary to delay its effective date until the registrant
shall file a further amendment which specifically states that this registration
statement shall thereafter become effective in accordance with Section 8 (a) of
the Securities Act of 1933 or until the registration statement shall become
effective on such date as the Commission, acting pursuant to said Section 8 (a),
may determine.

The information in this prospectus is not complete and may be changed.
Penn-America may not sell nor accept offers to buy these securities until the
registration statement relating to these securities filed with the Securities
and Exchange Commission is effective. This prospectus is not an offer to sell
and it is not seeking an offer to buy these securities in any state where the
offer or sale is not permitted.

SUBJECT TO COMPLETION, DATED , 2002

PROSPECTUS

2,600,000 Shares

[LOGO] Group (R)
Penn-America Group, Inc.

Common Stock
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We are offering 2,600,000 shares of our common stock.

Our common stock 1is traded on the New York Stock Exchange under the symbol
"PNG." On November 19, 2002, the closing price for our common stock was $9.45
per share.

See "Risk Factors" beginning on page 6 to read about risks you should consider
before buying shares of our common stock.

Neither the Securities and Exchange Commission nor any state securities
commission has approved or disapproved these securities or determined if this

prospectus is truthful or complete. Any representation to the contrary is a
criminal offense.

Per
Share Total

Public offering price.......c.vvvueuuno.. S S
Underwriting discounts and commissions S S
Proceeds, before expenses, to us...... S S

The underwriters may exercise an option to purchase up to an additional 390,000
shares of our common stock from us to cover over-allotments from time to time
for a period of 30 days from this offering.

Bear, Stearns & Co. Inc.

Ferris, Baker Watts
Incorporated

Keefe, Bruyette & Woods, Inc.

The date of this Prospectus is , 2002.
Except where the context otherwise indicates, the terms "Penn-America," "we,"
"us," "ours" and "our" include Penn-America Group, Inc. and our wholly-owned

subsidiary, Penn-America Insurance Company, and its wholly-owned subsidiary,
Penn—-Star Insurance Company.

The "PA Group" logo is the trademark of Penn-America Insurance Company.
"PennLink" and "Penn-Star" are the trademarks of Penn-America Group, Inc.
"PennLink" is also the trademark of Penn-America Insurance Company and
Penn-Star Insurance Company. This prospectus also contains product names, trade
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UNDER APPLICABLE PENNSYLVANIA INSURANCE LAWS AND REGULATIONS, NO PERSON MAY
ACQUIRE CONTROL OF PENN-AMERICA GROUP, INC. UNLESS THAT PERSON HAS FILED A
STATEMENT CONTAINING SPECIFIED INFORMATION WITH THE PENNSYLVANIA INSURANCE
COMMISSIONER AND OBTAINS ADVANCE APPROVAL FOR SUCH ACQUISITION. UNDER
APPLICABLE LAWS AND REGULATIONS, ANY PERSON ACQUIRING, DIRECTLY OR INDIRECTLY
(BY REVOCABLE PROXY OR OTHERWISE), 10% OR MORE OF THE VOTING STOCK OF ANY OTHER
PERSON IS PRESUMED TO HAVE ACQUIRED CONTROL OF SUCH PERSON, AND A PERSON WHO
BENEFICIALLY ACQUIRES 10% OR MORE OF OUR COMMON STOCK WITHOUT OBTAINING ADVANCE
APPROVAL OF THE PENNSYLVANIA INSURANCE COMMISSIONER WOULD BE IN VIOLATION OF
PENNSYLVANIA INSURANCE LAW AND WOULD BE SUBJECT TO INJUNCTIVE ACTION REQUIRING
DISPOSITION OR SEIZURE OF THE SHARES AND PROHIBITING THE VOTING OF SUCH SHARES,
AS WELL AS OTHER ACTION DETERMINED BY THE PENNSYLVANIA INSURANCE COMMISSIONER.

PROSPECTUS SUMMARY

This summary highlights information contained elsewhere is this prospectus.
This summary is not complete and does not contain all of the information that
you should consider before investing in our common stock. You should read the
entire prospectus carefully, especially "Risk Factors" and our consolidated
financial statements and related notes. All per-share numbers in this
prospectus reflect a three-for-two stock split effected on May 9, 2002.

PENN-AMERICA GROUP, INC.
Overview

We are a specialty property and casualty insurance holding company which,
through our subsidiary, Penn-America Insurance Company and its subsidiary,
Penn-Star Insurance Company, markets and underwrites general liability,
commercial property and multi-peril insurance for small businesses located
primarily in small towns and suburban and rural areas. The insurance needs of
this group are serviced by retail insurance brokers who maintain relationships
with the general agents with whom we do business. We write business in all
fifty states and the District of Columbia.

We are rated "A-" by A.M. Best Co., which assigns ratings to each insurance
company transacting business in the United States. "A-" is the fourth highest
of sixteen rating categories, and is considered "excellent" by A.M. Best Co.
These ratings are based upon factors of concern to policyholders and are not
directed toward the protection of investors.

As of September 30, 2002, we had consolidated assets of $298.9 million and
consolidated stockholders' equity of $90.1 million. For the twelve-month period
ended September 30, 2002, we produced gross written premiums of $145.8 million.

Our Business

Our insureds consist primarily of small businesses including restaurants,
mercantiles and non-residential service contractors. In addition, we have
developed customized products and coverages for other small commercial insureds
such as daycare facilities, fitness centers and special events. These small
businesses and their retail brokers have limited access to larger standard
lines insurers. The insurance industry calls this underserved market the
"excess and surplus lines marketplace."
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The excess and surplus lines marketplace is a secondary, or residual, market
for businesses that are unable to obtain coverage from standard lines carriers
for a variety of reasons, which include:

the "non-standard" nature of the insureds are not within the risk-taking
appetite of standard lines carriers;

the relatively small account size generates insufficient premiums for the
standard lines carriers to cover their overhead expenses;

the location of the businesses in small towns or rural areas are too
remote to be reached economically by the retail agent system of standard
lines carriers; and

the lack of sufficient premiums by a retail agent to warrant a direct
appointment from a standard lines carrier.

We believe the challenges in our marketplace described above are balanced by
the benefits of our operating in the excess and surplus lines marketplace,
which include:

higher prices than the standard lines segment;

more flexibility in offering coverage forms, particularly in designing
exclusions for specific loss exposures; and

lower premium taxes and guarantee fund assessments.

In 2001, the excess and surplus lines marketplace represented approximately
$15.7 billion, or 4.4%, of the entire $357 billion domestic property and
casualty industry, as measured by direct premiums written.

