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For purposes of the foregoing calculation only, which is required by Form 10-K, the Registrant has included in the
shares owned by affiliates those shares owned by directors and officers of the Registrant, and such inclusion shall not

be construed as an admission that any such person is an affiliate for any purpose.
k ok ok

DOCUMENTS INCORPORATED BY REFERENCE

Portions of the Registrant’s Definitive Proxy Statement for its 2018 Annual Meeting of Stockholders are incorporated
by reference into Part III of this report.
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Part .
Item 1. Business
Overview
Atlas Financial Holdings, Inc. (“Atlas” or “We” or “the Company”) is a financial services holding company whose
subsidiaries specialize in the underwriting of commercial automobile insurance policies, focusing on the “light”
commercial automobile sector. This sector includes taxi cabs, non-emergency para-transit, limousine, livery and
business auto. With roots dating back to 1925 selling insurance for taxi cabs, we are one of the oldest insurers of taxi
and livery businesses in the United States. This experience serves as the foundation of our hyper-focused specialty
insurance business that embraces continuous improvement, analytics and technology. The expanding segment of
commercially licensed drivers operating through transportation network companies (“TNC”) are included in the livery
product. Our goal is to be the preferred specialty insurance business in any geographic area where our value
proposition delivers benefit to all stakeholders.
We were originally formed as JJR VI, a Canadian capital pool company, on December 21, 2009 under the laws of
Ontario, Canada. On December 31, 2010, we completed a reverse merger wherein American Service Insurance
Company, Inc. (““American Service”) and American Country Insurance Company (“American Country”), in exchange for
the consideration set out below, were transferred to us by Kingsway America Inc. (“KAI”), a wholly owned subsidiary
of Kingsway Financial Services Inc. (“KFSI”), a Canadian public company whose shares are traded on the Toronto and
New York Stock Exchanges. Prior to the transaction, American Service and American Country were wholly owned
subsidiaries of KAI. American Country commenced operations in 1979. In 1983, American Service began as a
non-standard personal and commercial auto insurer writing business in the Chicago, Illinois area.
On December 31, 2010, following the reverse merger transaction described immediately hereafter, we filed a
Certificate of Registration by Way of Continuation in the Cayman Islands to re-domesticate as a Cayman Islands
company. In addition, on December 30, 2010 we filed a Certificate of Incorporation on Change of Name to change our
name to Atlas Financial Holdings, Inc. Our current organization is a result of a reverse merger transaction involving
the following companies:
(a)JJR VI, sponsored by JJR Capital, a Toronto based merchant bank;

American Insurance Acquisition Inc. (“American Acquisition”), a corporation formed under the laws of Delaware as
(b)a wholl d subsidi f KAI; and

y owned subsidiary o ; an

© Atlas Acquisition Corp., a Delaware corporation wholly-owned by JJR VI and formed for the purpose of merging

with and into American Acquisition.
In connection with the reverse merger transaction, KAI transferred 100% of the capital stock of each of American
Service and American Country to American Acquisition (another wholly owned subsidiary of KAI) in exchange for
C$35.1 million of common shares and $18.0 million of preferred shares of American Acquisition and promissory
notes worth C$7.7 million, aggregating C$60.8 million. In addition, American Acquisition raised C$8.0 million
through a private placement offering of subscription receipts to qualified investors in both the United States and
Canada at a price of C$6.00 per subscription receipt.
KAI received 4,601,621 restricted voting common shares of our company, then valued at $27.8 million, along with
18,000,000 non-voting preferred shares of our company, then valued at $18.0 million, and C$8.0 million cash for total
consideration of C$60.8 million in exchange for 100% of the outstanding shares of American Acquisition and full
payment of certain promissory notes. Investors in the American Acquisition private placement offering of subscription
receipts received 1,327,834 of our ordinary voting common shares, plus warrants to purchase one ordinary voting
common share of our company for each subscription receipt at C$6.00 at any time until December 31, 2013. Every 10
common shares of JJR VI held by the shareholders of JJR VI immediately prior to the reverse merger were, upon
consummation of the merger, consolidated into one ordinary voting common share of JJR VI. Upon re-domestication
in the Cayman Islands, these consolidated shares were then exchanged on a one-for-one basis for our ordinary voting
common shares.
In connection with the acquisition of American Service and American Country, we streamlined the operations of the
insurance subsidiaries to focus on the “light” commercial automobile lines of business we believe will produce favorable
underwriting results. During 2011 and 2012, we disposed of non-core assets and placed into run-off certain non-core
lines of business previously written by the insurance subsidiaries. Since disposing of these non-core assets and lines of
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business, our sole focus has been the underwriting of specialty commercial insurance for users of “light” vehicles in the
United States.

On December 7, 2012, a shareholder meeting was held where a one-for-three reverse stock split was unanimously
approved. When the reverse stock split took effect on January 29, 2013, it decreased the authorized and outstanding
ordinary voting common shares and restricted voting common shares at a ratio of one-for-three. The primary objective
of the reverse stock split was to increase the per share price of Atlas’ ordinary voting common shares to meet certain
listing requirements of the NASDAQ Capital Market. Unless otherwise noted, all historical share and per share values
in this Annual Report on Form 10-K reflect the one-for-three reverse stock split.
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On January 2, 2013 we acquired Camelot Services, Inc. (“Camelot Services”), a privately owned insurance holding
company, and its sole subsidiary, Gateway Insurance Company (“Gateway”), from an unaffiliated third party. This
transaction was contractually deemed effective as of January 1, 2013. Gateway provides specialized commercial
insurance products, including commercial automobile insurance to niche markets such as taxi, black car and sedan
service owners and operators. Gateway also wrote contractor’s workers’ compensation insurance, which we ceased
writing as part of the transaction. An indemnity reinsurance agreement was entered into pursuant to which 100% of
Gateway’s workers’ compensation business was ceded to a third party captive reinsurer funded by the seller as part of
the transaction.

Under the terms of the stock purchase agreement, the purchase price equaled the adjusted book value of Camelot
Services as of December 31, 2012, subject to certain pre and post-closing adjustments, including, among others, the
future development of Gateway’s actual claims reserves for certain lines of business and the utilization of certain
deferred tax assets over time. The total purchase price for all of Camelot Services’ outstanding shares was $14.3
million, consisting of a combination of cash and Atlas preferred shares. Consideration consisted of a $6.0 million
dividend paid by Gateway immediately prior to the closing, $2.0 million of Atlas preferred shares (consisting of a
total of 2,000,000 preferred shares) and $6.3 million in cash. Pursuant to the terms of the stock purchase agreement,
the Company issued an additional 940,500 preferred shares due to the favorable development of Gateway’s actual
claims reserves for certain lines of business during the first quarter of 2015. During the first quarter of 2016, the
Company canceled 401,940 preferred shares pursuant to the Gateway stock purchase agreement due to the
unfavorable development of Gateway’s actual claims reserves for certain lines of business. During the third quarter of
2016, the Company and the former owner of Camelot Services agreed to settle the additional consideration related to
future claims development and utilization of certain tax assets. Atlas redeemed all 2,538,560 of the remaining
preferred shares issued to the former owner of Gateway.

On February 11, 2013, an aggregate of 4,125,000 Atlas ordinary voting common shares were offered in Atlas’ initial
public offering in the United States. 1,500,000 ordinary voting common shares were offered by Atlas and 2,625,000
ordinary voting common shares were sold by KAI at a price of $5.85 per share. Atlas also granted the underwriters an
option to purchase up to an aggregate of 618,750 additional shares at the public offering price of $5.85 per share to
cover over-allotments, if any. On March 11, 2013, the underwriters exercised this option and purchased an additional
451,500 shares. After underwriting and other expenses, total proceeds of $9.8 million were realized on the issuance of
the shares. Since that time, Atlas’ shares have traded on the NASDAQ under the symbol “AFH.” The principal purposes
of the initial offering in the United States were to create a public market in the United States for Atlas’ ordinary voting
common shares and thereby enable future access to the public equity markets in the United States by Atlas and its
shareholders, and to obtain additional capital.

On June 5, 2013, Atlas delisted from the Toronto Stock Exchange.

On August 1, 2013, Atlas used the net proceeds from the U.S. initial public offering to partially fund the repurchase of
18,000,000 of its outstanding preferred shares owned by KAI for $16.2 million. These preferred shares had accrued
dividends on a cumulative basis at a rate of $0.045 per share per year (4.5%) and were convertible into 2,286,000
common shares at the option of the holder after December 31, 2015. These shares were redeemed in their entirety for
$0.90 for every dollar of outstanding face value plus accrued interest.

On May 13, 2014, an aggregate of 2,000,000 Atlas ordinary voting common shares were offered in a subsequent
public offering in the United States at a price of $12.50 per share. Atlas also granted the underwriters an option to
purchase up to an aggregate of 300,000 additional shares at the public offering price of $12.50 per share to cover
over-allotments, if any. On May 27, 2014, the underwriters exercised this option and purchased an additional 161,000
shares. After underwriting and other expenses, total proceeds of $25.0 million were realized on the issuance of the
shares. A portion of the net proceeds from the offering was used to support the acquisition of Anchor Holdings Group,
Inc. and its affiliated entities as described further below.

During the fourth quarter of 2014, Camelot Services was merged into American Acquisition.

On March 11, 2015, we acquired Anchor Holdings Group, Inc. (“Anchor Holdings”), a privately owned insurance
holding company, and its wholly owned subsidiary, Global Liberty Insurance Company of New York (“Global
Liberty”), along with its affiliated entities, Anchor Group Management Inc. (“Anchor Management”), Plainview
Premium Finance Company, Inc. (“Plainview Delaware”) and Plainview Delaware’s wholly owned subsidiary, Plainview
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Premium Finance Company of California, Inc. (“Plainview California”), and together with Anchor Holdings, Global
Liberty, Anchor Management, and Plainview Delaware, “Anchor,” from an unaffiliated third party for a total purchase
price of $23.2 million, consisting of a combination of cash and Atlas preferred shares that was approximately 1.3
times combined U.S. GAAP book value. Consideration consisted of approximately $19.2 million in cash and $4.0
million of Atlas preferred shares (consisting of a total of 4,000,000 preferred shares at $1.00 per preferred share).
Anchor provides specialized commercial insurance products, including commercial automobile insurance to niche
markets such as taxi, black car and sedan service owners and operators primarily in the New York market. During the
fourth quarter of 2016, the company canceled 4,000,000 preferred shares pursuant to the Anchor stock purchase
agreement due to unfavorable development of Global Liberty’s pre-acquisition claims reserves. Although the
re-issuance of preferred shares to the former owner of Anchor may be highly unlikely, the contingent consideration
terms of the Anchor stock purchase agreement will remain in effect for a period of five years from the date of
acquisition.
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Our core business is the underwriting of commercial automobile insurance policies, focusing on the “light” commercial
automobile sector, which is carried out through American Country, American Service, Gateway and Global Liberty
(collectively, our “Insurance Subsidiaries.”)

Competitive Strengths

Our value proposition is driven by our competitive strengths, which include the following:

Focus on niche commercial insurance business. We target niche markets that support adequate pricing. We believe
that we are able to adapt to changing market needs well in advance of our competitors through our strategic
commitment and operating scale. We develop and deliver superior specialty insurance products and services to meet
our customers' needs with a focus on innovation and the effective use of technology and analytics to deliver consistent
operating profit for the insurance businesses we own.

There are a limited number of competitors specializing in these lines of business. Management believes a strong value
proposition is very important to attract new business and can result in desirable retention levels as policies renew on
an annual basis.

Strong market presence with recognized brands and long-standing distribution relationships. Our Insurance
Subsidiaries have a long heritage as insurers of taxi, livery and para-transit businesses. All of our Insurance
Subsidiaries have strong brand recognition and long-standing distribution relationships in target markets. Our
understanding of the markets we serve remains current through regular interaction with our independent retail agents.
Our Insurance Subsidiaries are currently licensed in more states than those in which we have currently elected to do
business, and we routinely re-evaluate all markets to assess future potential opportunities and risks. There are also a
relatively limited number of agents who specialize in these lines of business. As a result, strategic relationships with
independent retail agents are important to ensure efficient distribution.

Sophisticated underwriting and claims handling experience. Atlas has extensive experience with respect to
underwriting and claims management in our specialty area of insurance. Our well-developed underwriting and claims
infrastructure includes an extensive data repository, proprietary technologies, deep market knowledge and established
market relationships. Analysis of the substantial data available through our operating companies drives our product
and pricing decisions. We believe our underwriting and claims handling experience provides enhanced risk selection,
high quality service to our customers and greater control over claims costs. We are committed to maintaining this
underwriting and claims handling experience as a core competency as our volume of business increases. In recent
years, we invested significantly in the use of machine learning based predictive analytics in both our underwriting and
claims areas to further leverage this heritage.

Scalable operations positioned for growth. Significant progress has been made in aligning our organization’s
infrastructure cost base to our expected revenue going forward. The core functions of our Insurance Subsidiaries were
integrated into a common operating platform. We believe that our Insurance Subsidiaries are well-positioned to
continue approaching proportionate market share of approximately 20% in all of the markets in which we operate with
better than industry level profitability from the efficient operating infrastructure established subsequent to Atlas’
acquisition of the companies. We are committed to evaluating, and where beneficial, deploy, new technologies and
analytics to maximize efficiency and scalability.

Experienced management team. We have a talented and experienced management team who have decades of
experience in the property and casualty insurance industry. Our senior management team has worked in the property
and casualty industry for an average of more than 25 years and with the Insurance Subsidiaries, directly or indirectly,
for an average of 15 years.

Strategic Focus

Vision

To always be the preferred specialty insurance business in any geographic areas where our value proposition delivers
benefit to all stakeholders.

Mission

To develop and deliver superior specialty insurance products and services to meet our customers’ needs with a focus
on innovation and the effective use of technology and analytics to deliver consistent operating profit for the insurance
businesses we own.
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We seek to achieve our vision and mission through the design, sophisticated pricing and efficient delivery of specialty
insurance products and services. Our understanding of the markets we serve will remain current through interaction
with our retail producers. Analysis of the substantial data available through our operating companies will drive
product and pricing decisions. We will focus on our key strengths and expand our geographic footprint, products and
services only to the extent that these activities support our Vision and Mission. We will target niche markets that

support adequate pricing and will be best able to adapt to changing market needs ahead of our competitors due to our
scale and strategic commitment.
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Outlook

Through infrastructure re-organization, dispositions and by placing certain lines of business into run-off, our
Insurance Subsidiaries have streamlined operations to focus on the lines of business we believe will leverage our core
competencies and produce favorable underwriting results. We have aligned the organization’s infrastructure cost base
to our expected revenue stream going forward. We integrated the core functions of our insurance businesses into a
common, best practice based, operating platform. Management believes that our insurance businesses are
well-positioned to continue to grow to proportionate market share of approximately 20% in all of the markets in which
we operate with better than industry level profitability. Our insurance businesses have a long heritage with respect to
our core lines of business and will benefit from the efficient operating infrastructure currently in place. Through its
Insurance Subsidiaries, Atlas actively wrote business in 42 states and the District of Columbia during 2017 utilizing
our well-developed underwriting and claims methodology.

We believe that the most significant opportunities going forward are: (i) continually managing our independent retail
agency and customer relationships, (ii) building business in previously untapped geographic markets to the extent that
they meet our specific criteria where our insurance businesses are licensed, but not active prior to Atlas’ acquisition of
these businesses, and (iii) opportunistically acquiring books of business or similar insurance companies, provided
market conditions support this activity. Primary potential risks related to these activities include: (i) insurance market
conditions becoming or remaining “soft” for a sustained period of time, (ii) not being able to achieve the expected
support from distribution partners, and (iii) the Insurance Subsidiaries not successfully maintaining appropriate ratings
from A.M. Best.

We seek to deploy our capital to maximize the return for our shareholders, either by investing in growing our
operations or by pursuing other capital initiatives, depending upon insurance and capital market conditions. We intend
to identify and prioritize market expansion opportunities based on the comparative strength of our value proposition
relative to competitors, the market opportunity and the legal and regulatory environment.

We intend to continue to grow profitably by undertaking the following:

Maintain legacy distribution relationships. We continue to build upon relationships with independent retail agents that
have been our Insurance Subsidiaries’ distribution partners for several years. We develop and maintain strategic
distribution relationships with a relatively small number of independent retail agents with substantial market presence
in each state in which we currently operate. We expect to continue to increase the distribution of our core products in
the states where we are actively writing insurance.