We market our products through fifty-seven (57) general agents who, in turn,
produce business through more than 25,000 retail insurance brokers located
throughout the United States. We believe that our distribution network enables
us to efficiently access these numerous small markets at a relatively low
fixed-cost through the marketing, underwriting and administrative support of
our general agents. These general agents and their retail insurance brokers
have local market knowledge and expertise that enable us to more effectively
access these markets.

Our distribution strategy is to maintain strong relationships with a select
group of high-quality general agents. We believe that our network of general
agents is smaller than our competitors because of our detailed selection
process. We carefully select a limited number of general agents based on their
experience and reputation and strive to preserve each general agent's franchise
value with us within that general agent's marketing territory. We seek to
increase our written premiums with these general agents and develop strong,
long-standing relationships by providing a high level of service and support.
Our strategy has resulted in strong and consistent growth from 1992 to 2001 in
commercial gross written premiums from $22.6 million to $98.4 million (an 18%
annualized compound growth rate), with only a modest increase in the number of
general agents from thirty-eight (38) to fifty-seven (57).



Edgar Filing: PENN AMERICA GROUP INC - Form S-2/A

We write business on an admitted and non-admitted basis. We choose in each
state whether to write business on an admitted or non-admitted basis based upon
our analysis of competition in each state. Writing business on an admitted
basis is highly regulated. The regulations, which vary by state, generally
govern licensing, underwriting rules, rates and policy forms, and require
insurance companies to pay premium taxes and guaranty fund assessments. Writing
business on a non-admitted basis is significantly less regulated and provides
much more freedom in setting rules, rates and policy forms and removes
insurance companies from premium taxes and guaranty fund assessment
liabilities. Coverage written on a non-admitted basis is less comprehensive
than coverage issued on an admitted basis. If we choose non-admitted status, we
could be at a competitive disadvantage to carriers writing on an admitted basis
if those competitors choose to offer coverages which are more comprehensive and
attractive to an insured. Further, surplus lines agents are prohibited from
writing non-admitted business in states in which they are not resident. Thus,
if we do not have resident surplus lines agents in every state (currently, we
do not in 7 states), we are precluded from writing business on a non-admitted
basis in those states.

Since the middle of 2001, the excess and surplus lines marketplace has
experienced hardening conditions characterized by increased volume and prices.
Standard lines carriers who had previously expanded into this market have
exited this segment to focus on larger accounts and more traditional standard
lines classes of business. Additionally, many of our competitors have
consolidated, have stopped writing business or have imposed unilateral
underwriting restrictions on their agents. These market disruptions have
resulted in an influx of new business and overall price increases averaging 16%
across our book of business since January 1, 2002.

Our Strategy
Our primary strategy is to produce a superior return to stockholders by

being the first-choice insurance carrier for a select group of general agents
who serve the specialized needs of the small business marketplace. We
accomplish this primary strategy by focusing on the following:

Serving small businesses in small cities and towns.

Using a small and selective general agency distribution network.

Maintaining a disciplined underwriting process.

Providing innovative technology to our general agents.

Maintaining an experienced, responsive management team.

Creating shareholder value through strong financial results.

By focusing on these principles, we believe we can deliver strong financial
results and build shareholder value.

Other Information

Penn-America Insurance Company was formed in 1975 by Irvin Saltzman,
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chairman of our board of directors, who began working in the insurance industry
in 1947 when he founded a general agency. Jon S. Saltzman, Irvin Saltzman's
son, is our President and Chief Executive Officer and has been employed by us
since 1986. Prior to 1986, Jon Saltzman was employed by Penn Independent
Corporation from 1976 to 1986. Currently, the Saltzman family, substantially
through their ownership of Penn Independent Corporation, owns approximately 40%
of our common stock. For additional information, please refer to Note 3 of our
audited financial statements on page F-21.

Our executive offices are located at 420 South York Road, Hatboro,
Pennsylvania 19040. Our telephone number is (215) 443-3656. Our web site is
located at http://www.penn-america.com. Information contained on our website
does not constitute part of this prospectus.

3

The Offering

Shares offered.............. 2,600,000 shares

Total shares outstanding

after this offering....... 14,185,223 shares
Use of proceeds............. We estimate that the net proceeds of the offering
will be $ million, based upon a public
offering price of $ per share ($

million if the underwriters exercise their
over—allotment option in full). We intend to use
the net proceeds of this offering to support our
operations, including contributing capital to our
insurance subsidiaries and capitalizing new
insurance subsidiaries to support growth of our
business, and for working capital and other
general corporate purposes.

New York Stock Exchange

The number of shares of our common stock to be outstanding after this
offering is based on the number of shares outstanding as of September 30, 2002,
and does not include the following:

up to 390,000 shares of common stock that the underwriters may purchase
from us if they exercise their over-allotment option;

1,386,517 shares of common stock reserved for issuance under our stock
option plans, of which options to purchase 786,950 shares were outstanding
as of September 30, 2002, at a weighted average exercise price of $6.09
per share; and
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288,014 shares of common stock reserved for issuance under our contingent
profit commission plan payable to our general agents.

Summary Consolidated Financial Data

You should read this summary information with the discussion in
"Management's Discussion and Analysis of Financial Condition and Results of
Operations" and our consolidated financial statements and related notes to
those financial statements included elsewhere in this prospectus. We derived
the summary consolidated financial data as of December 31, 1997, and 1998, and
for the years ended December 31, 1997, and 1998, from our Annual Reports on
Form 10-K as of December 31, 1998 filed with the Securities and Exchange
Commission. We derived the summary consolidated financial data as of and for
the years ended December 31, 1999, 2000, and 2001 from our audited consolidated
financial statements included elsewhere in this prospectus and in our Annual
Report on Form 10-K/A for the period ended December 31, 2001 filed with the
Securities and Exchange Commission. See "Where You Can Find More Information."
We derived the summary consolidated financial data as of September 30, 2002 and
2001, and for the nine months ended September 30, 2002 and 2001, from our
unaudited consolidated financial statements for those periods. The financial
results for the nine months ended September 30, 2002 and 2001 are not
necessarily indicative of the results that may be expected for any other
interim period or for a full year.

Nine months ended

September 30, Year ended Decembe
2002 2001 2001 2000 1999
(Unaudited) (Restated) (Restated) (Restated

(dollars in thousands, except per share

Operating Data:

Premiums €arnNed. . v v e e oo e e e eeennneeeeeeennnenn $ 80,922 $ 66,194 $ 88,934 $ 91,449 S 85,677
Net investment income...........iiiiiieennnnn 8,796 8,516 11,339 10,454 9,537
Net realized investment gain (loss).......... (173) (192) (1,178) (2,808) (110
Total TEVENUES .« ittt ittt e e e eneeeeseeeeenennnns 89,545 74,518 99,095 99,095 95,104
Net 1ncome (L1OSS) v vt vt ittt e teeeeeeenenan 6,565 3,512 4,940 (4,831) 1,410
Comprehensive income (lOSS) ... uweeeeeeennnnn 10,304 6,014 7,254 (343) (5,000
Diluted net income (loss) per share(l)....... 0.56 0.31 0.43 (0.42) 0.11
Cash dividends per share(l)...........ccvv.... $0.11583 $ 0.105 S 0.14 S 0.14 $ 0.1383
Cash flow provided by operations(2).......... 35,990 2,803 8,423 14,991 8,602

Insurance Performance Data:

Gross written premiums (3) ... vvvviieeennn.. $118,370 $ 70,965 $ 98,412 $109,791 $ 95,983
Net written premiums (4) .....cciiieinnnnen.. 101,576 62,979 87,123 97,250 87,036
GAAP combined ratio:
LoSS Tatio(5) v vttt ittt e e 66.1 70.6 68.5 82.4 73.8
Expense ratio(6) ...ttt nn. 32.5 33.9 34.6 34.0 34.5
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Combined ratio (7) « v ittt it et 98.6 104.5 103.1

Balance Sheet Data (at the end of the

period) :

Cash and investmentsS. ... vttt eeennnnn $229,100 s$184,329 $188,615 S
Total ASSEeLS . it ittt ettt ettt ettt ee e 298,878 242,322 248,115
Total stockholders' equity.........coviiio.... 90,066 79,286 80,391
Total stockholders' equity per share(l)...... 7.77 6.93 7.00

(1)Adjusted to reflect a three-for-two stock split of our common stock effected
on May 9, 2002.

(2)Cash flow provided by operations differs from net income (loss), due to the
fact that net income (loss) includes accruals for non-cash items as required
by GAAP and net realized investment gain (loss).

(3) The amount received or to be received for insurance policies written by us
during a specific period of time without reduction for acquisition costs,
reinsurance costs or other deductions.

(4) The total of gross written premiums less the portion of such premiums ceded
to (reinsured by) other insurers during a specific period of time.

(5) The ratio of losses and loss adjustment expenses to premiums earned.

(6) The ratio of amortization of deferred policy acquisition costs and other
underwriting expenses to premiums earned.

(7) The addition of the loss ratio and expense ratio.

5

RISK FACTORS

Investing in shares of our common stock involves a high degree of risk.
Before you invest in shares of our common stock, you should carefully consider
the following risks and cautionary statements. If any of the following risks
actually occur, our business, financial condition or results of operations may
suffer. As a result, the trading price of our common stock could decline, and
you could lose all or a substantial portion of your investment.

Risks Related To Our Business

A decline in our financial rating may result in a reduction of new or renewal
business.

Our insurance subsidiaries currently have a pooled "A-" (excellent) rating
from A.M. Best Co. A.M. Best Co. assigns ratings that are generally based on an
insurance company's ability to pay policyholder obligations (not towards
protection of investors) and focus on capital adequacy, loss reserve adequacy
and operating performance. A reduction in our performance in these criteria
could result in a downgrade of our rating. A downgrade of this rating could
cause our current and future general agents, retail brokers and insureds to
choose other, higher rated competitors.

We are heavily regulated and changes in the regulation of the insurance
industry may have an adverse impact.

We are subject to regulation, primarily by Pennsylvania, our domiciliary
state, and to a lesser degree, the thirty-seven (37) other states in which we
are an admitted insurer. The regulations are generally designed to protect the
interests of insurance policyholders, as opposed to the interests of

116.4

178,675
239,486
74,051
6.52

108.3

$166,227
217,782
80,618
6.67
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stockholders. These regulations relate to authorized lines of business, capital
and surplus requirements, rules, rates and forms, investment parameters,
underwriting limitations, transactions with affiliates, dividend limitations,
changes in control and a variety of other financial and non-financial
components of our business. Significant changes in these laws and regulations
could further limit our discretion or make it more expensive to conduct our
business.

The National Association of Insurance Commissioners has adopted a system to
test the adequacy of statutory capital, known as "risk-based capital," which
applies to Penn-America Insurance Company and Penn-Star Insurance Company,
Penn-America Insurance Company's wholly-owned subsidiary. This system
establishes the minimum amount of risk-based capital necessary for a company to
support its overall business operations. It identifies property and casualty
insurers that may be inadequately capitalized by looking at certain inherent
risks of each insurer's assets and liabilities and its mix of net written
premiums. Insurers falling below a calculated threshold may be subject to
varying degrees of regulatory action, including supervision or control. Thus,
failure to maintain risk-based capital at the required levels could adversely
affect the ability of our insurance subsidiaries to maintain regulatory
authority to conduct our business. See "Management's Discussion and Analysis of
Financial Condition and Results of Operations—--Liquidity and Capital Resources"
for a full discussion of our risk-based capital as of December 31, 2001.

Our general agents may exceed their authority and could bind us to business
outside our underwriting guidelines.

We underwrite a substantial majority of our policies on a binding authority
basis. Binding authority business represents risks that may be quoted and bound
by our general agents prior to our underwriting review. An agent's binding
authority is limited, however, by underwriting guidelines we have in place.
These guidelines include, but are not limited to, restrictions on authorized
lines and classes of business, limits of liability, policy premium, pricing and
the total insured value per location. If a general agent exceeds its authority
by binding us on a risk that does not comply with such underwriting guidelines,
we are at risk for that policy on claims that occur during the period from when
the policy was written until we receive the policy and cancel it. In addition,
to cancel the policy for exceeding underwriting authority, we must receive and
cancel the policy within statutorily prescribed time limits, typically sixty
(60) days. As a result, we may be bound by a policy that does not comply with
our underwriting guidelines, and until we can effect a cancellation, we may
incur loss and loss adjustment expenses related to that policy.

We enter into transactions with our affiliates and insiders who hold a
considerable amount of our stock on terms that may be less advantageous to us
than we might obtain from unrelated third parties.

Currently, Mr. Irvin Saltzman and his family and affiliates, substantially
through their ownership of Penn Independent Corporation, our controlling
stockholder, beneficially own approximately 40% of our outstanding common stock
and will own approximately 33% of our outstanding common stock upon completion
of this offering (approximately 32% if the underwriters' over-allotment option
is exercised). As a result, they may influence our decisions. Several of Penn
Independent Corporation's wholly-owned subsidiaries are insurance agencies that
write business with us, we lease our headquarters from Mr. Saltzman and we
obtain services from Penn Independent Corporation. The terms and conditions of
our transactions with affiliates could be less advantageous to us than those we

10
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might obtain from unrelated parties. See "Certain Transactions" elsewhere in
this prospectus for a description of these affiliate transactions.