Expand our market presence. We are committed to diversification by leveraging our experience, historical data and
market research to expand our business into previously untapped markets to the extent incremental markets meet our
criteria. Utilizing our established brands and market relationships, we have grown in new states where we had no
active business in recent years. We will continue to expand into additional states or product lines where we are
licensed, but not currently active, to the extent that our market expansion criteria is met in a given state. In the
alternative, we will endeavor to quickly adjust our pricing and underwriting or reduce our exposure to potentially
underperforming products.

Acquire complementary books of business and insurance companies. We plan to opportunistically pursue acquisitions
of complementary books of business and insurance companies provided market conditions support this activity. We
will evaluate each acquisition opportunity based on its expected economic contribution to our results and support of
our market expansion initiatives. Our acquisitions of Gateway and Anchor are consistent with this aspect of our
strategy.

Market

Our primary target market is made up of small to mid-size taxi, limousine, other livery (including TNC
drivers/operators) and non-emergency para-transit operators. The “light” commercial automobile policies we underwrite
provide coverage for lightweight commercial vehicles typically with the minimum limits prescribed by statute,
municipal or other regulatory requirements. The majority of our policyholders are individual owners or small fleet
operators. In certain jurisdictions like Illinois, Louisiana, Nevada and New York, we have also been successful
working with larger operators who retain a meaningful amount of their own risk of loss through higher retentions,
self-insurance or self-funded captive insurance entity arrangements. In these cases, we provide support in the areas of
day-to-day policy administration and claims handling consistent with the value proposition we offer to all of our
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insureds, generally on a fee for service basis. We may also provide excess coverage above the levels of risk retained
by the insureds where a better than average loss ratio is expected. Through these arrangements, we are able to
effectively utilize the significant specialized operating infrastructure we maintain to generate revenue from business
segments that may otherwise be more price sensitive in the current market environment.

Gross premiums written from commercial automobile was $274.7 million, $223.8 million, and $207.8 million for the
years ended December 31, 2017, 2016, and 2015, respectively. As a percentage of the Insurance Subsidiaries’ overall
book of business, commercial auto gross premiums written represented 99.5%, 99.4%, and 99.3% of gross premiums
written for the years ended December 31, 2017, 2016, and 2015, respectively.

7

12



Edgar Filing: Atlas Financial Holdings, Inc. - Form 10-K

The “light” commercial automobile sector is a subset of the broader commercial automobile insurance industry segment,
which over the long term has been historically profitable. In more recent years the commercial automobile insurance
industry has seen profitability pressure within certain segments, however, it has outperformed the overall P&C
industry generally over the past fifteen years based on data compiled by A.M. Best Aggregates & Averages. Data
compiled by SNL Financial also indicates that for 2016 the total market for commercial automobile liability insurance
was approximately $33.1 billion. The size of the commercial automobile insurance market can be affected
significantly by many factors, such as the underwriting capacity and underwriting criteria of automobile insurance
carriers and general economic conditions. Historically, the commercial automobile insurance market has been
characterized by periods of excess underwriting capacity and increased price competition followed by periods of
reduced underwriting capacity and higher premium rates.

We believe that there is a positive correlation between the economy and commercial automobile insurance in general.
Operators of “light” commercial automobiles may be less likely than other business segments within the commercial
automobile insurance market to take vehicles out of service, as their businesses and business reputations rely heavily
on availability. With respect to certain business lines such as the taxi line, there are also other factors such as the cost
and limited supply of medallions, which may discourage a policyholder from taking vehicles out of service in the face
of reduced demand for the use of the vehicle. The significant expansion of TNC has resulted in a reduction in taxi
vehicles available to insure; however, we believe that the aforementioned factor relating to medallion values has
mitigated the overall decline. Market research also suggests that the combined addressable markets between
traditional taxi, livery and TNC companies expanded during this period.

Currently, we distribute our products only in the United States. Through our Insurance Subsidiaries, we are licensed to
write P&C insurance in 49 states plus the District of Columbia in the United States. The following table reflects, in
percentages, the principal geographic distribution of gross premiums written for the year ended December 31, 2017.
No other jurisdiction accounted for more than 5%.

Distribution of

Gross Premiums

Written by

Jurisdiction

New York 36.0%

California 15.3%

Mlinois  5.7%

The diagram below outlines the states where we are focused on actively writing new insurance policies and where we
believe the comparative strength of our value proposition, the market opportunity, and the legal and regulatory
environment are favorable (the blue states in the below diagram).

8
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Agency Relationships

Independent retail agents are recruited by us directly utilizing marketing efforts targeting the specialty niche upon
which we focus. Interested agents are evaluated based on their experience, expertise and ethical dealing. Typically,
our Company enters into distribution relationships with approximately one out of every ten agents seeking an agency
contract. We do not provide exclusive territories to our independent retail agents, nor do we expect to be their only
insurance market. We are generally interested in acting as one of a relatively small number of insurance partners with
whom our independent retail agents place business and are also careful not to oversaturate the distribution channel in
any given geographic market. This helps to ensure that we are able to receive the maximum number of submissions
for underwriting evaluation without unnecessary downstream pressure from agents to write business that does not fit
our underwriting model.

Agents receive commission as a percentage of premiums (generally 10%) as their primary compensation from us.
Larger agents may also be eligible for profit sharing based on the growth and underwriting profitability related to their
book of business with us. The quality of business presented and written by each independent retail agent is evaluated
regularly by our underwriters and is also reviewed quarterly by senior management. Key metrics for evaluation
include overall accuracy and adequacy of underwriting information, performance relative to agreed commitments,
support with respect to claims presented by their customers (as applicable) and overall underwriting profitability of
the agent’s book of business. While we rely on our independent retail agents for distribution and customer support,
underwriting and claims handling responsibilities are retained by us. Many of our agents have had direct relationships
with our Insurance Subsidiaries for a number of years.

Seasonality

Our P&C insurance business is seasonal in nature. Our ability to generate written premium is also impacted by the
timing of policy effective periods in the states in which we operate while our net premiums earned generally follow a
relatively smooth trend from quarter to quarter. Also, our gross premiums written are impacted by certain common
renewal dates in larger metropolitan markets for the light commercial risks that represent our core lines of business.
For example, January 1%t and March 15t are common taxi cab renewal dates in Illinois and New York, respectively.
Additionally, we implemented our New York “excess taxi program” in the third quarter of 2012, which has an annual
renewal date in the third quarter. Net underwriting income is driven mainly by the timing and nature of claims, which
can vary widely.

Competition

The insurance industry is price competitive in all markets in which the Insurance Subsidiaries operate. Our Company
strives to employ disciplined underwriting practices with the objective of rejecting underpriced risks.

Our Company competes on a number of factors such as brand and distribution strength, pricing, agency relationships,
policy support, claims service, and market reputation. In our core commercial automobile lines, the primary offerings
are policies at the minimum prescribed limits in each state, as established by statutory, municipal and other
regulations. We believe our Company differentiates itself from many larger companies competing for this specialty
business by exclusively focusing on these lines of insurance. We believe our exclusive focus results in the deployment
of underwriting and claims professionals who are more familiar with issues common in specialty insurance
businesses, and provides our customers with better service. We leverage machine learning based predictive analytics
and other technologies, such as telematics, to further differentiate ourselves from our competitors.

Our competitors generally fall into two categories. The first is made up of large generalist insurers who often sell their
products to our niche through intermediaries such as managing general agents or wholesalers. The second consists
primarily of smaller local insurance companies. These smaller companies may focus primarily on one or more of our
niche markets. Or, as is typical in the majority of geographic areas where we compete, they have a broader focus,
often writing a significant amount of non-standard lines of business.

To compete successfully in the specialty insurance industry, we rely on our ability to: identify markets that are most
likely to produce an underwriting profit; operate with a disciplined underwriting approach; offer diversified products
and geographic platforms; practice effective claims management; reserve appropriately for unpaid claims and claims
adjustment expenses; strives for cost containment through economies of scale where deemed appropriate; and, provide
services and competitive commissions to our independent agents.
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Regulation

We are subject to extensive regulation, particularly at the state level. The method, extent and substance of such
regulation varies by state, but generally has its source in statutes and regulations that establish standards and
requirements for conducting the business of insurance and that delegate regulatory authority to state insurance
regulatory agencies. Insurance companies can also be subject to so-called “desk drawer rules” of state insurance
regulators, which are regulatory rules or best practices that have not been codified or formally adopted through
regulatory proceedings. In general, such regulation is intended for the protection of those who purchase or use
insurance products issued by our Insurance Subsidiaries, not the holders of securities issued by us. These laws and
regulations have a significant impact on our business and relate to a wide variety of matters including accounting
methods, agent and company licensure, claims procedures, corporate governance, examinations, investing practices,
policy forms, pricing, trade practices, reserve adequacy and underwriting standards.

In recent years, the state insurance regulatory framework has come under increased federal scrutiny. Most recently,
pursuant to the Dodd-Frank Regulatory Reform Act of 2010, the Federal Insurance Office was formed for the purpose
of, among other things, examining and evaluating the effectiveness of the current insurance and reinsurance regulatory
framework. In addition, state legislators and insurance regulators continue to examine the appropriate nature and
scope of state insurance regulation.

Many state laws require insurers to file insurance policy forms and/or insurance premium rates and underwriting rules
with state insurance regulators. In some states, such rates, forms and/or rules must be approved prior to use. While
these requirements vary from state to state, generally speaking, regulators review premium rates to ensure they are not
excessive, inadequate or unfairly discriminatory.

As a result, the speed with which an insurer can change prices in response to competition or increased costs depends,
in part, on whether the premium rate laws and regulations (i) require prior approval of the premium rates to be
charged, (ii) permit the insurer to file and use the forms, rates and rules immediately, subject to further review, or (iii)
permit the insurer to immediately use the forms, rates and/or rules and to subsequently file them with the regulator.
When state laws and regulations significantly restrict both underwriting and pricing, it can become more difficult for
an insurer to make adjustments quickly in response to changes, which could affect profitability. Historical results and
actuarial work related thereto are often required to support rate changes and may limit the magnitude of such changes
in a given period.

Insurance companies are required to report their financial condition and results of operations in accordance with
statutory accounting principles prescribed or permitted by state insurance laws and regulations and the National
Association of Insurance Commissioners (the “NAIC”). As a result, industry data is available that enables comparisons
between insurance companies, including competitors who are not subject to the requirement to prepare financial
statements in conformity with accounting principles generally accepted in the United States of America (“U.S. GAAP”).
We frequently use industry publications containing statutory financial information to assess our competitive position.
State insurance laws and regulations also prescribe the form and content of statutory financial statements, require the
performance of periodic financial examinations of insurers, establish standards for the types and amounts of
investments insurers may hold and require minimum capital and surplus levels. Additional requirements include
risk-based capital (“RBC”) rules, thresholds intended to enable state insurance regulators to assess the level of risk
inherent in an insurance company’s business and consider items such as asset risk, credit risk, underwriting risk and
other business risks relevant to its operations. In accordance with RBC formulas, a company’s RBC requirements are
calculated and compared to its total adjusted capital to determine whether regulatory intervention is warranted. As of
December 31, 2017, the total adjusted capital of each of our Insurance Subsidiaries exceeded the minimum levels
required under RBC requirements.

It is difficult to predict what specific measures at the state or federal level will be adopted or what effect any such
measures would have on us or our Insurance Subsidiaries.
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Employees

As of December 31, 2017, we had 264 full-time employees, 173 of whom work at the corporate headquarters in
Schaumburg, Illinois, 8 of whom work in St. Louis, 70 of whom work in New York, 6 of whom work in Arizona and
7 of whom work remotely. The Corporate and Other category includes executive, information technology, business
analytics and actuarial, finance and human resources. The Claims category includes in-house legal.

Available Information about Atlas

The address of our registered office is Cricket Square, Hutchins Drive, PO Box 2681, Grand Cayman, KY1-1111,
Cayman Islands. Our operating headquarters are located at 953 American Lane, 3rd Floor, Schaumburg, Illinois
60173, USA. We maintain a website at http://www.atlas-fin.com. Information on our website or any other website
does not constitute a part of this Annual Report on Form 10-K. Atlas files with the Securities and Exchange
Commission (the “SEC”) and makes available free of charge on its website the Annual Report on Form 10-K, Quarterly
Reports on Form10-Q, Current Reports on Form 8-K and amendments to those reports filed or furnished pursuant to
Section 13(a) or 15(d) of the Exchange Act (15 U.S.C. 78m(a) or 780(d)) as soon as reasonably practicable after those
reports are electronically filed with, or furnished to, the SEC. To access these filings, go to the company website,
using the “Investor Relations” heading. These reports are also available on the SEC’s website at http://www.sec.gov.
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Item 1A. Risk Factors

You should read the following risk factors carefully in connection with evaluating our business and the
forward-looking information contained in this Annual Report on Form 10-K. Any of the following risks could
materially and adversely affect our business, operating results, financial condition and the actual outcome of matters
as to which forward-looking statements are made in this Annual Report on Form 10-K. While we believe we have
identified and discussed below the key risk factors affecting our business, there may be additional risks and
uncertainties that are not presently known or that are not currently believed to be significant that may adversely affect
our business, operating results or financial condition in the future.

Reserve and Exposure Risks

The Insurance Subsidiaries’ provisions for unpaid claims and claims adjustment expenses may be inadequate, which
would result in a reduction in our net income and might adversely affect our financial condition.

Our success depends upon our ability to accurately assess and price the risks covered by the insurance policies that we
write. We establish reserves to cover our estimated liability for the payment of claims and expenses related to the
administration of claims incurred on the insurance policies we write. Establishing an appropriate level of reserves is
an inherently uncertain process. Our provisions for unpaid claims and claims adjustment expenses do not represent an
exact calculation of actual liability, but are estimates involving actuarial and statistical projections at a given point in
time of what we expect to be the cost of the ultimate settlement and administration of known and unknown claims.
The process for establishing the provision for unpaid claims and claims adjustment expenses reflects the uncertainties
and significant judgmental factors inherent in estimating future results of both known and unknown claims, and as
such, the process is inherently complex and imprecise. We utilize third party actuarial firms to assist us in estimating
the provision for unpaid claims and claims adjustment expenses. These estimates are based upon various factors,
including:

actuarial and statistical projections of the cost of settlement and administration of claims reflecting facts and
circumstances then known;

historical claims information;

assessments of currently available data;

estimates of future trends in claims severity and frequency;

judicial theories of liability;

economic factors such as inflation;

estimates and assumptions regarding judicial and legislative trends, and actions such as class action lawsuits and
judicial interpretation of coverages or policy exclusions; and

the level of insurance fraud.

Most or all of these factors are not directly quantifiable, particularly on a prospective basis, and the effects of these
and unforeseen factors could negatively impact our ability to accurately assess the risks of the policies that we write.
In addition, there may be significant reporting lags between the occurrence of the insured event and the time it is
actually reported to the insurer and additional lags between the time of reporting and final settlement of claims.
Unfavorable development in any of these factors could cause the level of reserves to be inadequate. The following
factors may have a substantial impact on future claims incurred:

the amounts of claims payments;

the expenses that the Insurance Subsidiaries incur in resolving claims;

{egislative and judicial developments; and

changes in economic conditions, including inflation.

As time passes and more information about the claims becomes known, the estimates are adjusted upward or
downward to reflect this additional information. Because of the elements of uncertainty encompassed in this
estimation process, and the extended time it can take to settle many of the more substantial claims, several years of
experience may be required before a meaningful comparison can be made between actual claim costs and the original
provision for unpaid claims and claims adjustment expenses. The development of the provision for unpaid claims and
claims adjustment expenses is shown by the difference between estimates of claims liabilities as of the initial year end
and the re-estimated liability at each subsequent year end. Favorable development (reserve redundancy) means that the
original claims estimates were higher than subsequently determined or re-estimated. Unfavorable development

18



Edgar Filing: Atlas Financial Holdings, Inc. - Form 10-K

(reserve deficiency) means that the original claims estimates were lower than subsequently determined or
re-estimated.
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Government regulators could require that we increase reserves if they determine that provisions for unpaid claims are
understated. Increases to the provision for unpaid claims and claims adjustment expenses cause a reduction in our
Insurance Subsidiaries’ surplus which could cause a downgrading of our Insurance Subsidiaries’ ratings. Any such
downgrade could, in turn, adversely affect their ability to sell insurance policies.

For the companies that we acquired or will acquire, the provisions for unpaid claims and claims adjustment expenses
may be inadequate at the time of purchase, which would result in a reduction in our net income and might adversely
affect our financial condition.