Our success is highly dependent on key personnel.

The efforts and abilities of our present management, particularly that of
Jon S. Saltzman, our President and Chief Executive Officer, Joseph F. Morris,
our Senior Vice President, Chief Financial Officer and Treasurer, J. Ransley
Lennon, our Vice President--Information Technology, Nancy M. Rankin, our Vice
President--Underwriting and John D. Curry, our Vice President--Marketing and
Agency Relations, are very important to our success. If we were to lose the
services of any of these key personnel, we may find it difficult to find a
suitable replacement, which could cause our operating results to decline. We
maintain a key personnel life insurance policy on all of these personnel.

Our investment portfolio is subject to economic loss, principally from changes
in the market value of financial instruments.

We had fixed-income and preferred stock investments with a market value of
$195.0 million at September 30, 2002 that are subject to:

market value risk, which is the risk that our invested assets will
decrease in value. This decrease in value may be due to a change in the
prevailing market yields on our investments, an unfavorable change in the
liguidity of an investment or an unfavorable change in the financial
prospects or a downgrade in the credit rating of the issuer of an
investment;

reinvestment risk, which is the risk that interest rates will decline and
funds reinvested will earn less than expected; and

liquidity risk, which is the risk that we may have to sell assets at an
undesirable time and/or price to provide for payment of claims.

Our fixed-income investment portfolio includes mortgage-backed and other
asset-backed securities. As of September 30, 2002, mortgage-backed securities
and other asset-backed securities constituted approximately 26.7% of our cash
and invested assets. As with other fixed income investments, the fair value of
these securities fluctuates depending on market and other general economic
conditions and the interest rate environment. Changes in interest rates can
expose us to prepayment risks on these investments. In periods of declining
interest rates, mortgage prepayments generally increase and mortgage-backed
securities and other asset-backed securities are paid more quickly, requiring
us to reinvest the proceeds at the then current market rates.

Our common stock portfolio of $6.6 million as of September 30, 2002 is
subject to economic loss from the decline in common stock prices. We invest the
equity portion of our portfolio exclusively in exchange-traded funds, known as
"ETFs". ETFs are securities that represent an interest in a trust that owns a
basket of common stocks that replicate a major market index (such as the S&P
500 or the Dow Jones Industrial Average) or a portion of a major market index
(such as the Value Component of the S&P 500). Since these securities represent

11
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an interest in the equity capital markets as a whole, or a sub-sector thereof,
they are a diversified, index-based exposure to common stocks. As such, the
value of these ETFs will be determined by the performance of equity markets in
general or of a particular sub-sector.

The success of any investment activity is affected by general economic
conditions, which may adversely affect the markets for common stock, fixed
income and preferred stock securities. Unexpected volatility or illiquidity in
the markets in which we hold positions could reduce our liquidity and
shareholders' equity.

Risks Related To Our Industry

Failure to establish adequate loss reserves could have a material adverse
effect on our financial condition.

We are liable for loss and loss adjustment expenses under the terms of the
insurance policies we underwrite. In many cases, several years may lapse
between the occurrence of an insured loss, the reporting of the loss to us and
our payment of the loss. We establish loss reserves for the ultimate payment of
all loss and loss adjustment expenses incurred. These reserves are based on
historical data and estimates of future events and by their nature are
imprecise. Our ultimate loss and loss adjustment expenses may vary from
established reserves.

Furthermore, factors such as:
claims inflation;
claims settlement patterns;
legislative activity;
social and economic patterns; and

litigation and regulatory trends,

all of which are difficult to predict, may have a substantial impact on our
future loss experience. Additionally, we have established loss and loss
adjustment expense reserves for certain lines of business we have exited, but
circumstances could develop that would make these reserves insufficient. If any
of our reserves should prove to be inadequate, we will be required to increase
reserves resulting in a reduction in our net income in the period in which the
deficiency is identified. Future loss experience substantially in excess of
established reserves could also have a material effect on future earnings and
liquidity. As of September 30, 2002, unpaid losses and loss adjustment expense
reserves were $131.8 million, consisting of case loss and loss adjustment
expense reserves of $36.2 million, and incurred but not reported loss and loss
adjustment expense reserves of $95.6 million.

Changes in our operating environment may affect our performance.

We may incur significant fluctuations in operating results due to changes in
competition, market conditions, catastrophe losses, severe weather conditions

12
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and general economic conditions, including interest rate changes, as well as
court decisions, legislative initiatives, the frequency of litigation and the
size of judgments. The impact of these factors can dramatically affect demand
for our products, insurance capacity, pricing and claims experience and,
consequently, our business, results of operations or financial condition.

Our business is cyclical in nature which can affect our financial performance.

Historically, the financial performance of the property and casualty
insurance industry has tended to fluctuate in cyclical patterns of soft markets
followed by hard markets. Although an individual insurance company's financial
performance is dependent on its own specific business characteristics, the
profitability of most property and casualty insurance companies tends to follow
this cyclical market pattern. Since approximately the last half of 2001, the
property and casualty insurance industry appears to be experiencing a hardening
market. Since this cyclicality is due in large part to the actions of our
competitors and general economic factors, we cannot predict with certainty how
long this hardening market will last.

We operate in a highly competitive market.

The property and casualty insurance industry is highly competitive. We
compete with numerous domestic and international insurers, many of which have
greater financial and management resources and experience in the insurance
industry. We also may compete with new entrants in the future. Competition is
based on many factors, including:

the perceived market strength of the insurer;

pricing and other terms and conditions;

services provided;

the speed of claims payment;

the reputation and experience of the insurer; and

ratings assigned by independent rating organizations such as A.M. Best Co.

Ultimately, this competition could affect our ability to attract business at
premium rates which are likely to generate underwriting profits.

We rely on our ability to obtain reinsurance support.

We currently purchase excess of loss and catastrophic event reinsurance,
which allows us to write greater limits of liability than we otherwise could.
In addition, we may choose in the future to re-evaluate the use of reinsurance
to increase, decrease or eliminate the amount of liability we cede to
reinsurers, depending upon its cost and availability.

The events of September 11, 2001 will likely result in reinsurance being
more difficult or more expensive to obtain. To the extent that we are forced to
pay more for reinsurance or retain more liability than we do currently, we may
need to reduce our level of direct insurance.