We cannot guarantee that the provisions for unpaid claims and claims adjustment expenses of the companies that we
acquired are or will be adequate. We became or will become responsible for the historical claims reserves established
by the acquired company’s management upon completion of acquisitions. While the stock purchase agreement
provides for certain protections in this regard, there can be no assurances they will be sufficient to offset any adverse
development to the acquired company’s historical claims reserves. Any unfavorable development in an acquired
company’s claims reserves would reduce our net income and have an adverse effect on our financial position to the
extent it exceeds the protections provided for in the stock purchase agreement related to each acquisition.

Our success depends on our ability to accurately price the risks we underwrite.

Our results of operations and financial condition depend on our ability to underwrite and set premium rates accurately
for a wide variety of risks. Adequate rates are necessary to generate premiums sufficient to pay claims, claims
adjustment expenses and underwriting expenses and to earn a profit. To price our products accurately, we must collect
and properly analyze a substantial amount of data; develop, test and apply appropriate pricing techniques; closely
monitor and timely recognize changes in trends; and project both severity and frequency of claims with reasonable
accuracy. Our ability to undertake these efforts successfully, and as a result price our products accurately, is subject to
a number of risks and uncertainties, some of which are outside our control, including:

the availability of sufficient reliable data and our ability to properly analyze available data;

the uncertainties that inherently characterize estimates and assumptions;

underlying trends or changes affecting risk and loss costs;

our selection and application of appropriate pricing techniques; and

changes in applicable legal liability standards and in the civil litigation system generally.

Consequently, we could underprice risks, which would adversely affect our profit margins, or we could overprice
risks, which could reduce our sales volume and competitiveness. In either case, our profitability could be materially
and adversely affected.

Our Insurance Subsidiaries rely on independent agents and other producers to bind insurance policies on and to collect
premiums from our policyholders, which exposes us to risks that our producers fail to meet their obligations to us.
Our Insurance Subsidiaries market and distribute automobile insurance products through a network of independent
agents and other producers in the United States. We rely, and will continue to rely, heavily on these producers to
attract new business. Independent producers generally have the ability to bind insurance policies and collect premiums
on our behalf, actions over which we have a limited ability to exercise preventative control. In the event that an
independent agent exceeds their authority by binding us on a risk that does not comply with our underwriting
guidelines, we may be at risk for that policy until we effect a cancellation. Any improper use of such authority may
result in claims that could have a material adverse effect on our business, results of operations and financial condition.
In addition, in accordance with industry practice, policyholders often pay the premiums for their policies to producers
for payment to us. These premiums may be considered paid when received by the producer, and thereafter, the
customer is no longer liable to us for those amounts, whether or not we have actually received these premium
payments from the producer. Consequently, we assume a degree of risk associated with our reliance on independent
agents in connection with the settlement of insurance premium balances.
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Our Insurance Subsidiaries may be unable to mitigate their risk or increase their underwriting capacity through
reinsurance arrangements, which could adversely affect our business, financial condition and results of operations. If
reinsurance rates rise significantly or reinsurance becomes unavailable or reinsurers are unable to pay our claims, we
may be adversely affected.

In order to reduce underwriting risk and increase underwriting capacity, our Insurance Subsidiaries transfer portions of
our insurance risk to other insurers through reinsurance contracts. We generally purchase reinsurance from third
parties in order to reduce our liability on individual risks. Reinsurance does not relieve us of our primary liability to
our Insurance Subsidiaries’ insureds. During the year ended December 31, 2017, we had ceded premiums written of
$44.8 million to our reinsurers. The availability, cost and structure of reinsurance protection are subject to prevailing
market conditions that are outside of our control and which may affect our level of business and profitability. Our
ability to provide insurance at competitive premium rates and coverage limits on a continuing basis depends in part
upon the extent to which we can obtain adequate reinsurance in amounts and at rates that will not adversely affect our
competitive position. There are no assurances that we will be able to maintain our current reinsurance facilities, which
generally are subject to annual renewal. If we are unable to renew any of these facilities upon their expiration or to
obtain other reinsurance facilities in adequate amounts and at favorable rates, we may need to modify our
underwriting practices or reduce our underwriting commitments, which could adversely affect our results of
operations.

Our Insurance Subsidiaries are subject to credit risk with respect to the obligations of reinsurers and certain of our
insureds. The inability of our risk sharing partners to meet their obligations could adversely affect our profitability.
Although the reinsurers are liable to us to the extent of risk ceded to them, we remain ultimately liable to
policyholders on all risks, even those reinsured. As a result, ceded reinsurance arrangements do not limit our ultimate
obligations to policyholders to pay claims. We are subject to credit risks with respect to the financial strength of our
reinsurers. We are also subject to the risk that their reinsurers may dispute their obligations to pay our claims. As a
result, we may not recover sufficient amounts for claims that we submit to reinsurers, if at all. As of December 31,
2017, we had an aggregate of $61.4 million of reinsurance recoverables, of which $60.9 million were unsecured. In
addition, our reinsurance agreements are subject to specified limits, and we would not have reinsurance coverage to
the extent that those limits are exceeded.

With respect to insurance programs, the Insurance Subsidiaries are subject to credit risk with respect to the payment of
claims and on the portion of risk exposure either ceded to captives established by their clients or deductibles retained
by their clients. No assurance can be given regarding the future ability of these entities to meet their obligations. The
inability of our risk sharing partners to meet their obligations could adversely affect our profitability.

The exclusions and limitations in our policies may not be enforceable.

Many of the policies we issue include exclusions or other conditions that define and limit coverage, which exclusions
and conditions are designed to manage our exposure to certain types of risks and expanding theories of legal liability.
In addition, many of our policies limit the period during which a policyholder may bring a claim under the policy,
which period in many cases is shorter than the statutory period under which these claims can be brought by our
policyholders. While these exclusions and limitations help us assess and control our claims exposure, it is possible that
a court or regulatory authority could nullify or void an exclusion or limitation, or legislation could be enacted
modifying or barring the use of these exclusions and limitations. This could result in higher than anticipated claims
and claims adjustment expenses by extending coverage beyond our underwriting intent or increasing the number or
size of claims, which could have a material adverse effect on our operating results. In some instances, these changes
may not become apparent until some time after we have issued the insurance policies that are affected by the changes.
As a result, the full extent of liability under our insurance contracts may not be known for many years after a policy is
issued.

The occurrence of severe catastrophic events may have a material adverse effect on our financial results and financial
condition.

Although our business strategy generally precludes us from writing significant amounts of catastrophe exposed
business, most property and casualty insurance contains some exposure to catastrophic claims. We have only limited
exposure to natural and man-made disasters, such as hurricane, typhoon, windstorm, flood, earthquake, acts of war,
acts of terrorism and political instability. While we carefully manage our aggregate exposure to catastrophes,
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modeling errors and the incidence and severity of catastrophes, such as hurricanes, windstorms and large-scale
terrorist attacks are inherently unpredictable, and our claims from catastrophes could be substantial. In addition, it is
possible that we may experience an unusual frequency of smaller claims in a particular period. In either case, the
consequences could be substantial volatility in our financial condition or results of operations for any fiscal quarter or
year, which could have a material adverse effect on our ability to write new business. These claims could deplete our
shareholders’ equity. Increases in the values and geographic concentrations of insured property and the effects of
inflation have resulted in increased severity of industry claims from catastrophic events in recent years, and we expect
that those factors will increase the severity of catastrophe claims in the future. It is also possible that catastrophic
claims could have an impact on our investment portfolio.
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The risk models we use to quantify catastrophe exposures and risk accumulations may prove inadequate in predicting
all outcomes from potential catastrophe events.

We rely on widely accepted and industry-recognized catastrophe risk modeling, primarily in conjunction with our
reinsurance partners, to help us quantify our aggregate exposure to any one event. As with any model of physical
systems, particularly those with low frequencies of occurrence and potentially high severity of outcomes, the accuracy
of the model’s predictions is largely dependent on the accuracy and quality of the data provided in the underwriting
process and the judgments of our employees and other industry professionals. These models do not anticipate all
potential perils or events that could result in a catastrophic loss to us. Furthermore, it is often difficult for models to
anticipate and incorporate events that have not been experienced during or as a result of prior catastrophes.
Accordingly, it is possible for us to be subject to events or contingencies that have not been anticipated by our
catastrophe risk models and which could have a material adverse effect on our reserves and results of operations.
Financial Risks

We are a holding company dependent on the results of operations of our subsidiaries and their ability to pay dividends
and other distributions to us.

Atlas is a holding company with no significant operations of its own and a legal entity separate and distinct from our
Insurance Subsidiaries. As a result, our only sources of income are dividends and other distributions from our
Insurance Subsidiaries. We will be limited by the earnings of those subsidiaries, and the distribution or other payment
of such earnings to them in the form of dividends, loans, advances or the reimbursement of expenses. The payment of
dividends, the making of loans and advances or the reimbursement of expenses by our Insurance Subsidiaries is
contingent upon the earnings of those subsidiaries and is subject to various business considerations and various
statutory and regulatory restrictions imposed by the insurance laws of the domiciliary jurisdiction of such subsidiaries.
In the states of domicile of our Insurance Subsidiaries, dividends may only be paid out of earned surplus and cannot
be paid when the surplus of the company fails to meet minimum requirements or when payment of the dividend or
distribution would reduce its surplus to less than the minimum amount. The state insurance regulator must be notified
in advance of the payment of an extraordinary dividend and be given the opportunity to disapprove any such dividend.
Prior to entering into any loan or certain other agreements between one or more of our Insurance Subsidiaries and
Atlas or our other affiliates, advance notice must be provided to the state insurance regulator, and the insurance
regulator has the opportunity to disapprove such loan or agreement. Additionally, insurance regulators have broad
powers to prevent reduction of statutory capital and surplus to inadequate levels and could refuse to permit the
payment of dividends calculated under any applicable formula. As a result, we may not be able to receive dividends or
other distributions from our Insurance Subsidiaries at times and in amounts necessary to meet our operating needs, to
pay dividends to shareholders or to pay corporate expenses. The inability of our Insurance Subsidiaries to pay
dividends or make other distributions could have a material adverse effect on our business and financial condition.
Our Insurance Subsidiaries are subject to minimum capital and surplus requirements. Failure to meet these
requirements may subject us to regulatory action.

Atlas’ Insurance Subsidiaries are subject to minimum capital and surplus requirements imposed under laws of the
states in which the companies are domiciled as well as in the states where we conduct business. Any failure by one of
our Insurance Subsidiaries to meet minimum capital and surplus requirements imposed by applicable state law may
subject it to corrective action, which may include requiring adoption of a comprehensive financial plan, revocation of
its license to sell insurance products or placing the subsidiary under state regulatory control. Any new minimum
capital and surplus requirements adopted in the future may require us to increase the capital and surplus of our
Insurance Subsidiaries, which we may not be able to do.

We are subject to assessments and other surcharges from state guaranty funds and mandatory state insurance facilities,
which may reduce our profitability.

Virtually all states require insurers licensed to do business therein to bear a portion of contingent and incurred claims
handling expenses and the unfunded amount of “covered” claims and unearned premium obligations of impaired or
insolvent insurance companies, either up to the policy’s limit, the applicable guaranty fund covered claims obligation
cap, or 100% of statutorily defined workers’ compensation benefits, subject to applicable deductibles. These
obligations are funded by assessments, made on a retrospective, prospective or pre-funded basis, which are levied by
guaranty associations within the state, up to prescribed limits (typically 2% of “net direct written premium”), on all
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member insurers in the state on the basis of the proportionate share of the premiums written by member insurers in
certain covered lines of business in which the impaired, insolvent or failed insurer was engaged. Accordingly, the total
amount of assessments levied on us by the states in which we are licensed to write insurance may increase as we
increase our premiums written. In addition, as a condition to the ability to conduct business in certain states (and
within the jurisdiction of some local governments), insurance companies are subject to or required to participate in
various premium or claims based insurance-related assessments, including mandatory (a/k/a “involuntary”) insurance
pools, underwriting associations, workers’ compensation second-injury funds, reinsurance funds, and other state
insurance facilities. Although we may be entitled to take premium tax credit (or offsets), recover policy surcharges or
include assessments in future premium rate structures for payments we make under these facilities, the effect of these
assessments and insurance-related arrangements, or changes in them, could reduce our profitability in any given
period or limit our ability to grow our business.
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Market fluctuations, changes in interest rates or a need to generate liquidity could have significant and negative effects
on our investment portfolio. We may not be able to realize our investment objectives, which could significantly reduce
our net income.

We depend on income from our securities portfolio for a substantial portion of our earnings. Investment returns are an
important part of our overall profitability. A significant decline in investment yields in the securities portfolio or an
impairment of securities owned could have a material adverse effect on our business, results of operations and
financial condition. We currently maintain and intend to continue to maintain a securities portfolio comprised
primarily of investment grade fixed income securities. Despite the Company’s best efforts, we cannot predict which
industry sectors or specific investments in which we maintain investments may suffer losses as a result of potential
declines in commercial and economic activity. Accordingly, adverse fluctuations in the fixed income or equity
markets could adversely impact profitability, financial condition or cash flows. If we are forced to sell portfolio
securities that have unrealized losses for liquidity purposes rather than holding them to maturity or recovery, we
would realize investment losses on those securities when that determination was made. We could also experience a
loss of principal in fixed and non-fixed income investments. In addition, certain of our investments, including our
investments in limited partnerships owning income producing properties, are illiquid and difficult to value.

Our ability to achieve our investment objectives is affected by general economic conditions that are beyond our
control. General economic conditions can adversely affect the markets for interest rate sensitive securities, including
liquidity in such markets, the level and volatility of interest rates and, consequently, the value of fixed maturity
securities. U.S. and global markets have experienced periods of volatility since mid-2007. Initiatives taken by the U.S.
and foreign governments have helped to stabilize the financial markets and restore liquidity to the banking system and
credit markets. In addition, markets in the United States and around the world experienced volatility in 2011 due, in
part, to sovereign debt downgrades. If market conditions were to deteriorate, our investment portfolio could be
adversely affected.

Difficult conditions in the economy generally may materially and adversely affect our business, results of operations
and statement of financial position, and these conditions may not improve in the near future.

Current market conditions and the potential for instability in the global financial markets present additional risks and
uncertainties for our business. In particular, deterioration in the public debt markets could lead to additional
investment losses and an erosion of capital as a result of a reduction in the fair value of investment securities.

Since 2007, the market has experienced the severe downturn associated with mortgage backed securities, and the
follow-on impact to the broader financial sector. This environment created significant unrealized losses in our
securities portfolio at certain stages in 2009. Since then, there have been periods of uncertainty for many reasons,
including concerns about the credit-worthiness of countries within the European Union, uncertainty about the strength
of the Chinese economy, the United Kingdom European Union membership referendum (the “Brexit vote”) and the
recent rapid rise in U.S. Treasury yields.

Risks from these events, or other currently unknown events could lead to worsening economic conditions, widening of
credit spreads or bankruptcies which could negatively impact the financial position of the company.

Atlas’ portfolio is managed by an SEC registered investment advisor specializing in the management of insurance
company portfolios. We and our investment manager consider these issues in connection with current asset allocation
decisions with the object of avoiding them going forward. However, depending on market conditions going forward,
we could again incur substantial realized and additional unrealized losses in future periods, which could have an
adverse impact on the results of operations and financial condition. There can be no assurance that the current market
conditions will improve in the near future. We could also experience a reduction in capital in the Insurance
Subsidiaries below levels required by the regulators in the jurisdictions in which we operate. Certain trust accounts
for the benefit of unaffiliated third parties have been established with collateral on deposit under the terms and
conditions of the relevant trust agreements. The value of collateral could fall below the levels required under these
agreements, putting the subsidiary or subsidiaries in breach of the agreement.

We may not have access to capital in the future.

We may need new or additional financing in the future to conduct our operations or expand our business. However,
we may be unable to raise capital on favorable terms, or at all, including as a result of disruptions, uncertainty and
volatility in the global credit markets, or due to any sustained weakness in the general economic conditions and/or
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financial markets in the United States or globally. From time to time, we may rely on access to financial markets as a
source of liquidity for operations, acquisitions and general corporate purposes.

The limited public float and trading volume for our shares may have an adverse impact on the share price or make it
difficult to liquidate.

Our securities are held by a relatively small number of shareholders. Future sales of substantial amounts of our shares
in the public market, or the perception that these sales could occur, may adversely impact the market price of our
shares, and our shares could be difficult to liquidate.
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We do not anticipate paying any cash dividends on our common stock for the foreseeable future.

We currently intend to retain our future earnings, if any, for the foreseeable future, for working capital and other
general corporate purposes. We do not intend to pay any dividends to holders of our ordinary voting common shares.
As a result, capital appreciation in the price of our ordinary voting common shares, if any, will be the only source of
gain on an investment in our ordinary voting common shares. We have never declared or paid cash dividends on our
common stock since Atlas’ inception in 2010. Any future determination to pay dividends on our common stock will be
at the discretion of our board of directors, subject to applicable laws, and will depend on our financial condition,
results of operations, capital requirements, general business conditions, and other factors that our board of directors
considers relevant. In addition, the insurance laws and regulations governing our Insurance Subsidiaries contain
restrictions on the ability to pay dividends, or to make other distributions to Atlas, which may limit Atlas’ ability to pay
dividends to its common shareholders.

Unlike the holders of our ordinary voting common shares, holders of our preferred shares are entitled to dividends on
a cumulative basis whether or not declared by our board of directors, at a rate of $0.045 per preferred share per year,
which must be paid or declared and set apart before any dividend may be paid on our ordinary voting common shares.
We paid $409,000 of preferred dividends during 2016 on the preferred shares held by the former owner of Gateway.
All of the preferred shares held by the former owner of Gateway were repurchased on September 30, 2016, and
therefore, no additional dividends have accrued or will accrue on those preferred shares. During the fourth quarter of
2016, Atlas canceled the 4,000,000 preferred shares held by the former owner of Anchor. The cumulative amount of
accrued and unpaid dividends to the former owner of Anchor was $333,000 as of December 31, 2017. As of
December 31, 2016, the paid claims development on Global Liberty’s pre-acquisition claims reserves was in excess of
$4,000,000, and as a result, pursuant to the terms of the Anchor stock purchase agreement, dividends will no longer
accrue to the former owner of Anchor. As of December 31, 2016, there were no preferred shares outstanding.
Although the re-issuance of preferred shares to the former owner of Anchor may be highly unlikely, the contingent
consideration terms of the Anchor stock purchase agreement will remain in effect for a period of five years from the
date of acquisition.

Risks Related to the Company’s Senior Unsecured Notes

If Atlas incurs additional debt or liabilities, or if we are unable to maintain a level of cash flows from operating
activities, Atlas’ ability to pay its obligations on its senior unsecured notes (the “Senior Unsecured Notes”) could be
adversely affected. Although the Senior Unsecured Notes are “senior notes,” they would be subordinate to any senior
secured indebtedness the Company may incur and structurally subordinate to all liabilities of Atlas’ subsidiaries, which
increases the risk that Atlas will be unable to meet its obligations on the Senior Unsecured Notes when they mature.
Atlas’ ability to pay interest on the Senior Unsecured Notes as it comes due and the principal of the Senior Unsecured
Notes at their maturity may be limited by regulatory constraints, including, without limitation, state insurance laws
that limit the ability of Atlas’ insurance company subsidiaries to pay dividends. Although the Senior Unsecured Notes
are listed on the Nasdaq Global Market, there can be no assurance that an active trading market for the Senior
Unsecured Notes will develop, or if one does develop, that it will be maintained. The price at which holders will be
able to sell their Senior Unsecured Notes prior to maturity will depend on a number of factors and may be
substantially less than the amount originally invested. Holders of the Senior Unsecured Notes will have limited rights
if there is an event of default. Atlas may redeem the Senior Unsecured Notes before maturity, and holders of the
redeemed Senior Unsecured Notes may be unable to reinvest the proceeds at the same or a higher rate of return.
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Compliance Risks

We are subject to comprehensive regulation, and our results may be unfavorably impacted by these regulations.

As a holding company that owns insurance companies domiciled in the United States, we and our Insurance
Subsidiaries are subject to comprehensive laws, regulations and rules. These laws, regulations and rules generally
delegate regulatory, supervisory and administrative powers to state insurance regulators. Insurance regulations are
generally designed to protect policyholders rather than shareholders, and are related to matters, including, but not
limited to:

rate setting;

RBC ratio and solvency requirements;

restrictions on the amount, type, nature, quality and quantity of securities and other investments in which insurers may
invest;

the maintenance of adequate reserves for unearned premiums and unpaid, and incurred but not reported, claims;
restrictions on the types of terms that can be included in insurance policies;

standards for accounting;

marketing practices;

claims settlement practices;

the examination of insurance companies by regulatory authorities, including periodic financial and market conduct
examinations;

requirements to comply with medical privacy laws as a result of our administration of Gateway’s run-off and
American Country’s transportation workers’ compensation business;

underwriting requirements related to Global Liberty’s run-off property insurance program;

the licensing of insurers and their agents;

dimitations on dividends and transactions with affiliates;

approval of certain reinsurance transactions;

tnsolvency proceedings;

ability to enter and exit certain insurance markets, cancel policies or non-renew policies; and

data privacy.

Such laws, regulations and rules increase our legal and financial compliance costs and make some activities more
time-consuming and costly. Any failure to monitor and address any internal control issues could adversely impact
operating results. In addition, the Sarbanes-Oxley Act requires, among other things, that we maintain effective
disclosure controls and procedures and internal control over financial reporting. A deficiency in internal control exists
when the design or operation of a control does not allow management or employees, in the normal course of
performing their assigned functions, to prevent or detect and correct misstatements on a timely basis. A significant
deficiency is a deficiency, or combination of deficiencies, in internal control that is less severe than a material
weakness, yet important enough to merit attention by those charged with governance. A material weakness is a
deficiency, or combination of deficiencies, in internal control, such that there is a reasonable possibility that a material
misstatement of the entity’s financial statements will not be prevented, or detected and corrected on a timely basis.
State insurance departments conduct periodic examinations of the affairs of insurance companies and require filing of
annual and other reports relating to the financial condition of insurance companies, holding company issues and other
matters. Our business depends on compliance with applicable laws, regulations and rules and our ability to maintain
valid licenses and approvals for our operations. Regulatory authorities may deny or revoke licenses for various
reasons, including violations of laws, regulations and rules. Changes in the level of regulation of the insurance
industry or changes in laws, regulations and rules themselves or interpretations thereof by regulatory authorities could
have a material adverse effect on our operations. Because we are subject to insurance laws, regulations and rules of
many jurisdictions that are administered by different regulatory and governmental authorities, there is also a risk that
one authority’s interpretation of a legal or regulatory issue may conflict with another authority’s interpretation of the
same issue. Insurance companies are also subject to “desk drawer rules” of state insurance regulators, which are
regulatory rules that have not been codified or formally adopted through regulatory proceedings. In addition, we could
face individual, group and class-action lawsuits by our policyholders and others for alleged violations of certain state
laws, regulations and rules. Each of these regulatory risks could have an adverse effect on our profitability.
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As a result of our administration of Gateway’s run-off and American Country’s transportation workers’ compensation
business, we are required to comply with state and federal laws governing the collection, transmission, security and
privacy of health information that result in significant compliance costs, and any failure to comply with these laws
could result in material criminal and civil penalties. These laws and rules are subject to administrative interpretation
and many are derived from the privacy provisions in the Federal Gramm-Leach-Bliley Act of 2002. The
Gramm-Leach-Bliley Act, which, among other things, protects consumers from the unauthorized dissemination of
certain personal information, and various state laws and regulations addressing privacy issues, require us to maintain
appropriate procedures for managing and protecting certain personal information of our customers and to fully
disclose our privacy practices to our customers. Given the complexity of these privacy regulations, the possibility that
the regulations may change, and the fact that the regulations are subject to changing and potentially conflicting
interpretation, our ability to maintain compliance with the privacy requirements of state and federal law is uncertain
and the costs of compliance are significant.
Most states have adopted either statutes or regulations or have issued bulletins or informal rules that regulate the
anticipated withdrawal of a product, line or sub-line of insurance business from the insurance marketplace in their
state. While what constitutes a “withdrawal” or its equivalent under each state’s statutory or regulatory scheme varies,
our Insurance Subsidiaries can be subjected to regulatory requirements in connection with any withdrawal, including,
but not limited to, making notice and/or plan filings with the applicable insurance regulator in certain states and
possibly requiring the prior approval of the applicable state regulator. A failure by our Insurance Subsidiaries to
comply with and satisfy these regulatory requirements in connection with any withdrawals could lead to regulatory
fines, cause a distraction for management requiring us to continue to administer withdrawn business for longer than
anticipated and could result in our Insurance Subsidiaries continuing to write undesirable business, which could have
an adverse impact on our reserves, results of operations and financial condition.
It is not possible to predict the future impact of changing federal and state regulation on our operations, and there can
be no assurance that laws enacted in the future will not be more restrictive than existing laws, regulations and rules.
New or more restrictive laws, regulations and rules, including changes in current tax or other regulatory
interpretations could make it more expensive for us to conduct our businesses, restrict or reduce the premiums our
Insurance Subsidiaries are able to charge or otherwise change the way we do business. In addition, economic and
financial market turmoil or other conditions, circumstances or events may result in U.S. federal oversight of the
insurance industry in general.
Our business is subject to risks related to litigation and regulatory actions.
We may, from time to time, be subject to a variety of legal and regulatory actions relating to our current and past
business operations, including, but not limited to:
disputes over coverage or claims adjudication, including claims alleging that we or our Insurance Subsidiaries have
acted in bad faith in the administration of claims by our policyholders;
disputes regarding sales practices, disclosure, policy issuance and cancellation, premium refunds, licensing, regulatory
compliance, setting of appropriate reserves and compensation arrangements;
dimitations on the conduct of our business;
disputes with our agents, producers or network providers over compensation or the termination of our contracts with
such agents, producers or network providers, including any alleged claim that they may make against us in connection
with a dispute whether in the scope of their agreements or otherwise;
disputes with taxing authorities regarding tax liabilities; and

disputes relating to certain businesses acquired or disposed of by

us.
As insurance industry practices and regulatory, judicial and industry conditions change, unexpected and unintended
issues related to pricing, claims, coverage and business practices may emerge. Plaintiffs often target P&C insurers in
purported class action litigation relating to claims handling and insurance sales practices. The resolution and
implications of new underwriting, claims and coverage issues could have a negative effect on our business by
extending coverage beyond our underwriting intent, increasing the size of claims or otherwise requiring us to change
our practices. The effects of unforeseen emerging claims and coverage issues could negatively impact revenues,
results of operations and reputation. Current and future court decisions and legislative activity may increase our
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exposure to these or other types of claims. Multi-party or class action claims may present additional exposure to
substantial economic, non-economic or punitive damage awards. An unfavorable result with respect to even one of
these claims, if it resulted in a significant damage award or a judicial ruling that was otherwise detrimental, could
create a precedent that could have a material adverse effect on our results of operations and financial condition. This
risk of potential liability may make reasonable settlements of claims more difficult to obtain. We cannot determine
with any certainty what new theories of recovery may evolve or what their impact may be on our business.
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We have been and may be subject to governmental or administrative investigations and proceedings. Our Insurance
Subsidiaries have been subject to numerous inquiries related to the substantial ownership interest in us held by KAI in
the past. As of this document’s filing date, KAI is no longer considered an ultimate controlling party from a statutory
perspective. We can be subject to regulatory action, restrictions or heightened compliance or reporting requirements
in certain states. If we are not able to successfully comply with or lift the heightened compliance or disclosure
requirements applicable in one or more of these states or any new requirements that a state may impose in the future,
we may not be able to expand our operations in such state in accordance with our growth strategy or we could be
subject to additional regulatory requirements that could impose a material burden on our expansion strategy or limit or
prohibit our ability to write new and renewal insurance policies in such state. Any such limitation or prohibition could
have a material adverse effect on our results of operations and financial conditions and on our ability to execute our
strategy in the future. The result of these inquiries could lead to additional requirements, restrictions or limitations
being placed on us or our Insurance Subsidiaries, any of which could increase our costs of regulatory compliance and
could have an adverse effect on our ability to operate our business. As a general matter, we cannot predict the outcome
of regulatory investigations, proceedings and reviews and cannot guarantee that such investigations, proceedings or
reviews or related litigation or changes in operating policies and practices would not materially and adversely affect
our results of operations and financial condition. In addition, we have experienced difficulties with our relationships
with regulatory bodies in various jurisdictions, and if such difficulties arise in the future, they could have a material
adverse effect on our ability to do business in that jurisdiction.

Our business could be adversely affected as a result of changing political, regulatory, economic or other influences.
The insurance industry is subject to changing political, economic and regulatory influences. These influences affect
the practices and operation of insurance and reinsurance organizations. Legislatures in the United States and other
jurisdictions have periodically considered programs to reform or amend their respective insurance and reinsurance
regulatory systems. Recently, the insurance and reinsurance regulatory framework has been subject to increased
scrutiny in many jurisdictions. Changes in current insurance laws, regulations and rules may result in increased
governmental involvement in or supervision of the insurance industry or may otherwise change the business and
economic environment in which insurance industry participants operate. Historically, the automobile insurance
industry has been under pressure from time to time from regulators, legislators or special interest groups to reduce,
freeze or set rates at levels that are not necessarily related to underlying costs or risks, including initiatives to reduce
automobile and other commercial line insurance rates. These changes may limit the ability of our Insurance
Subsidiaries to price automobile insurance adequately and could require us to discontinue unprofitable product lines,
make unplanned modifications of our products and services, or result in delays or cancellations of sales of our
products and services.

Failure to maintain the security of personal data and the availability of critical systems may result in lost business,
reputational damage, legal costs and regulatory fines.

Our Insurance Subsidiaries obtain and store vast amounts of personal data that can present significant risks to the
Company and its customers and employees. Various laws and regulations govern the use and storage of such data,
including, but not limited to, social security numbers, credit card and banking data. The Company’s data systems are
vulnerable to security breaches due to the sophistication of cyber-attacks, viruses, malware, hackers and other external
hazards, as well as inadvertent errors, equipment and system failures, and employee misconduct. The Company also
relies on the ability of its business partners to maintain secure systems and processes that comply with legal
requirements and protect personal data. These risks and regulatory requirements related to personal data security
expose the Company to potential data loss, damage to our reputation, compliance and litigation, regulatory
investigation and remediation costs. In the event of non-compliance with the Payment Card Industry Data Security
Standard, an information security standard for organizations that handle cardholder information for the major debit,
credit, prepaid, e-purse, ATM and point-of-sale cards, such organizations could prevent our subsidiaries from
collecting premium payments from customers by way of such cards and impose significant fines on our subsidiaries.
There can be no assurances that our preventative actions will be sufficient to prevent or mitigate the risk of
cyber-attacks.

The Company’s business operations rely on the continuous availability of its computer systems. In addition to
disruptions caused by cyber-attacks or other data breaches, such systems may be adversely affected by natural and
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man-made catastrophes. The Company’s failure to maintain business continuity in the wake of such events may
prevent the timely completion of critical processes across its operations, including, but not limited to, insurance policy
administration, claims processing, billing and payroll. These failures could result in significant loss of business, fines
and litigation, and there can be no assurances that our cyber risk insurance coverage will be sufficient in the event of a
cyber incident.
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The requirements of being a United States public company may strain our resources and divert management’s
attention.

As a United States public company, we are subject to the reporting requirements of the Securities Exchange Act of
1934, as amended (which we refer to herein as the Exchange Act), the Sarbanes-Oxley Act, the Dodd-Frank Act, the
listing requirements of the NASDAQ Stock Market and other applicable securities rules and regulations. Compliance
with these rules and regulations increases our legal and financial compliance costs, makes some activities more
difficult, time-consuming or costly and increases demand on our systems and resources, which may increase after we
are no longer an “emerging growth company.” The Exchange Act requires, among other things, that we file annual,
quarterly and current reports with respect to our business and operating results. The Sarbanes-Oxley Act requires,
among other things, that we maintain effective disclosure controls and procedures and internal control over financial
reporting. In order to maintain and, if required, improve our disclosure controls and procedures and internal control
over financial reporting to meet this standard, significant resources and management oversight may be required. As a
result, management’s attention may be diverted from other business concerns, which could adversely affect our
business and operating results. We may need to hire more employees in the future or engage outside consultants to
comply with these requirements, which will increase our costs and expenses.