The maintenance of reinsurance does not legally discharge us from our
primary liability for the full amount of the risks we insure, although it does
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make the reinsurer liable to us. Therefore, we are subject to credit risk with
respect to our reinsurers. As of September 30, 2002, we had $27.0 million of
reinsurance recoverable.

Since September 2001, our multiple-line excess of loss treaty reinsurance is
with American Re, part of the Munich Re Group. American Re is rated "A++"
(superior) by A.M. Best Co. For the three years prior to September 1, 2001,
General Reinsurance Corporation, rated "A++" (superior) by A.M. Best Co., was
our reinsurer on our multiple-line excess of loss treaty.

As of January 1, 2002, our catastrophic loss reinsurance program includes:
American Agricultural Insurance Company, Converium (North America), Converium
(UK), Everest Reinsurance Company, Hannover Ruckversicherungs, PXRE Reinsurance
Company, Shelter Reinsurance Company, Sirius International Insurance
Corporation and XL Re Ltd. All of these reinsurers are rated "A-" (excellent)
or higher by A.M. Best Co. and have policyholders' surplus greater than $500
million.

Risks Related To This Offering

State statutes limit the aggregate amount of dividends our subsidiaries may pay
to us in any twelve month period, thereby limiting our funds to pay expenses
and dividends.

We are an insurance holding company and our principal asset is the stock we
hold in Penn-America Insurance Company. Dividends and other payments from this
company are our primary source of funds to pay expenses and dividends. The
payment of dividends by Penn-America Insurance Company to us and the payment of
dividends by Penn-Star Insurance Company to Penn-America Insurance Company are
limited by statute. In general, these restrictions limit the aggregate amount
of dividends or other distributions that Penn-America Insurance Company or
Penn-Star Insurance Company may declare or pay within any 12-month period
without advance regulatory approval. Generally this limitation is the greater
of statutory net income for the preceding calendar year or 10% of the statutory
surplus. In addition, insurance regulators have broad powers to prevent
reduction of statutory surplus to inadequate levels, and could refuse to permit
the payment of dividends of the maximum amounts calculated under any applicable
formula.

Applicable insurance laws, certain provisions in our articles of incorporation
and agreements with certain key employees make it difficult to effect a change
of control and a large shareholder may have significant influence over
potential change of control transactions.

Under applicable Pennsylvania insurance laws and regulations, no person may
acquire control of Penn-America Group, Inc. unless that person has filed a
statement containing specified information with the Pennsylvania Insurance
Commissioner and obtains advance approval for such acquisition. Under
applicable laws and regulations, any person acquiring, directly or indirectly
(by revocable proxy or otherwise), 10% or more of the voting stock of any other
person is presumed to have acquired control of such person, and a person who
beneficially acquires 10% or more of our common stock without obtaining advance
approval of the Pennsylvania Insurance Commissioner would be in violation of
Pennsylvania insurance law and would be subject to injunctive action requiring
disposition or seizure of the shares and prohibiting the voting of such shares,
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as well as other action determined by the Pennsylvania Insurance Commissioner.

In addition, many state insurance laws require prior notification to the
state insurance department of a change of control of a non-domiciliary
insurance company licensed to transact insurance in that state. While these
pre-notification statutes do not authorize the state insurance departments to
disapprove the change of control, they authorize regulatory action (including a
possible revocation of our authority to do business) in the affected state if
particular conditions exist such as undue market concentration. Any future
transactions that would constitute a change of control of us may require prior
notification in the states that have pre-acquisition notification laws.

Our articles of incorporation contain certain provisions that make more
difficult the acquisition of control of Penn-America Group, Inc. by means of a
tender offer, open market purchase, a proxy fight or otherwise. Other
provisions in the articles of incorporation that make it difficult to effect a
change of control include the authority of our board of directors to issue
series of preferred stock with such voting rights and other powers as the board
of directors may determine, and notice requirements in the bylaws relating to
nominations to the board of directors and to the raising of business matters at
stockholders' meetings.

Penn Independent Corporation currently owns approximately 40% of our
outstanding common stock and after this offering will own approximately 33% of
our outstanding common stock (approximately 32% if the underwriters'
over—allotment option is exercised in full). Penn Independent Corporation's
stock ownership and ability to nominate persons for election to our board of
directors provides Penn Independent Corporation with significant influence over
potential change of control transactions.

10

Finally, the board of directors has approved change in control and severance
compensation for certain of our key employees. In the event of a change in
control, as defined in the agreements, these individuals will receive .25 to 2
times their annual base salary to stay through such a change in control, and
..25 to 2 times their annual base salary as severance if they are terminated, as
defined in the agreements, due to a change in control. See "Certain
Transactions".

We have a significant number of shares eligible for future sale.

As of September 30, 2002, Penn Independent Corporation held 4,631,250 shares
of our common stock and option holders held options to purchase an aggregate
786,950 shares of our common stock. We cannot predict the effect, if any, that
future sales of our common stock by Penn Independent Corporation or option
holders, or the availability of shares of our common stock for future sale will
have on the market price of our common stock prevailing from time to time.
Sales of substantial amounts of our common stock in the public market following
the offering, or the perception that such sales could occur, could adversely
affect the market price of our common stock and may make it more difficult for
us to sell our equity securities in the future at a time and at a price which
we deem appropriate.
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11

FORWARD-LOOKING STATEMENTS

This prospectus and the documents incorporated by reference into this
prospectus contain "forward-looking statements" within the meaning of Section
27A of the Securities Act of 1933 and Section 21E of the Securities Exchange
Act of 1934. These statements include information with respect to our financial
condition, our results of operations and businesses and the expected impact of

this offering on our financial condition. Words such as "may," "will,"
"should," "could," "would," "predicts," "potential," "continue," "expects,"
"anticipates," "future," "intends," "plans," "believes," "estimates" and

similar expressions, as well as statements in future tense, identify
forward-looking statements.

These forward-looking statements are not guarantees of our future
performance and are subject to risks and uncertainties that could cause actual
results to differ materially from the results contemplated by the
forward-looking statements. See "Risk Factors" beginning on page 6.

The effects of these factors are difficult to predict. New factors emerge
from time to time, and we cannot assess the potential impact of any such factor
or the extent to which any factor, or combination of factors, may cause results
to differ materially from those contained in any forward-looking statement. Any
forward-looking statement speaks only as of the date of this prospectus. We do
not undertake any obligation to update any forward-looking statement to reflect
events or circumstances after the date of such statement or to reflect the
occurrence of unanticipated events.

In evaluating a potential investment in shares of our common stock, you
should carefully consider the discussion of these and other factors in the
section entitled "Risk Factors" on page 6.

USE OF PROCEEDS

We estimate that we will receive net proceeds of approximately $

million from our sale of common stock in this offering, or $ million if
the underwriters exercise their over-allotment option in full, assuming a
public offering price of $ per share, after deducting underwriting

discounts and commissions and our share of estimated offering expenses.

We intend to use the net proceeds of this offering to support our
operations, including contributing capital to our insurance subsidiaries and
capitalizing new insurance subsidiaries to support the growth of our business,
and for working capital and other general corporate purposes.

12

PRICE RANGE OF COMMON STOCK AND DIVIDEND POLICY

Our common stock is quoted on the New York Stock Exchange under the symbol
"PNG" and has been traded publicly since our initial public offering in October
1993. The following table sets forth the high and low closing sale prices per
share for our common stock as reported by the New York Stock Exchange and
dividends declared per share for the periods indicated. We have adjusted these
market prices and dividends paid to reflect the three-for-two split of our
common stock effected on May 9, 2002.
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Market

Dividend

Year Ended December 31, 2000

First QUATE O . ittt it ettt ettt e et et ettt ee e et $ 6.00
SeCcOonNd QUATLL T . i i it i it ettt et et et et et ettt e e e 6.50
Third QUATLET . it ittt e et e et e et e ettt e et aeeeeeenns 5.25
FoOUrth QUATL e e it it e e e e e e e e e e e e e e e e e ettt ee e 6.29
Year Ended December 31, 2001
FirsSt QUATE O . ittt it et e ettt et e ettt et e e $ 6.97
SeCconNd QUALL T . i i it ittt it e e et et et et et e e e e 7.00
Third QUATLET . i it ittt e et e it e et e et ettt aeeeeeenns 6.80
FoOUrth QUATL L e v it i e e e e e e e e e e e e et et e e et e ee e 7.03
Year Ended December 31, 2002
First QUATE O . ittt et et ettt et et ettt ee e et $10.43
SeCconNd QUATLL T . i i it i ittt et et ettt et et ettt e e e 11.40
Third QUATLET . it ittt et e it e et e et ettt e e aeeeeeenns 10.70
Fourth Quarter (through November 19, 2002).......... 9.45

.42
.75
.59
.59

.79
.67
.40
.00

.27
.45
.80
.60

$ .035
.035
.035
.035

$ .035
.035
.035
.035

$.03833
.03875
.03875
.03875

On November 19, 2002 the last reported sale price of our common stock on the
2002,
approximately 190 registered holders of record and approximately 1,000

New York Stock Exchange was $9.45 per share. As of February 1,

beneficial owners of our common stock.

there were

Our current policy is to pay quarterly cash dividends. The payment of
dividends is subject to the discretion of our board of directors and will
depend upon general business conditions and legal restrictions on payment of
dividends by our subsidiaries to us and other factors that our board of
directors deems relevant. See our risk factor on page 10, which discusses the
limits on our subsidiaries' ability to pay dividends to us, and page 24, which
discusses a potential contractual restriction on our ability to pay dividends.
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CAPITALIZATION

The following table sets forth our capitalization as of September 30, 2002:

on an actual basis; and

on an as adjusted basis to give effect to our sale of 2,600,000 shares of
common stock in this offering at an assumed public offering price of

$ per share and the application of the net proceeds,
deducting underwriting discounts and commissions and estimated offering
expenses; and to give effect to the issuance of $15 million of trust
preferred securities issued by Penn-America Statutory Trust I,

after

our
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wholly-owned business trust subsidiary. We expect this trust to issue
these securities on or about December 4, 2002. For more information, see
Liquidity and Capital Resources on page 24 and Note 7 to the Unaudited
Consolidated Financial Statements on F-11.

You should read this table in conjunction with our "Management's Discussion
and Analysis of Financial Condition and Results of Operations" and our
consolidated financial statements and related notes appearing elsewhere in this
prospectus.

Septemb
Actual
(in t
Company obligated mandatorily redeemable preferred securities of subsidiary trust holding
solely junior subordinated debentuUres. .. ...ttt ittt ettt ettt ettt S -
Stockholders' Equity
Preferred stock, $0.01 par value; 2,000,000 shares authorized, none issued............ -
Common stock, $0.01 par value; 20,000,000 shares authorized; 15,335,223 shares
issued; 11,585,223 shares outstanding (15,335,223 shares issued; 14,185,223 shares
outstanding, as adJusted) ...ttt ittt et e e e e e e e e e e e e 15
Additional paid In Capifal. .. ittt ittt ettt et ettt et e e e 71,52
Accumulated other comprehensSive INCOmME . ...ttt ittt ittt et ettt et aee e eeeaeeeeeeeens 6,84
Treasury stock at cost, 3,750,000 shares (1,150,000 shares, as adjusted).............. (24,16
OffiCers ! STOCK L OB S e it it it ittt et et et e e et et et e e e ettt ettt eeeeeeeeeeeeeeaeaeas (62
Retailned Earning S . v vttt it e ettt e e e ettt et e ettt e 36,54
Unearned compensation from restricted stock awards.........ui ittt iiiiineeeeennnneens (21
Total stockholders ' EgUIty ...ttt ittt ettt ettt ettt taeeeeeeeeeaaeaeeaeens 90,06
Total Capitalization. v e it ittt ittt ettt ettt teeeeeeeeaeeeeeeeeenanneeeenns $ 90,06

The table above excludes the following shares at September 30, 2002:

up to 390,000 shares of common stock that the underwriters may purchase
from us if they exercise their over-allotment option;

1,386,517 shares of common stock reserved for issuance under our stock
option plans, of which options to purchase 786,950 shares were outstanding
as of September 30, 2002, at a weighted average exercise price of $6.09
per share; and

288,014 shares of common stock reserved for issuance under our contingent
profit commission plan payable to our general agents.
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14

SELECTED CONSOLIDATED FINANCIAL DATA

You should read this summary information with the discussion in
"Management's Discussion and Analysis of Financial Condition and Results of
Operations" and our consolidated financial statements and related notes to
those financial statements included elsewhere in this prospectus. We derived
the selected consolidated financial data as of December 31, 1997 and 1998, and
for the years ended December 31, 1997 and 1998, from our Annual Reports on Form
10-K as of December 31, 1998 filed with the Securities and Exchange Commission.
We derived the selected consolidated financial data as of and for the years
ended December 31, 1999, 2000, and 2001 from our audited consolidated financial
statements included elsewhere in this prospectus and in our Annual Report on
Form 10-K/A for the period ended December 31, 2001 filed with the Securities
and Exchange Commission. See "Where You Can Find More Information." We derived
the selected consolidated financial data as of September 30, 2002 and 2001 and
for the nine months ended September 30, 2002 and 2001 from our unaudited
consolidated financial statements for those periods. The financial results for
the nine months ended September 30, 2002 and 2001 are not necessarily
indicative of the results that may be expected for any other interim period or
for a full year.