In addition, changing laws, regulations and standards in the United States relating to corporate governance and public
disclosure are creating uncertainty for public companies, increasing legal and financial compliance costs and making
some activities more time consuming. These laws, regulations and standards are subject to varying interpretations, in
many cases due to their lack of specificity, and, as a result, their application in practice may evolve over time as new
guidance is provided by regulatory and governing bodies. This could result in continuing uncertainty regarding
compliance matters and higher costs necessitated by ongoing revisions to disclosure and governance practices. We
intend to invest resources to comply with evolving laws, regulations and standards, and this investment may result in
increased general and administrative expenses and a diversion of management’s time and attention from
revenue-generating activities to compliance activities. If our efforts to comply with new laws, regulations and
standards differ from the activities intended by regulatory or governing bodies due to ambiguities related to their
application and practice, regulatory authorities may initiate legal proceedings against us and our business and
operating results may be adversely affected.

For as long as we remain an “emerging growth company” as defined in the Jumpstart Our Business Startups Act of 2012
(which we refer to herein as the JOBS Act), we may take advantage of certain exemptions from various reporting
requirements that are applicable to other public companies that are not “emerging growth companies.” We will remain
an “emerging growth company” for up to five years from our U.S. initial public offering, although we will cease to be an
“emerging growth company” before that time if we meet certain criteria.

Section 107 of the JOBS Act provides that an “emerging growth company” can take advantage of an extended
transaction period for complying with new or revised accounting standards. However, we are choosing to “opt out” of
such extended transition period, and as a result, we will comply with new or revised accounting standards on the
relevant dates on which adoption of such standards is required for non-emerging growth companies. Our decision to
opt out of the extended transition period for complying with new or revised accounting standards is irrevocable.

As a result of disclosure of information in this Annual Report on Form 10-K and in filings required of a public
company in the United States, our business, results of operations, cash flows and financial condition will become
more visible, which may result in threatened or actual litigation, including by competitors and other third parties. If
such claims are successful, our business and operating results could be adversely affected, and even if the claims do
not result in litigation or are resolved in our favor, these claims, and the time and resources necessary to resolve them,
could divert the resources of our management and adversely affect our business and operating results.

Strategic and Operational Risks

Our geographic concentration ties our performance to the business, economic, regulatory and other conditions of
certain states.

Some jurisdictions generate a more significant percentage of our total premiums than others. Our revenues and
profitability are subject to the prevailing regulatory, legal, economic, political, demographic, competitive, weather and
other conditions in the principal states in which we do business. Changes in any of these conditions could make it less
attractive for us to do business in such states and would have a more pronounced effect on us compared to companies
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that are more geographically diversified. In addition, our exposure to severe losses from localized perils, such as
earthquakes, hurricanes, tropical storms, tornadoes, wind, ice storms, hail, fires, terrorism, riots and explosions, is
increased in those areas where we have written significant numbers of P&C insurance policies. Given our geographic
concentration, negative publicity regarding our products and services could have a material adverse effect on our
business and operations, as could other regional factors impacting the local economies in that market.
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In order to operate in a profitable manner, we need to maintain or increase our current level of earned premiums. We
may experience difficulty in managing historic and future growth, which could adversely affect our results of
operations and financial condition.

In order to maintain and/or increase our current level of earned premiums needed to achieve our targeted levels of
profitability, we intend to leverage geographic expansion and increase our market share via our expanded distribution
network. Continued growth could impose significant demands on management, including the need to identify, recruit,
maintain and integrate additional employees. Growth may also place a strain on management systems and operational
and financial resources, and such systems, procedures and internal controls may not be adequate to support operations
as they expand. Incremental merger and acquisition activities could affect our minimum efficient scale.

The integration and management of acquired books of business, acquired businesses and other growth initiatives
involve numerous risks that could adversely affect our profitability, and are contingent on many factors, including:
expanding our financial, operational and management information systems;

managing our relationships with independent agents, brokers, and legacy program managers, including maintaining
adequate controls;

expanding our executive management and the infrastructure required to effectively control our growth;

maintaining ratings of our Insurance Subsidiaries;

tncreasing the statutory capital of our Insurance Subsidiaries to support growth in written premiums;

accurately setting claims provisions for new business where historical underwriting experience may not be available;
obtaining regulatory approval for appropriate premium rates where applicable; and

obtaining the required regulatory approvals to offer additional insurance products or to expand into additional states or
other jurisdictions.

Our failure to grow our earned premiums or to manage our growth effectively could have a material adverse effect on
our business, financial condition or results of operations.

Engaging in acquisitions involves risks, and if we are unable to effectively manage these risks, our business may be
materially harmed.

Acquisitions of similar insurance providers, such as Gateway and Global Liberty, are expected to be a material
component of our growth strategy, subject to availability of suitable opportunities and market conditions. From time
to time, we may engage in discussions concerning acquisition opportunities and, as a result of such discussions, may
enter into acquisition transactions. Upon the announcement of an acquisition, our share price may fall depending on
numerous factors, including, but not limited to, the intended target, the size of the acquisition, the purchase price and
the potential dilution to existing shareholders. It is also possible that an acquisition could dilute earnings per common
share. Acquisitions entail numerous risks, including the following:

difficulties in the integration of the acquired business;

assumption of unknown material liabilities, including deficient provisions for unpaid claims and claims adjustment
expenses;

diversion of management’s attention from other business concerns;

failure to achieve financial or operating objectives; and

potential loss of policyholders or key employees of acquired companies.

We may be unable to integrate or profitably operate any business, operations, personnel, services or products we may
acquire in the future, which may result in our inability to realize expected revenue increases, cost savings, increases in
geographic or product presence, and other projected benefits from the acquisition. Integration may result in the loss of
key employees, disruption to our existing businesses or the business of the acquired company, or otherwise harm our
ability to retain customers and employees or achieve the anticipated benefits of the acquisition. Time and resources
spent on integration may also impair our ability to grow our existing businesses. Also, the negative effect of any
financial commitments required by regulatory authorities or rating agencies in acquisitions or business combinations
may be greater than expected.
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Provisions in our organizational documents, corporate laws and the insurance laws of Illinois, Missouri, New York
and other states could impede an attempt to replace or remove management or directors or prevent or delay a merger
or sale, which could diminish the value of our shares.

Our Memorandum of Association, Articles of Association and Code of Regulations and the corporate laws and the
insurance laws of various states contain provisions that could impede an attempt to replace or remove management or
directors or prevent the sale of the Insurance Subsidiaries that shareholders might consider to be in their best interests.
These provisions include, among others:

requiring a vote of holders of 5% of the ordinary voting common shares to call a special meeting of shareholders;
requiring a two-thirds vote to amend the Articles of Association;

requiring the affirmative vote of a majority of the voting power of shares represented at a special meeting of
shareholders; and

statutory requirements prohibiting a merger, consolidation, combination or majority share acquisition between
dnsurance Subsidiaries and an interested shareholder or an affiliate of an interested shareholder without regulatory
approval.

These provisions may prevent shareholders from receiving the benefit of any premium over the market price of our
shares offered by a bidder in a potential takeover and may adversely affect the prevailing market price of our shares if
they are viewed as discouraging takeover attempts.

In addition, insurance regulatory provisions may delay, defer or prevent a takeover attempt that shareholders may
consider in their best interest. For example, under applicable state statutes, subject to limited exceptions, no person or
entity may, directly or indirectly, acquire control of a domestic insurer without the prior approval of the state
insurance regulator. Under the insurance laws, “control” (including the terms “controlling,” “controlled by” and “under
common control with”) is generally defined to include acquisition of a certain percentage or more of an insurer’s voting
securities (such as 10% or more under Illinois, Missouri and New York law). These requirements would require a
potential bidder to obtain prior approval from the insurance departments of the states in which the Insurance
Subsidiaries are domiciled and commercially domiciled and may require pre-acquisition notification in other states.
Obtaining these approvals could result in material delays or deter any such transaction. Regulatory requirements could
make a potential acquisition of our company more difficult and may prevent shareholders from receiving the benefit
from any premium over the market price of our shares offered by a bidder in a takeover context. Even in the absence
of a takeover attempt, the existence of these provisions may adversely affect the prevailing market price of our shares
if they are viewed as discouraging takeover attempts in the future.

Our business depends upon key employees, and if we are unable to retain the services of these key employees or to
attract and retain additional qualified personnel, our business may suffer.

Our operations depend, to a great extent, upon the ability of executive management and other key employees to
implement our business strategy and our ability to attract and retain additional qualified personnel in the future. The
loss of the services of any of our key employees, or the inability to identify, hire and retain other highly qualified
personnel in the future could adversely affect the quality and profitability of our business operations. In addition, we
must forecast volume and other factors in changing business environments with reasonable accuracy and adjust our
hiring and employment levels accordingly. Our failure to recognize the need for such adjustments, or our failure or
inability to react appropriately on a timely basis, could lead to over-staffing (which could adversely affect our cost
structure) or under-staffing (which could impair our ability to service current product lines and new lines of business).
In either event, our financial results and customer relationships could be adversely affected.
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Market and Competition Risks

Because the Insurance Subsidiaries are commercial automobile insurers, conditions in that industry could adversely
affect their business.

The majority of the gross premiums written by our Insurance Subsidiaries are generated from commercial automobile
insurance policies. Adverse developments in the market for commercial automobile insurance, including those which
could result from potential declines in commercial and economic activity, could cause our results of operations to
suffer. The commercial automobile insurance industry is cyclical. Historically, the industry has been characterized by
periods of price competition and excess capacity followed by periods of higher premium rates and shortages of
underwriting capacity. These fluctuations in the business cycle have negatively impacted and could continue to
negatively impact the revenues of our company. The results of the Insurance Subsidiaries, and in turn, us, may also be
affected by risks, to the extent they are covered by the insurance policies we issue, that impact the commercial
automobile industry related to severe weather conditions, floods, hurricanes, tornadoes, earthquakes and tsunamis, as
well as explosions, terrorist attacks and riots. The Insurance Subsidiaries’ commercial automobile insurance business
may also be affected by cost trends that negatively impact profitability, such as a continuing economic downturn,
inflation in vehicle repair costs, vehicle replacement parts costs, used vehicle prices, fuel costs and medical care costs.
Increased costs related to the handling and litigation of claims may also negatively impact profitability. Legacy
business previously written by us also includes private passenger auto, surety and other P&C insurance business.
Adverse developments relative to previously written or current business could have a negative impact on our results.
The insurance and related businesses in which we operate may be subject to periodic negative publicity, which may
negatively impact our financial results.

The products and services of the Insurance Subsidiaries are ultimately distributed to individual and business
customers. From time to time, consumer advocacy groups or the media may focus attention on insurance products and
services, thereby subjecting the industry to periodic negative publicity. We also may be negatively impacted if
participants in one or more of our markets engage in practices resulting in increased public attention to our business.
Negative publicity may also result in increased regulation and legislative scrutiny of practices in the P&C insurance
industry as well as increased litigation. These factors may further increase our costs of doing business and adversely
affect our profitability by impeding our ability to market our products and services, requiring us to change our
products or services or by increasing the regulatory burdens under which we operate.

The highly competitive environment in which we operate could have an adverse effect on our business, results of
operations and financial condition.

The commercial automobile insurance business is highly competitive, and, except for regulatory considerations, there
are relatively few barriers to entry. Many of our competitors are substantially larger and may enjoy better name
recognition, substantially greater financial resources, higher ratings by rating agencies, broader and more diversified
product lines and more widespread agency relationships than we have. Our underwriting profits could be adversely
impacted if new entrants or existing competitors try to compete with our products, services and programs or offer
similar or better products at or below our prices. Insurers in our markets generally compete on the basis of price,
consumer recognition, coverages offered, claims handling, financial stability, customer service and geographic
coverage. Although pricing is influenced to some degree by that of our competitors, it is not in our best interest to
compete solely on price, and we may from time to time experience a loss of market share during periods of intense
price competition. Our business could be adversely impacted by the loss of business to competitors offering
competitive insurance products at lower prices. This competition could affect our ability to attract and retain profitable
business. Pricing sophistication and related underwriting and marketing programs use a number of risk evaluation
factors. For auto insurance, these factors can include, but are not limited to, vehicle make, model and year; driver age;
territory; years licensed; claims history; years insured with prior carrier; prior liability limits; prior lapse in coverage;
and insurance scoring based on credit report information. We believe our pricing model will generate future
underwriting profits, however past performance is not a perfect indicator of future driver performance.

Changes in the nature of the markets we serve could impact the size of our market and/or the market share available to
us.

The industry we serve is being impacted by the introduction of mobile applications (including but not limited to
TNCs), on-line dispatch and tracking, in-vehicle technologies and other technology-related changes. These
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technologies could change the size of the overall addressable market we serve and may also impact the nature of the
risks we insure.
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If we are not able to attract and retain independent agents and brokers, our revenues could be negatively affected.

We market and distribute our insurance programs exclusively through independent insurance agents and specialty
insurance brokers. As a result, our business depends in large part on the marketing efforts of these agents and brokers
and on our ability to offer insurance products and services that meet the requirements of the agents, the brokers and
their customers. However, these agents and brokers are not obligated to sell or promote our products and many sell or
promote competitors’ insurance products in addition to our products. Some of our competitors have higher financial
strength ratings, offer a larger variety of products, set lower prices for insurance coverage and/or offer higher
commissions than we do. Therefore, we may not be able to continue to attract and retain independent agents and
brokers to sell our insurance products. The failure or inability of independent agents and brokers to market our
insurance products successfully could have a material adverse impact on our business, financial condition and results
of operations.

If we are unable to maintain our claims-paying ratings, our ability to write insurance and to compete with other
insurance companies may be adversely impacted. A decline in rating could adversely affect our position in the
insurance market, make it more difficult to market our insurance products and cause our premiums and earnings to
decrease.

Financial ratings are an important factor influencing the competitive position of insurance companies. Third party
rating agencies assess and rate the claims-paying ability of insurers and reinsurers based upon criteria that they have
established. Periodically these rating agencies evaluate the business to confirm that it continues to meet the criteria of
the ratings previously assigned. Financial strength ratings are an important factor in establishing the competitive
position of insurance companies and may be expected to have an effect on an insurance company’s premiums. The
Insurance Subsidiaries are rated by A.M. Best, which issues independent opinions of an insurer’s financial strength and
its ability to meet policyholder obligations. A.M. Best ratings range from “A++" (Superior) to “F” (In Liquidation), with a
total of 16 separate rating categories. The objective of A.M. Best’s rating system is to provide potential policyholders
and other interested parties an opinion of an insurer’s financial strength and ability to meet ongoing obligations,
including paying claims.

On September 19, 2017, A.M. Best affirmed the current financial strength ratings of “B” “Fair” for American Country,
American Service and Gateway and “B+” “Good” for Global Liberty. There is a risk that A.M. Best will not maintain
these ratings in the future. If the Insurance Subsidiaries’ ratings are reduced by A.M. Best, their competitive position in
the insurance industry could suffer, and it could be more difficult to market their insurance products. A downgrade
could result in a significant reduction in the number of insurance contracts written by the subsidiaries and in a
substantial loss of business to other competitors with higher ratings, causing premiums and earnings to decrease.
Rating agencies evaluate insurance companies based on financial strength and the ability to pay claims, factors that
may be more relevant to policyholders than to investors. Financial strength ratings by rating agencies are not ratings of
securities or recommendations to buy, hold or sell any security and should not be relied upon as such.

Our ability to generate written premiums is impacted by seasonality, which may cause fluctuations in our operating
results and to our stock price.

The P&C insurance business is seasonal in nature. Our ability to generate written premium is also impacted by the
timing of policy effective periods in the states in which we operate, while our net premiums earned generally follow a
relatively smooth trend from quarter to quarter. Also, our gross premiums written are impacted by certain common
renewal dates in larger metropolitan markets for the light commercial risks that represent our core lines of business.
For example, January 1%t and March 15t are common taxi cab renewal dates in Illinois and New York, respectively.
Additionally, we implemented our New York “excess taxi program” in the third quarter of 2012, which has an annual
renewal date in the third quarter. Net underwriting income is driven mainly by the timing and nature of claims, which
can vary widely. As a result of this seasonality, investors may not be able to predict our annual operating results based
on a quarter-to-quarter comparison of our operating results. Additionally, this seasonality may cause fluctuations in
our stock price. We believe seasonality will have an ongoing impact on our business.

U.S. Tax Risks

If our company were not to be treated as a U.S. corporation for U.S. federal income tax purposes, certain tax
inefficiencies would result and certain adverse tax rules would apply.
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Pursuant to certain “expatriation” provisions of the U.S. Internal Revenue Code of 1986, as amended (“IRC”), the reverse
merger agreement relating to the reverse merger transaction described below provides that the parties intend to treat

our company as a U.S. corporation for U.S. federal income tax purposes. The expatriation provisions are complex, are
largely unsettled and subject to differing interpretations, and are subject to change, perhaps retroactively. If our
company was not to be treated as a U.S. corporation for U.S. federal income tax purposes, certain tax inefficiencies

and adverse tax consequences and reporting requirements would result for both our company and the recipients and
holders of stock in our company, including that dividend distributions from our Insurance Subsidiaries to us would be
subject to 30% U.S. withholding tax, with no available reduction and that members of the consolidated group may not
be permitted to file a consolidated U.S. tax return resulting in the acceleration of cash tax outflow and potential
permanent loss of tax benefits associated with net operating loss carryforwards (“NOLs”) that could have otherwise been
utilized.
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Our use of losses may be subject to limitations, and the tax liability of our company may be increased.

Our ability to utilize the NOLs is subject to the rules of Section 382 of the IRC. Section 382 generally restricts the use
of NOLs after an “ownership change.” An ownership change occurs if, among other things, the stockholders (or
specified groups of stockholders) who own or have owned, directly or indirectly, five percent (5%) or more of our
common stock or are otherwise treated as five percent (5%) stockholders under Section 382 and the regulations
promulgated thereunder increase their aggregate percentage ownership of our stock by more than 50 percentage points
over the lowest percentage of the stock owned by these stockholders over a three-year rolling period. In the event of

an ownership change, Section 382 imposes an annual limitation on the amount of taxable income a corporation may
offset with NOLs. This annual limitation is generally equal to the product of the value of our stock on the date of the
ownership change, multiplied by the long-term tax-exempt rate published monthly by the Internal Revenue Service.
Any unused annual limitation may be carried over to later years until the applicable expiration date for the respective
NOL carryforwards.

The rules of Section 382 are complex and subject to varying interpretations. Because of our numerous equity
issuances, which have included the issuance of various classes of convertible securities and warrants, uncertainty
existed as to whether we may have undergone an ownership change in the past or as a result of our 2013 U.S. public
offering. Based upon management’s assessment, it was determined that at the date of the U.S. public offering there was
not an “ownership change” as defined by Section 382. However, on July 22, 2013, as a result of shareholder activity, a
“triggering event” as determined under IRC Section 382 was reached. As a result, under IRC Section 382, the use of the
Company’s NOLs and other carryforwards generated prior to the “triggering event” will be limited as a result of this
“ownership change” for tax purposes, which is defined as a cumulative change of more than 50% during any three-year
period by shareholders of the Company’s shares.

Following this triggering event, the Company estimates that it will retain total tax effected federal NOLs of
approximately $13.3 million as of December 31, 2017. Book value per common share was unaffected by this event, as
the amount of lost net deferred tax assets were offset by a corresponding decrease in the valuation allowance that was
already held against the majority of these assets.

Atlas has the following total NOLs as of December 31, 2017:

Net Operating Loss Carryforward by Expiry ($

in ‘000s)
Year of
Year of Occurrence .. Amount
Expiration
2001 2021 $ 5,007
2002 2022 4,317
2006 2026 7,825
2007 2027 5,131
2008 2028 1,949
2009 2029 1,949
2010 2030 1,949
2011 2031 4,166
2012 2032 9,236
2015 2035 1
2017 2037 21,864
Total $ 63,394

NOLs and other carryforwards generated in 2015 and 2017 are not limited by IRC Section 382.

Further limitations on the utilization of losses may apply because of the “dual consolidated loss” rules, which will also
require our company to recapture into income the amount of any such utilized losses in certain circumstances. As a
result of the application of these rules, the future tax liability of our company and our Insurance Subsidiaries could be
significantly increased. In addition, taxable income may also be recognized by our company or our Insurance
Subsidiaries in connection with the 2010 reverse merger transaction.
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Item 1B. Unresolved Staff Comments

None.

Item 2. Properties

Our corporate headquarters is located at 953 American Lane, Schaumburg, Illinois 60173, USA. The Company-owned
facility consists of one three-story office building with approximately 110,000 square feet. An unaffiliated tenant
currently leases one floor of the building. We believe that the new facility will be sufficient space to support the
growth and expansion of our business.

We also lease four additional office spaces. The St. Louis, Missouri lease is 4,375 square feet of office space and
effective through June 2021. This office is mainly used for certain underwriting operations for Gateway. The
Manbhattan, New York lease is 1,796 square feet of office space. The Manhattan lease was effective through February
2018 but was renewed upon expiration for an additional two years after year end. This office is mainly used for certain
claims operations. Upon completion of the Anchor acquisition, we assumed a lease for 25,396 square feet of office
space in Melville, New York, which is effective through February 2022. This office operates as the Global Liberty
headquarters with underwriting, claims, and corporate and other operations. The Scottsdale, Arizona lease is 2,107
square feet of office space and effective through November 2020. This office is mainly used for certain underwriting
operations.

We own one property in Alabama, which comprises approximately 13.6 acres of land and is currently held for sale.
Item 3. Legal Proceedings

In connection with our operations, we are, from time to time, named as defendants in actions for damages and costs
allegedly sustained by the plaintiffs. While it is not possible to estimate the outcome of the various proceedings at this
time, such actions have generally been resolved with minimal damages or expense in excess of amounts provided, and
our company does not believe that it will incur any significant additional loss or expense in connection with such
actions.

On March 5, 2018, a complaint was filed in the U.S. District Court for the Northern District of Illinois asserting
claims under the federal securities laws against the Company and two of its executive officers on behalf of a putative
class of purchasers of the Company’s securities, styled Fryman v. Atlas Financial Holdings, Inc., et al., No.
1:18-cv-01640 (N.D. IIL.). In the complaint, the plaintiff asserts claims on behalf of a putative class consisting of
purchasers of the Company’s securities between March 13, 2017 and March 2, 2018. The complaint alleges that the
defendants violated Sections 10(b) and 20(a) of the Securities Exchange Act of 1934 and Rule 10b-5 promulgated
thereunder by making allegedly false and misleading statements or failing to disclose certain information regarding
the adequacy of the Company’s reserves. The complaint seeks, among other remedies, unspecified damages, attorneys’
fees and other costs, equitable and/or injunctive relief, and such other relief as the court may find just and proper.
Under applicable provisions of the federal securities laws, motions for appointment as lead plaintiffs must be filed
within sixty days after a notice announcing the filing of the Fryman complaint. The Company and the other defendants
anticipate that they will file a motion to dismiss the complaint for failure to state a claim upon which relief can be
granted. Under the federal securities laws, discovery and other proceedings automatically will be stayed during the
pendency of any such motion to dismiss.

Item 4. Mine Safety Disclosures

Not applicable.
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Part II.
Item 5. Market for Registrant’s Common Equity, Related Stockholder Matters and Issuer Purchases of Equity
Securities
As of February 15, 2018, there were approximately 1,679 shareholders of record of our ordinary voting common
shares. Our ordinary voting common shares have been listed on the NASDAQ under the symbol “AFH” since February
12, 2013 and were previously listed on the Toronto Stock Exchange - Venture (“TSXV”) under the same symbol
beginning January 6, 2011. On June 5, 2013, the Company delisted from the TSXV. As of March 29, 2018, there were
11,936,970 ordinary voting common shares and no restricted voting common shares outstanding.
Set forth below are the high and low closing prices of the ordinary voting common shares during 2017 and 2016:
Summary of Share Prices

High Low
2017
Fourth Quarter $20.60$18.20
Third Quarter $19.00$13.95
Second Quarter $15.65$12.50
First Quarter  $17.80$12.75
2016
Fourth Quarter $18.05$15.30
Third Quarter $17.69$15.54
Second Quarter $18.39$16.67
First Quarter  $19.21$16.70
During 2017, the 128,191 restricted voting common shares that were beneficially owned or controlled by KFSI
(including its subsidiaries and affiliated companies, “Kingsway’’) were sold to non-affiliates of Kingsway. The
Kingsway-owned restricted voting common shares automatically converted to ordinary voting common shares upon
their sale to non-affiliates of Kingsway.
Due to insurance regulations there are restrictions on our Insurance Subsidiaries that currently materially limit the
Company’s ability to pay dividends. We did not pay any dividends to our common shareholders during 2016, 2017 or
to date in 2018, and we have no current plans to pay dividends to our common shareholders. See ‘Item 7,
Management’s Discussion and Analysis, Liquidity and Capital Resources’ for further discussion of regulatory dividend
restrictions.
During 2016, Kingsway sold 4,672 restricted voting common shares that converted to ordinary voting common shares.
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Performance Graph

The following stock performance graph shows a comparison of cumulative total shareholder return of Atlas’ ordinary
voting common shares for the period beginning with the first day Atlas traded on the NASDAQ exchange, with the
cumulative total return of the Russell 2000 Index and the SNL U.S. Insurance P&C Index. The graph assumes a $100
investment on February 12, 2013, the first day Atlas traded on the NASDAQ exchange, in Atlas common stock and
for each index listed, and all dividends are assumed to be reinvested.

Company/Index 2/12/1312/31/1312/31/1412/31/1512/31/1612/31/17
Atlas Financial Holdings 100.00 247.39 274.29 334.45 303.36 345.38
Russel 2000 Index 100.00 128.42 134.70 128.76 156.19 179.07

SNL U.S. Insurance P&C Index 100.00 120.14 137.98 142.74 168.46 192.59
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Equity Compensation Plan Information

The following table provides information regarding the number of shares of ordinary voting common shares to be
issued upon exercise of outstanding options, warrants and rights under the Company’s equity compensation plans and
the weighted average exercise price and number of shares of common stock remaining available for issuance under
those plans as of December 31, 2017.

Number of securities to be ~ Weighted average Number of securities remaining
issued upon exercise of exercise price of available for future issuance under
outstanding options, outstanding options, equity compensation plans (excluding
warrants and rights (a) 2 warrants and rights (b) 3 securities reflected in column (a)) 4

Equity compensation

plans approved by 429,390 * 787,014

security holders !

I The Company has no equity compensation plans that were not approved by its security holders.

2 Summation of 429,390 shares outstanding under the January 18, 2011, March 6, 2014 and the March 12, 2015 equity
compensation plans.

3 Average price not computed due to currency differences.

4 Equal to the remainder allowable according to the 2013 Equity Incentive Plan (10% of issued and outstanding
ordinary voting common shares).

Purchases of Equity Securities

No unregistered securities were sold during the fiscal year ended December 31, 2017. No repurchases of equity
securities were made during the three month period ended December 31, 2017.
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Item 6. Selected Financial Data
The following table has selected financial information for the periods ended and as of the dates indicated. These
historical results are not necessarily indicative of the results to be expected from any future period and should be read
in conjunction with our consolidated financial statements and the related notes and the section of this Annual Report
on Form 10-K entitled “Management’s Discussion and Analysis of Financial Condition and Results of Operations.”
2017 2016 2015 2014 2013
(§ in ‘000s, except for share and per share data)

Net premiums earned $215,771 $171,058 $152,064 $98,124 $71,344
Total revenue 221,975 177,579 156,851 101,618 74,027
Net (loss) income attributable to common shareholders (38,810 ) 2,365 14,154 17,608 7,361
(Loss) earnings per common share basic $(3.22 ) $0.20 $1.18 $1.61 $0.92
(Loss) earnings per common share diluted $(3.22 ) $0.19 $1.13 $1.56 $0.74
Combined ratio 1225 %1029  %88.2 %91.4 %94.2 %
Cash and invested assets $243,483 $224,779 $233,304 $179,994 $139,888
Total assets 482,503 423,577 411,292 283,911 219,278
Notes payable 24,031 19,187 17,219 — —

Total liabilities 391,858 296,235 281,670 174,512 155,580
Mezzanine equity ! — — 6,941 2,000 2,000
Total shareholders’ equity* 90,645 127,342 122,681 107,399 61,698
Common shares 12,164,041 12,023,295 12,015,888 11,771,586 9,424,734
Book value per common share outstanding $7.42 $10.54 $10.15 $9.08 $6.54

! - amounts reclassified for preferred shares — — 6,941 2,000 2,000

I - Prior to the year ended December 31, 2017, the Company presented preferred shares issued as contingent
consideration within the permanent equity section of the Consolidated Statements of Financial Position. In accordance
with Financial Accounting Standards Board ASC Topic 480 - Distinguishing Liabilities from Equity, contingent
consideration issued as preferred shares wherein the number of shares to be issued is variable should be classified
outside of permanent equity and reflected as mezzanine equity on the Consolidated Statements of Financial Position.
This table has been restated to include the contingent consideration as a separate line called ‘Mezzanine equity’ and
removed from ‘Total shareholders’ equity.’

For 2015 and 2014, we reclassified our presentation for costs related to acquisition and stock purchase agreements
from non-operating expenses to other underwriting expenses, because these costs were incurred as a result of
acquiring new businesses. The reclassification increased the combined ratio by 1.2% and 0.7% for the years ended
December 31, 2015 and 2014, respectively.

For 2015, total assets, notes payable and total liabilities were restated according to the adoption of Accounting
Standards Update 2015-03.

For 2013, we reclassified our presentation for interest expense from other underwriting expenses to non-operating
expenses. The reclassification reduced the combined ratio by 0.2% for the year ended December 31, 2013.

These results include the acquisitions of Gateway on January 2, 2013 and Anchor on March 11, 2015, which will
affect the comparability of the data. See Note 3, ‘Acquisitions,” to the Consolidated Financial Statements for further
discussion of the impact of these acquisitions.
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Item 7. Management’s Discussion and Analysis (MD&A) of Financial Condition and Results of Operations

Section Description Page
I Overview 33
IL. Application of Critical Accounting Estimates 35
111 Operating Results 38
IVv. Financial Condition 54
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MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF
OPERATIONS

(All amounts in US dollars, except for amounts preceded by “C” as Canadian dollars, share and per share amounts)
The following discussion and analysis of our financial condition and results of operations should be read in
conjunction with our consolidated financial statements and related notes that appear elsewhere in this document. In
this discussion and analysis, the term “common share” refers to the summation of restricted voting common shares,
ordinary voting common shares and participative restricted stock units when used to describe earnings (loss) or book
value per common share.

Forward-looking statements

In addition to the historical consolidated financial information, this report contains “forward-looking statements,” within
the meaning of the Private Securities Litigation Reform Act of 1995, which may include, but are not limited to,
statements with respect to estimates of future expenses, revenue and profitability; trends affecting financial condition,
cash flows and results of operations; the availability and terms of additional capital; dependence on key suppliers and
other strategic partners; industry trends; the competitive and regulatory environment; the successful integration of
acquisitions; the impact of losing one or more senior executives or failing to attract additional key personnel; and
other factors referenced in this report. Factors that could cause or contribute to these differences include those
discussed below and elsewhere, particularly in “Risk Factors.”

Often, but not always, forward-looking statements can be identified by the use of words such as “plans”, “expects”, “is

G LT3

expected”, “budget”, “scheduled”, “estimates”, “forecasts”, “intends”, “anticipates”, or “believes” or variations (including neg:
variations) of such words and phrases, or state that certain actions, events or results “may”, “could”, “would”, “might” or “will
be taken, occur or be achieved. Forward-looking statements involve known and unknown risks, uncertainties and

other factors which may cause the actual results, performance or achievements of Atlas to be materially different from
any future results, performance or achievements expressed or implied by the forward-looking statements. Such factors
include, among others, general business, economic, competitive, political, regulatory and social uncertainties.
Although Atlas has attempted to identify important factors that could cause actual actions, events or results to differ
materially from those described in forward-looking statements, there may be other factors that cause actions, events or
results to differ from those anticipated, estimated or intended. Forward-looking statements contained herein are made
as of the date of this report and Atlas disclaims any obligation to update any forward-looking statements, whether as a
result of new information, future events or results, or otherwise. There can be no assurance that forward-looking
statements will prove to be accurate, as actual results and future events could differ materially from those anticipated
in such statements. Accordingly, readers should not place undue reliance on forward-looking statements due to the
inherent uncertainty in them.

I. OVERVIEW

We are a financial services holding company incorporated under the laws of the Cayman Islands. Our core business is
the underwriting of commercial automobile insurance policies, focusing on the “light” commercial automobile sector,
which is carried out through our Insurance Subsidiaries. This sector includes taxi cabs, non-emergency para-transit,
limousine, livery (including certain transportation network companies (“TNC”) drivers/operators) and business auto.
Our goal is to always be the preferred specialty insurance business in any geographic areas where our value
proposition delivers benefit to all stakeholders. We are licensed to write property and casualty (“P&C”) insurance in 49
states and the District of Columbia in the United States. The Insurance Subsidiaries distribute their products through a
network of independent retail agents, and actively wrote insurance in 42 states and the District of Columbia during
2017. We embrace continuous improvement, analytics and technology as a means of building on the strong heritage
our subsidiary companies cultivated in the niche markets we serve.