Nine months ended

September 30, Year ended December 31,
2002 2001 2001 2000 1999 19
(Unaudited) (Restated) (Restated) (Restated)

(dollars in thousands, except per share data)

Operating Data:

Premiums earned. .. ....oeeeeeeeeennnnnnns $ 80,922 $ 66,194 $ 88,934 $ 91,449 $ 85,677 $ 89
Net investment income.............co.... 8,796 8,516 11,339 10,454 9,537 10
Net realized investment gain (loss).... (173) (192) (1,178) (2,808) (110)

Total TEVENUES. . ittt eeeennnnneeeenns 89,545 74,518 99,095 99,095 95,104 100
Net income (lOSS) .t v veeneeeeeeeeeeennnn 6,565 3,512 4,940 (4,831) 1,410 8
Comprehensive income (loss)............ 10,304 6,014 7,254 (343) (5,000) 9
Diluted net income (loss) per share(l). 0.56 0.31 0.43 (0.42) 0.11

Cash dividends per share(l)............ $0.11583 $ 0.105 S 0.14 S 0.14 $ 0.1383 S 0.
Cash flow provided by operations(2).... 35,990 2,803 8,423 14,991 8,602 10

Insurance Performance Data:

Gross written premiums(3).............. $118,370 $ 70,965 $ 98,412 $109,791 $ 95,983 $ 95
Net written premiums(4) .........ccc.... 101,576 62,979 87,123 97,250 87,036 87
GAAP basis:
Loss ratio(5) cee e e ittt it 66.1 70.6 68.5 82.4 73.8
Expense ratio(6) .....ccviiiinn.. 32.5 33.9 34.6 34.0 34.5
Combined ratio(7) «ouee e enennnnn. 98.6 104.5 103.1 116.4 108.3
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Balance Sheet Data (at the end of the

period) :

Cash and investments..........eueueunen.. $229,100 s$184,329 $188,615 $178,675 $166,227 $182
Total ASSEeLS . it it ittt et eeeennaeeenns 298,878 242,322 248,115 239,486 217,782 230
Total stockholders' equity............. 90,0066 79,286 80,391 74,051 80,618 100
Total stockholders' equity per share(1l) 7.77 6.93 7.00 6.52 6.67

(1)Adjusted to reflect a three-for-two stock split of our common stock effected
on May 9, 2002.

(2)Cash flow provided by operations differs from net income (loss), due to the
fact that net income (loss) includes accruals for non-cash items as required
by GAAP and net realized investment gain (loss).

(3) The amount received or to be received for insurance policies written by us
during a specific period of time without reduction for acquisitions costs,
reinsurance costs or other deductions.

(4) The total of gross written premiums less the portion of such premiums ceded
to (reinsured by) other insurers during a specific period of time.

(5) The ratio of losses and loss adjustment expenses to premiums earned.

(6) The ratio of amortization of deferred policy acquisition costs and other
underwriting expenses to premiums earned.

(7) The addition of the loss ratio and expense ratio.

15

MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION
AND RESULTS OF OPERATIONS

The following discussion should be read in conjunction with our consolidated
financial statements and related notes included in those financial statements.
All per-share numbers in this prospectus reflect a three-for-two stock split
effected on May 9, 2002.

We recently resolved various accounting and disclosure comments from the
Securities and Exchange Commission ("SEC"). One of the comments addressed
related to the timing of the recording other-than-temporary ("OTT") declines in
the market value of certain equity securities. We agreed to amend our
accounting policy and record OTT write-downs on these securities for the
periods ended December 31, 2001, 2000 and 1999. This restatement affects net
income for each of these periods but has no effect on aggregate stockholders'
equity since the unrealized loss on these securities was already recorded in
Accumulated Other Income (Loss) in the Consolidated Balance Sheets and
Statements of Stockholders' Equity. This restatement resulted in an increase to
accumulated other comprehensive income of $2,014,000 and decrease to retained
earnings of the same amount as of December 31, 2001.

The table below shows a comparison of previously recorded and restated
amounts for total revenues, net income (loss) and net income (loss) per share
(basic and diluted) for the periods affected.
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For the years ended

December 31, 2001 December 31, 2000 December 31, 1999

Total revenuesS............. $99,718 $99,095 $100,572 $99,095 $96,055 $95,104
Net income (1l0oSS).......... 5,351 4,940 (3,8506) (4,831) 2,038 1,410
Net income (loss) per share
BasiC..eeeeeeeiiiin.. 0.47 0.43 (0.33) (0.42) 0.16 0.11
Diluted........vvvvn... 0.47 0.43 (0.33) (0.42) 0.16 0.11

This restatement had no effect on net income for the three and nine months
ended September 30, 2001. The effect of this restatement is reflected in the
Consolidated Balance Sheets and Consolidated Statements of Stockholders' Equity
for balances at December 31, 2001.

Results of Operations

Three Months Ended September 30, 2002 and 2001

Premiums earned were $30.7 million for the three months ended September 30,
2002 compared to $20.9 million for the three months ended September 30, 2001.
We previously announced that we were exiting both commercial automobile and
non-standard personal automobile lines of business. Premiums earned for these
exited lines of business decreased to $13,000 for the three months ended
September 30, 2002 compared to $812,000 for the three months ended September
30, 2001. Our core commercial lines premiums earned (excluding exited lines of
business) increased $10.6 million, or 52.4%, attributable to the increase in
net written premiums for the three months ended September 30, 2002 as compared
to the same period of 2001.

Gross written premiums increased 82.9% for the three months ended September
30, 2002 to $43.1 million compared to $23.6 million for the three months ended
September 30, 2001. This increase was attributable to rate increases, strong
growth in new business and higher average exposures per policy.

16

Ceded written premiums, the portion of gross written premiums reinsured by
other unaffiliated insurers, increased to $6.6 million for the three months
ended September 30, 2002 compared to $2.5 million for the three months ended
September 30, 2001. The increase in ceded written premiums was primarily due to
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growth in gross written premiums, and approximately a 50% increase in
reinsurance rates on our multiple-line excess of loss reinsurance treaty.

Net written premiums, which are gross written premiums less ceded written
premiums, increased 73.3% for the three months ended September 30, 2002 to
$36.5 million compared to $21.1 million for the three months ended September
30, 2001. The increase in net written premiums was consistent with the increase

in gross written premiums, but was partially offset by higher reinsurance costs.