Since Atlas’ formation in 2010, we have disposed of non-core assets, consolidated infrastructure and placed into
run-off certain non-core lines of business previously written by the Insurance Subsidiaries. Our focus going forward is
the underwriting of commercial automobile insurance in the U.S. Substantially all of our new premiums written are in
“light” commercial automobile lines of business.
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Commercial Automobile

Our primary target market is made up of small to mid-size taxi, limousine, other livery (including TNC
drivers/operators) and non-emergency para-transit operators. The “light” commercial automobile policies we underwrite
provide coverage for lightweight commercial vehicles typically with the minimum limits prescribed by statute,
municipal or other regulatory requirements. The majority of our policyholders are individual owners or small fleet
operators. In certain jurisdictions like Illinois, Louisiana, Nevada and New York, we have also been successful
working with larger operators who retain a meaningful amount of their own risk of loss through higher retentions,
self-insurance or self-funded captive insurance entity arrangements. In these cases, we provide support in the areas of
day-to-day policy administration and claims handling consistent with the value proposition we offer to all of our
insureds, generally on a fee for service basis. We may also provide excess coverage above the levels of risk retained
by the insureds where a better than average loss ratio is expected. Through these arrangements, we are able to
effectively utilize the significant specialized operating infrastructure we maintain to generate revenue from business
segments that may otherwise be more price sensitive in the current market environment.

The “light” commercial automobile sector is a subset of the broader commercial automobile insurance industry segment,
which over the long term has been historically profitable. In more recent years the commercial automobile insurance
industry has seen profitability pressure within certain segments, however, it has outperformed the overall P&C
industry generally over the past fifteen years based on data compiled by A.M. Best Aggregates & Averages. Data
compiled by SNL Financial also indicates that for 2016 the total market for commercial automobile liability insurance
was approximately $33.1 billion. The size of the commercial automobile insurance market can be affected
significantly by many factors, such as the underwriting capacity and underwriting criteria of automobile insurance
carriers and general economic conditions. Historically, the commercial automobile insurance market has been
characterized by periods of excess underwriting capacity and increased price competition followed by periods of
reduced capacity and higher premium rates.

We believe that there is a positive correlation between the economy and commercial automobile insurance in general.
Operators of “light” commercial automobiles may be less likely than other business segments within the commercial
automobile insurance market to take vehicles out of service, as their businesses and business reputations rely heavily
on availability. With respect to certain business lines such as the taxi line, there are also other factors such as the cost
and limited supply of medallions, which may discourage a policyholder from taking vehicles out of service in the face
of reduced demand for the use of the vehicle. The significant expansion of TNC has resulted in a reduction in taxi
vehicles available to insure; however, we believe that the aforementioned factor relating to medallion values has
mitigated the overall decline.

Other lines of business

The other line of business is comprised of our surety program (currently in run off), Gateway’s truck and workers’
compensation programs (currently in run off), American Services’ non-standard personal lines business (currently in
run off), Atlas’ workers’ compensation related to taxi, other liability, Global Liberty’s homeowners program (currently
in run off) and assigned risk pool business.

Our surety program primarily consisted of U.S. Customs bonds. We engage a former affiliate, Avalon Risk
Management, to help coordinate customer service and claims handling for the surety bonds written as this program
runs off. This non-core program is 100% reinsured to an unrelated third party and has been transitioned to another
carrier.

The Gateway truck and workers’ compensation programs were put into run-off during 2012. The truck program had
little earned premium during 2012, and the workers’ compensation program was 100% reinsured retrospectively and
prospectively to an unrelated third party. The workers’ compensation reinsurance agreement was terminated during
2017.

Non-standard automobile insurance is principally provided to individuals who do not qualify for standard automobile
insurance coverage because of their payment history, driving record, place of residence, age, vehicle type or other
factors. Such drivers typically represent higher than normal risks and pay higher insurance rates for comparable
coverage. Consistent with Atlas’ focus on commercial automobile insurance, Atlas has transitioned away from the
non-standard auto line. Our Insurance Subsidiaries ceased writing new and renewal policies of this type in 2011, and
earned premium discontinued in 2012, allowing surplus and resources to be devoted to the expected growth of the

51



Edgar Filing: Atlas Financial Holdings, Inc. - Form 10-K

commercial automobile business.

The non-renewal process for Global Liberty’s homeowners program began prior to Atlas’ acquisition and remains
underway. This is a relatively small book of business, which is substantially reinsured.

Atlas’ workers’ compensation related to taxi and other liability are ancillary products that are offered only to insureds
who purchase our commercial automobile insurance products. The workers’ compensation program will be
non-renewed in 2018 due to limited demand.

Assigned risk pools are established by state governments to cover high-risk insureds who cannot purchase insurance
through conventional means.
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II. APPLICATION OF CRITICAL ACCOUNTING ESTIMATES

The preparation of financial statements in conformity with U.S. GAAP requires management to adopt accounting
policies and make estimates and assumptions that affect amounts reported in the consolidated financial statements.
The most critical estimates include those used in determining:

Fair value of financial assets;

Impairment of financial assets;

Deferred policy acquisition costs;

Claims liabilities;

Valuation of deferred tax assets;

Business combination; and

Reinsurance.

In making these determinations, management makes subjective and complex judgments that frequently require
estimates about matters that are inherently uncertain. Many of these policies, estimates and related judgments are
common in the insurance and financial services industries; others are specific to our businesses and operations. It is
reasonably likely that changes in these items could occur from period to period and result in a material impact on our
consolidated financial statements.

A brief summary of each of these critical accounting estimates follows. For a more detailed discussion of the effect of
these estimates on our consolidated financial statements, and the judgments and assumptions related to these
estimates, see the referenced sections of this document. For a complete summary of our significant accounting
policies, see Note 1, ‘Nature of Operations and Basis of Presentation,’ to the Consolidated Financial Statements.

Fair values of financial instruments - Atlas has used the following methods and assumptions in estimating fair value:
Fair values for bonds and equity securities are based on quoted market prices, when available. If quoted market prices
are not available, fair values are based on quoted market prices of comparable instruments or values obtained from
independent pricing services. Atlas employs a fair value hierarchy to categorize the inputs it uses in valuation
techniques to measure the fair value. The hierarchy is comprised of quoted prices in active markets (Level 1), third
party pricing models using available trade, bid and market information (Level 2) and internal models without
observable market information (Level 3). The Company recognizes transfers between levels of the fair value hierarchy
at the end of the period in which events occur impacting the availability of inputs to the fair value methodology.
Typically, transfers from Level 2 to Level 3 occur due to collateral performance.

Atlas’ fixed income portfolio is managed by a SEC registered investment advisor specializing in the management of
insurance company portfolios. Management works directly with them to ensure that Atlas benefits from their expertise
and also evaluates investments as well as specific positions independently using internal resources. Atlas’ investment
advisor has a team of credit analysts for all investment grade fixed income sectors. The investment process begins
with an independent analyst review of each security’s credit worthiness using both quantitative tools and qualitative
review. At the issuer level, this includes reviews of past financial data, trends in financial stability, projections for the
future, reliability of the management team in place, market data (credit spread, equity prices, trends in this data for the
issuer and the issuer’s industry). Reviews also consider industry trends and the macro-economic environment. This
analysis is continuous, integrating new information as it becomes available. As of December 31, 2017, this process did
not generate any significant difference in the rating assessment between Atlas’ review and the rating agencies.

Atlas employs specific control processes to determine the reasonableness of the fair value of its financial assets. These
processes are designed to supplement those performed by our external portfolio manager to ensure that the values
received from them are accurately recorded and that the data inputs and the valuation techniques utilized are
appropriate, consistently applied, and that the assumptions are reasonable and consistent with the objective of
determining fair value. For example, on a continuing basis, Atlas assesses the reasonableness of individual security
values which have stale prices or whose changes exceed certain thresholds as compared to previous values received
from our external portfolio manager or to expected prices. The portfolio is reviewed routinely for transaction volumes,
new issuances, any changes in spreads, as well as the overall movement of interest rates along the yield curve to
determine if sufficient activity and liquidity exists to provide a credible source for market valuations. When fair value
determinations are expected to be more variable, they are validated through reviews by members of management or
the Board of Directors who have relevant expertise and who are independent of those charged with executing
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investment transactions.

Changes in inflation can influence the interest rates which can impact the fair value of our available-for-sale fixed
income portfolio and yields on new investments. The Investment Committee of the Board of Directors considers
inflation when providing guidance and analyzing the investment portfolio to provide a stable source of income to
supplement underwriting income.
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Impairment of financial assets - Atlas assesses, on a quarterly basis, whether there is objective evidence that a
financial asset or group of financial assets is impaired. An investment is considered impaired when the fair value of
the investment is less than its cost or amortized cost. When an investment is impaired, the Company must make a
determination as to whether the impairment is other-than-temporary.

The analysis includes some or all of the following procedures as deemed appropriate by management:

identifying all security holdings in unrealized loss positions that have existed for at least six months or other
circumstances that management believes may impact the recoverability of the security;

obtaining a valuation analysis from third party investment managers regarding these holdings based on their
knowledge, experience and other market based valuation techniques;

reviewing the trading range of certain securities over the preceding calendar period;

assessing whether declines in market value are other than temporary for debt security holdings based on credit ratings
from third party security rating agencies; and

determining the necessary provision for declines in market value that are considered other than temporary based on
the analyses performed.

The risks and uncertainties inherent in the assessment methodology utilized to determine declines in market value that
are other than temporary include, but may not be limited to, the following:

the opinion of professional investment managers could prove to be incorrect;

the past trading patterns of individual securities may not reflect future valuation trends;

the credit ratings assigned by independent credit rating agencies may prove to be incorrect due to unforeseen or
unknown facts related to a company’s financial situation; and

the debt service pattern of non-investment grade securities may not reflect future debt service capabilities and may not
reflect a company’s unknown underlying financial problems.

Under U.S. GAAP, with respect to an investment in an impaired debt security, other-than-temporary impairment
(“OTTI”) occurs if (a) there is intent to sell the debt security, (b) it is more likely than not it will be required to sell the
debt security before its anticipated recovery, or (c) it is probable that all amounts due will be unable to be collected
such that the entire cost basis of the security will not be recovered. If Atlas intends to sell the debt security, or will
more likely than not be required to sell the debt security before the anticipated recovery, a loss in the entire amount of
the impairment is reflected in net realized gains (losses) on investments in the consolidated statements of income
(loss) and comprehensive income (loss). If Atlas determines that it is probable it will be unable to collect all amounts
and Atlas has no intent to sell the debt security, a credit loss is recognized in net realized gains (losses) on investments
in the consolidated statements of income (loss) and comprehensive income (loss) to the extent that the fair value is
less than the amortized cost basis; any difference between fair value and the new amortized cost basis (net of the credit
loss) is reflected in accumulated other comprehensive income (losses), net of applicable income taxes.

For equity securities, the Company evaluates its ability to retain its investment in the issuer for a period of time
sufficient to allow for any anticipated recovery in fair value. Evidence considered to determine anticipated recovery
are analysts’ reports on the near-term prospects of the issuer and the financial condition of the issuer or the industry, in
addition to the length and extent of the market value decline. If an OTTTI is identified, the equity security is adjusted to
fair value through a charge to earnings. Refer to Note 5, ‘Investments’ to the Consolidated Financial Statements for
further discussion of the other-than-temporary impairment on equity securities.

Deferred policy acquisition costs (“DPAC”) - Atlas defers brokers’ commissions, premium taxes and other underwriting
and marketing costs directly relating to the successful acquisition of premiums written to the extent they are
considered recoverable. The other underwriting and marketing costs include a percentage of salary and related
expense, payroll taxes and travel of our marketing and underwriting employees. The percentage is derived from an
annual persistency rate study using policy and vehicle counts to compute a hit ratio. The deferred costs are then
expensed as the related premiums are earned. The method followed in determining the deferred policy acquisition
costs limits the deferral to its realizable value by giving consideration to estimated future claims and expenses to be
incurred as premiums are earned. Changes in estimates, if any, are recorded in the accounting period in which they are
determined. Anticipated investment income is included in determining the realizable value of the deferred policy
acquisition costs. Atlas’ deferred policy acquisition costs are reported net of deferred ceding commissions.
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Claims liabilities - The provision for unpaid claims and claims adjustment expenses represent the estimated liabilities
for reported claims, plus those incurred but not yet reported and the related estimated claims adjustment expenses.
Unpaid claims expenses are determined using case-basis evaluations and statistical analyses, including insurance
industry claims data, and represent estimates of the ultimate cost of all claims incurred. Although considerable
variability is inherent in such estimates, management believes that the liability for unpaid claims and claims
adjustment expenses is adequate. The estimates are continually reviewed and adjusted as necessary; such adjustments
are included in current operations and are accounted for as changes in estimates.

Atlas considers the impact of inflation when establishing adequate rates and estimating the provision for unpaid
claims and claims adjustment expenses. We establish reserves to cover our estimated liability for the payment of
claims and expenses related to the administration of claims incurred on the insurance policies we write. Inflation has a
larger impact the longer the time between the issuance of the policy and the final settlement of claims. Greater than
expected claims costs above the established reserves will require an increase in claims reserves and reduce the
earnings in the period the deficiency was established. We consider the impact of inflation on these reserves when
establishing policy rates.

Valuation of deferred tax assets - Deferred taxes are recognized using the asset and liability method of accounting.
Under this method the future tax consequences attributable to temporary differences in the tax basis of assets,
liabilities and items recognized directly in equity and the financial reporting basis of such items are recognized in the
financial statements by recording deferred tax assets (“DTAs”) or deferred tax liabilities (“DTLs”).

Deferred tax assets related to the carry-forward of unused tax losses and credits and those arising from temporary
differences are recognized only to the extent that it is probable that future taxable income will be available against
which they can be utilized. 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
future tax assets and liabilities of a change in tax rates is recognized in income in the period that includes the date of
enactment or substantive enactment.

In assessing the need for a valuation allowance, Atlas considers both positive and negative evidence related to the
likelihood of realization of the deferred tax assets. Atlas performs an assessment of recoverability of its deferred tax
assets on a quarterly basis. If, based on the weight of available evidence, it is more likely than not the deferred tax
assets will not be realized, a valuation allowance is recognized in income in the period that such determination is
made.

As of December 31, 2017, there was no valuation allowance recorded against the Company’s DTA, however there is
no guarantee that a valuation allowance will not be required in the future.

Business combinations - The value of certain assets and liabilities acquired are subject to adjustment from the initial
purchase price allocation as additional information is obtained, including, but not limited to, valuation of separately
identifiable intangibles, the preferred stock issued to the seller, and deferred taxes.

The valuations are finalized within twelve months of the close of the acquisition. The changes upon finalization to the
initial purchase price allocation and valuation of assets and liabilities may result in an adjustment to identifiable
intangible assets and goodwill. Adjustments to the provisional amounts identified during the measurement period are
recognized in the reporting period in which the adjustment amounts are determined. The effect of changes in
depreciation, amortization, or other income effects, if any, as a result of the change to the provisional amounts,
calculated as if the accounting had been completed at the acquisition date, are recorded in the financial statements and
presented separately on the statements of income and comprehensive income in the reporting period in which the
adjustment amounts are determined.