Net investment income increased to $3.0 million for the three months ended
September 30, 2002 compared to $2.9 million for the same period last year,
primarily due to growth in average invested assets, which was partially offset
by a lower average investment yield on our fixed-income investments and lower
interest rates on the our overnight cash balances.

Net realized investment gain was $1.2 million for the three months ended
September 30, 2002 compared to $40,000 from the three months ended September
30, 2001. The net realized investment gain for the three months ended September
30, 2002 consisted of $2.3 million in net realized investment gain recognized
on the sale of certain of our fixed-income investments, partially offset by a
$1.1 million other-than-temporary impairment write-down on certain of our
common stock investments.

Losses and loss adjustment expenses increased 42.9% to $20.8 million for the
three months ended September 30, 2002 from $14.6 million for the three months
ended September 30, 2001. The loss ratio for the three months ended September
30, 2002 was 67.7 compared to 69.5 for the three months ended September 30,
2001. The loss ratio is calculated by dividing losses and loss adjustment
expenses by premiums earned. The improvement in the loss ratio was primarily
attributable to rate increases implemented in 2001 and 2002 and exiting of the
commercial automobile line of business, partially offset by an increase in the
severity of property claims.

Amortization of deferred policy acquisition costs ("ADAC") increased 51.8%
to $7.5 million for the three months ended September 30, 2002 from $5.0 million
for the three months ended September 30, 2001 primarily due to the growth in
premiums earned.

Other underwriting expenses increased 8.9% to $2.2 million for the three
months ended September 30, 2002 from $2.0 million for the three months ended
September 30, 2001. This increase is mainly attributable to increases in salary
and benefit expenses associated with the hiring of additional underwriting and
marketing personnel.

The overall GAAP combined ratio, which is the sum of the loss and expense
ratios, decreased to 99.4 for the three months ended September 30, 2002 from
102.8 for the three months ended September 30, 2001. This improvement was
primarily due to the decrease in the loss ratio to 67.7 in 2002 compared to
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69.5 in 2001. The expense ratio decreased to 31.7 for the three months ended
September 30, 2002 from 33.3 for the three months ended September 30, 2001. The
expense ratio is calculated by dividing the sum of ADAC and other underwriting
expenses by premiums earned. The GAAP combined ratio is a standard measure of
underwriting profitability used throughout the property and casualty insurance
industry. A ratio below 100.0 generally indicates profitable underwriting
results.

The factors described above resulted in net income for the three months
ended September 30, 2002 of $2.9 million or $0.25 per share (basic and diluted)
compared to net income of $1.6 million or $0.14 per basic and $0.13 per diluted
share for the three months ended September 30, 2001.

17

Nine Months Ended September 30, 2002 and 2001

Premiums earned were $80.9 million for the nine months ended September 30,
2002 compared to $66.2 million for the nine months ended September 30, 2001. We
previously announced that we were exiting both commercial automobile and
non-standard personal automobile lines of business. Premiums earned for these
exited lines of business decreased to $26,000 for the nine months ended
September 30, 2002 compared to $4.4 million for the nine months ended September
30, 2001. Our core commercial lines premiums earned (excluding exited lines of
business) increased $19.1 million, or 31.0%, attributable to the increase in
net written premiums for the nine months ended September 30, 2002 as compared
to the same period of 2001.

Gross written premiums increased 66.8% for the nine months ended September
30, 2002 to $118.4 million compared to $71.0 million for the nine months ended
September 30, 2001. This increase was attributable to rate increases, strong
growth in new business and higher average exposures per policy.

Ceded written premiums, the portion of gross written premiums reinsured by
other unaffiliated insurers, increased to $16.8 million for the nine months
ended September 30, 2002 compared to $8.0 million for the nine months ended
September 30, 2001. The increase in ceded written premiums was primarily due to
growth in gross written premiums, and approximately a 42% increase in
reinsurance rates on our multiple-line excess of loss reinsurance treaty.

Net written premiums, which are gross written premiums less ceded premiums,
increased 61.3% for the nine months ended September 30, 2002 to $101.6 million
compared to $63.0 million for the nine months ended September 30, 2001. The
increase in net written premiums was consistent with the increase in gross
written premiums, but was partially offset by higher reinsurance costs.
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Net investment income increased to $8.8 million for the nine months ended
September 30, 2002 compared to $8.5 million for the same period last year,
primarily due to growth in the average invested assets, which was partially
offset by a lower average investment yield on our fixed-income securities and
lower interest rates on our overnight cash balances.

Net realized investment loss was $0.2 million for the nine months ended
September 30, 2002 and 2001. The net realized loss for the current period
consisted of a $2.1 million other-than-temporary write-down on certain of our
preferred and common stocks, along with a loss on the sale of certain of our
common stocks of $0.3 million. This loss was partially offset by $2.3 million
in net realized investment gains on the sale of certain of our fixed-income
investments.

Losses and loss adjustment expenses increased 14.4% to $53.4 million for the
nine months ended September 30, 2002 from $46.7 million for the nine months
ended September 30, 2001. The loss ratio for the nine months ended September
30, 2002 was 66.1 compared to 70.6 for the nine months ended September 30,
2001. This improvement is attributable to rate increases implemented in 2001
and 2002 and exiting of the commercial automobile line of business, primarily
offset by an increase in the severity of property claims.

Amortization of deferred policy acquisition costs increased 18.0% to $20.3
million for the nine months ended September 30, 2002 from $17.2 million for the
nine months ended September 30, 2001 primarily due to the growth in premiums
earned. This increase was partially offset by a decline in the ratio of ADAC to
premiums earned of 25.1 for the nine months ended September 30, 2002 compared
to 26.0 for the nine months ended September 30, 2001. The improvement in this
ratio was attributable to us writing a larger portion of our business on a
non—-admitted basis, which is not subject to premium tax expense and has a lower
overall commission rate.

Other underwriting expenses increased 15.0% to $6.0 million for the nine
months ended September 30, 2002 from $5.2 million for the nine months ended
September 30, 2001. This increase is mainly attributable to increases in salary
and benefit expenses associated with the hiring of additional underwriting and
marketing personnel.
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The overall GAAP combined ratio decreased to 98.6 for the nine months ended
September 30, 2002, from 104.5 for the nine months ended September 30, 2001,
primarily due to the decrease in the loss ratio to 66.1 in 2002 compared to
70.6 in 2001. The expense ratio was 32.5 for the nine months ended September
30, 2002 and 33.9 for the nine months ended September 30, 2001.

The factors described above resulted in net income for the nine months ended
September 30, 2002 of $6.6 million or $0.57 per basic share and $0.56 per
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diluted share compared to net