Reinsurance - As part of Atlas’ insurance risk management policies, portions of its insurance risk is ceded to
reinsurers. Reinsurance premiums and claims adjustment expenses are accounted for on a basis consistent with those
used in accounting for the original policies issued and the terms of the reinsurance contracts. Premiums and claims
and claims adjustment expenses ceded to other companies have been reported as a reduction of premium revenue and
incurred claims. Commissions paid to Atlas by reinsurers on business ceded have been accounted for as a reduction of
the related policy acquisition costs. Reinsurance recoverables are recorded for that portion of paid and unpaid claims
and claims adjustment expenses that are ceded to other companies. Prepaid reinsurance premiums are recorded for
unearned premiums that have been ceded to other companies.
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III. OPERATING RESULTS

CONSOLIDATED PERFORMANCE

2017 Full Year Financial Performance Summary (comparisons to 2016 unless otherwise noted):

Gross premiums written increased by 22.6% to $276.0 million

{n-force premium as of December 31, 2017 increased $43.9 million to $268.5 million

Total revenue for the year ended December 31, 2017 increased by 25.0% to $222.0 million

Underwriting loss for the year ended December 31, 2017 was $48.5 million, compared to an underwriting loss of $5.0
million, primarily due to the claims reserve strengthening related to prior accident years

The combined ratio increased by 19.6% to 122.5%, primarily as a result of a 34.9% impact from claims reserve
strengthening related to prior accident years

Net loss was $38.8 million, or $3.22 loss per common share diluted, compared to net income of $2.6 million, or $0.19
earnings per common share diluted, representing a decrease in earnings per common share of $3.41

Book value per common share as of December 31, 2017 decreased $3.12 to $7.42

Return on equity was a negative 35.6% as compared to a positive 2.1%
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The following financial data is derived from Atlas’ consolidated financial statements for the years ended December 31,
2017, December 31, 2016, and December 31, 2015. Ratios are calculated as a percentage of net premiums earned.
Selected Financial Information ($ in ‘000s, except for per share data)

Year Ended

December 3 December 31,December 31,

2017 2016 2015
Gross premiums written $275,961 $225,095  $209,286
Net premiums earned 215,771 171,058 152,064
Net claims incurred 203,873 134,746 89,994
Underwriting expense:
Acquisition costs 27,885 18,803 18,592
Share-based compensation 1,176 1,552 1,613
Expenses (rlecovered) incurred related to acquisitions and stock purchase o 6297 ) 1941
agreements
DPAC amortization 806 (746 ) (385 )
Other underwriting expenses? 30,548 27,983 22,356
Total underwriting expenses 60,415 41,295 44,117
Underwriting (loss) income (48,517 ) (4,983 ) 17,953
Net investment income 4,897 4,824 3,976
(Loss) income from operating activities, before income taxes (43,620 ) (159 ) 21,929

Interest expense?

Realized gains and other income

Net (loss) income before income taxes
Income tax (benefit) expense

Net (loss) income

Key Financial Ratios:

Loss ratio

Underwriting expense ratio:

Acquisition cost ratio

Share-based compensation ratio

Expenses (recovered) incurred related to acquisitions and stock purchase
agreements ratio!

DPAC amortization ratio

Other underwriting expense ratio

Total underwriting expense ratio!
Combined ratio!

(Loss) earnings per common share diluted
Book value per common share

Return on equity3

(1,840 ) (1,026 ) (694 )

1,307 1,697 811

(44,153 ) 512 22,046
(5,343 ) (2,134 ) 7,616
$(38,810) $2,646 $14,430
94.5 %78.8 % 59.2 %
12.9 %11.0 % 12.2 %
0.5 %0.9 % 1.1 %
— % (3.7) % 1.3 %o
04 % (0.4) % (0.3) %
14.2 %16.3 % 14.7 %
28.0 %24.1 % 29.0 %
122.5 %102.9 % 88.2 %
$(3.22 ) $0.19 $1.13

$7.42 $10.54 $10.15
(35.6) %2.1 % 12.5 %

I For 2015, we reclassified our presentation for costs related to acquisition and stock purchase agreements from
non-operating expenses to other underwriting expenses, because these costs were incurred as a result of acquiring new
businesses. The reclassification increased the total underwriting expense ratio and the combined ratio by 1.3% for the
year ended December 31, 2015. The reclassification increased total underwriting expenses and decreased underwriting
income and income from operating activities, before income taxes by $1.9 million for the year ended December 31,

2015.
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2 - For 2015, we restated our presentation for amortization of loan costs from other underwriting expense to interest
expense in accordance with the Company’s adoption of Accounting Standards Update 2015-03. As a result, other
underwriting expense and total underwriting expense decreased and income from operating activities, before income
taxes and interest expense increased by $56,000. This restatement had a negligible impact on the other underwriting
expense ratio, the total underwriting expense ratio and the combined ratio for the year ended December 31, 2015.

3 - For 2015, we restated our presentation for preferred shares from within the permanent equity section to be included
within the mezzanine equity section in accordance with Financial Accounting Standards Board (“FASB”’) ASC Topic
480 - Distinguishing Liabilities from Equity. As a result, return on equity increased 0.4% as a result of this decrease in
shareholders’ equity from the reclassification of preferred shares.

Revenues

We derive our revenues primarily from premiums from our insurance policies and income from our investment
portfolio. Our underwriting approach is to price our products to generate consistent underwriting profit for the
insurance companies we own. As with all P&C insurance companies, the impact of price changes is reflected in our
financial results over time. Price changes on our in-force policies occur as they are renewed. This cycle generally
takes twelve months for our entire book of business and up to an additional twelve months to earn a full year of
premium at the renewal rate.

We approach investment and capital management with the intention of supporting insurance operations by providing a
stable source of income to supplement underwriting income. The goals of our investment policy are to protect capital
while optimizing investment income and capital appreciation and maintaining appropriate liquidity. We follow a
formal investment policy, and the Board of Directors reviews the portfolio performance at least quarterly for
compliance with the established guidelines. The Investment Committee of the Board of Directors provides interim
guidance and analysis with respect to asset allocation, as deemed appropriate.

Expenses

Net claims incurred expenses are a function of the amount and type of insurance contracts we write and of the claims
experience of the underlying risks. We record net claims incurred based on an actuarial analysis of the estimated
claims we expect to be reported on contracts written. We seek to establish case reserves at the maximum probable
exposure based on our historical claims experience. Our ability to estimate net claims incurred accurately at the time
of pricing our contracts is a critical factor in determining our profitability. The amount reported under net claims
incurred in any period includes payments in the period net of the change in the value of the reserves for net claims
incurred between the beginning and the end of the period.

Acquisition costs consist principally of brokerage and agent commissions and, to a lesser extent, premium taxes. The
brokerage and agent commissions are reduced by ceding commissions received from assuming reinsurers that
represent a percentage of the premiums on insurance policies and reinsurance contracts written and vary depending
upon the amount and types of contracts written.

Other underwriting expenses consist primarily of personnel related expenses (including salaries, benefits and certain
costs associated with awards under our equity compensation plans, such as share-based compensation expense) and
other general operating expenses. We believe that because a portion of our personnel expenses are relatively fixed in
nature, increased writings may improve our operating scale and may lead to reduced operating expense ratios.

Year ended December 31, 2017 compared to year ended December 31, 2016:
Gross Premiums Written

The following table summarizes gross premiums written by line of business.
Gross Premiums Written by Line of Business ($ in

‘000s)

Year Ended December 31, 2017 2016 %
Change
Commercial automobile  $274,705$223,80122.7 %
Other 1,256 1,294 3.0 )%
Total $275,961$225,09522.6 %

61



40

Edgar Filing: Atlas Financial Holdings, Inc. - Form 10-K

62



Edgar Filing: Atlas Financial Holdings, Inc. - Form 10-K

For the year ended December 31, 2017, gross premiums written was $276.0 million compared to $225.1 million for
the year ended December 31, 2016, representing a 22.6% increase. This increase primarily resulted from growth in
livery/limousine and para-transit gross premiums written primarily in New York, California, and New Jersey offset by
a decrease in taxi gross premiums written in Louisiana and Nevada and in all lines in Minnesota and Michigan. New
premium business represented approximately 40.7% of the total gross premiums written on our core lines for the year
ended December 31, 2017, as compared to 33.9% for the year ended December 31, 2016.

In-force premium was $268.5 million and $224.6 million as of December 31, 2017 and December 31, 2016,
respectively. The Company’s gross unearned premium reserves were $128.0 million and $113.2 million as of
December 31, 2017 and December 31, 2016, respectively. The increase in gross unearned premium reserves and
in-force premium since December 31, 2016 primarily resulted from growth in the states of California, New Jersey,
and New York offset by a reduction in business in the states of Louisiana, Michigan and Minnesota.

We continued our disciplined underwriting practices in the state of Michigan. We have raised prices incrementally,
subject to regulatory rules, based on the challenging results seen in that state. As a result, we have seen fewer renewals
of our Michigan business. Michigan insured vehicles represented approximately 1.4% and 3.9% of total insured
vehicles in force as of December 31, 2017 and December 31, 2016, respectively.

Geographic Concentration

Gross Premiums Written by State ($ in ‘000s)

Year Ended December 31, 2017 2016

New York $99,374 36.0 % $69,737 31.0 %
California 42,165 153 % 29,784 132 %
Illinois 15,664 57 % 12,398 55 %
New Jersey 11,090 4.0 % 4,881 22 %
Virginia 8,704 32 % 7,940 35 %
Texas 8,511 3.1 % 7,881 35 %
Ohio 7,204 2.6 % 5942 26 %
Washington 7,186 26 % 4,975 22 %
Minnesota 6,453 23 % 9,542 43 %
Nevada 6,449 23 % 7,966 35 %
Other 63,161 229 % 64,049 285 %
Total $275,961100.0% $225,095100.0%

As illustrated by the table above, 36.0% of Atlas’ gross premiums written for the year ended December 31, 2017 came
from New York and 64.2% came from the five states currently producing the most premium volume, as compared to
58.6% for the year ended December 31, 2016. Approximately 62.5% of the increase in New York gross premiums
written for the year ended December 31, 2017 came from one new large limousine fleet account.

Ceded Premiums Written

Ceded premiums written is equal to premium ceded under the terms of Atlas’ in force reinsurance treaties. Atlas
generally purchases reinsurance in an effort to limit net exposure on any one claim to a maximum amount of $500,000
with respect to commercial automobile liability claims. Atlas also purchases reinsurance in an effort to protect against
awards in excess of its policy limits. Effective July 1, 2014, Atlas implemented a quota share reinsurance agreement
with Swiss Reinsurance America Corporation (“Swiss Re”) for its commercial auto and general liability lines of
business (“Quota Share”) written by American Country, American Service and Gateway, or collectively “ASI Pool
Subsidiaries.” This reinsurance agreement had an initial cession rate of 5%, which was increased to 15% effective April
1, 2015, and then was decreased to 5% effective July 1, 2016. The Quota Share provides the Company with financial
flexibility to manage expected growth and the timing of potential future capital raising activities. For 2015, Global
Liberty had a 20% quota share reinsurance agreement with SCOR Reinsurance Company (“SCOR Re”). In 2016, this
contract was replaced by a 25% quota share reinsurance agreement with Swiss Re for its commercial auto and general
liability lines of business (“Global Quota Share”). The cession rate of the Quota Share and Global Quota Share remained
the same for 2017.

Ceded premiums written decreased 0.5% to $44.8 million for the year ended December 31, 2017, compared with

$45.0 million for the year ended December 31, 2016, primarily due to reductions in the cession rates of the Quota
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Share agreement and Global Liberty’s commercial automobile excess of loss reinsurance contracts offset by premium
growth as compared to the prior year period. As our limousine and para-transit business grows, we expect ceded
premiums written to increase, because, under the current market conditions, the reinsurance costs are more expensive

for these products.
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Net Premiums Written

Net premiums written is equal to gross premiums written less the ceded premiums written under the terms of Atlas’
in-force reinsurance treaties. Net premiums written increased 28.4% to $231.1 million for the year ended December
31,2017 compared with $180.1 million for the year ended December 31, 2016. These changes are attributed to the
combined effects of the reasons cited in the ‘Gross Premiums Written’ and ‘Ceded Premiums Written’ sections above.
Net Premiums Earned

Premiums are earned ratably over the term of the underlying policy. Net premiums earned increased by $44.7 million
to $215.8 million for the year ended December 31, 2017, a 26.1% increase compared with $171.1 million for the year
ended December 31, 2016. The increase in net premiums earned is attributable to the combined effects of the reasons
cited in the ‘Gross Premiums Written” and ‘Ceded Premiums Written’ sections above.

Based on a ongoing analysis of the niche markets on which we focus, we believe that the total number of rides, and
accordingly vehicle count, in these niche markets continues to grow. In 2016, we saw a decline in our taxi business as
some passengers and drivers migrated to a TNC market. However, this was generally offset by corresponding growth
in our limousine and livery business. Growth in vehicle count in our limousine and livery business is positively
influenced by passengers and drivers increasingly participating in the TNC market, and we anticipate that it may
outpace reductions in taxi business over time. Growth in our para-transit business is correlated with demographic
trends in the U.S. We believe that our Insurance Subsidiaries can continue to grow these specialty products to within
a market share of 20% without having a disproportionate share of the market. Atlas’ focus has been, and continues to
be, utilizing our experience and strong value proposition to maximize underwriting profit. It is important to note that
we continue to see favorable market trends within our niche and believe that increased opportunity to expand
underwriting margin still exists. These projections are subject to change should the competitive environment reverse
from current trends.

Net Claims Incurred

The loss ratio relating to the net claims incurred for the year ended December 31, 2017 was 94.5% compared to 78.8%
for the year ended December 31, 2016. The loss ratio increase was primarily the result of the Company’s re-estimation
of its unpaid claims liabilities on prior accident years, creating a 15.7% increase in loss ratio for the year ended
December 31, 2017. Atlas experienced $75.4 million in unfavorable prior accident year development for the year
ended December 31, 2017. The unfavorable development is primarily from our core commercial automobile liability
line in the states of Louisiana, Michigan and New York, mostly from accident years 2015 and prior.

Atlas performed a comprehensive review of its reserves, and based on year-end actuarial work coupled with a detailed
internal file audit for claims with reserves not established by the Company’s predictive analytics tools, overall reserves
were strengthened.

Facts Surrounding Reserve Changes

Atlas identified that claim expenses in Michigan were significantly outpacing other states and took a significant
charge for the year ended December 31, 2016. Although exposure in Michigan was reduced to approximately 1.4% of
the Company’s insured vehicles in force by year end 2017, payments for claims in this state continued to be
disproportionate to historic premiums earned.

Remaining liability for non-New York Global Liberty business written prior to 2016 is expected to settle for greater
amounts than previously expected.

Opverall, the actuarially determined liability for remaining claims related to accident years 2015 and prior in general
was indicated to be significantly higher than carried reserves.

Risk selection and pricing precision supported by predictive modeling in underwriting beginning in 2015 appears to
have contributed improvement in expected loss ratio for premiums earned in 2016 and 2017.

Payment activity in calendar year 2017 attributed to the use of predictive modeling in claims was accelerated as
expected. The Company believes that this represents an ultimate reduction in future expected losses, but it appears to
be too early for credit to be given to this potential outcome from an actuarial perspective.

While the Company did see positive trends relating to more recent accident years in which predictive modeling had an
impact, based on year-end work, it is clear that the challenges from the past outpaced more recent benefits.
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Based on year end 2017 actuarial work, Atlas determined that this significant reserve increase was necessary to ensure
sufficient IBNR levels to extinguish the remaining claims especially for older accident years.
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Atlas intends to only write its products in states where it believes the Company can generate an above average
underwriting profit. As a specialty insurer, Atlas puts a priority on addressing changes in our market in a nimble way.
To this end, in recent years Atlas enhanced and initiated numerous underwriting and claim related processes designed
to leverage our experience in the specialty light commercial auto sector, including the elevated use of predictive
analytics. We have proactively compressed settlement time, particularly with respect to larger claims, providing
earlier visibility into potentially changing claim trends. Atlas expects to continue to deliver improvements on more
recent accident years by maintaining existing operating efficiency and further improving loss ratios through
appropriate underwriting and pricing, disciplined claims handling as well as further leveraging the investments it has
made in predictive analytics. However, credit for such improvement will not be recognized until it is reflected in
future loss settlements.

The following tables summarize the claims and claims adjustment expenses incurred, net of reinsurance by line of
business and accident year:

Claims and Claims Adjustment Expenses Incurred, Net of Reinsurance ($ in ‘000s)

Year Ended December 31, 2017 Year Ended December 31, 2016
Commercial Commercial
Accident Year Auto Other  Total Accident Year Auto Other Total
Liability Liability
2012 and prior $ 3,402 $(456 )$2,946 2011 and prior $ 3,374 $1,323 $4,697
2013 9,209 30 9,239 2012 4,348 101 4,449
2014 23,037 603 23,640 2013 10,764 131 10,895
2015 30,025 1,020 31,045 2014 16,946 148 17,094
2016 7,693 834 8,527 2015 (4,930 ) 408 4,522 )
2017 114,531 13,945 128,476 2016 90,713 11,420 102,133
Totals $ 187,897 $15,976 $203,873 Totals $121,215 $13,531$134,746

Acquisition Costs and Other Underwriting Expenses

Acquisition costs represent commissions and taxes incurred on net premiums earned offset by ceding commission on
business reinsured. Acquisition costs were $27.9 million for the year ended December 31, 2017, or 12.9% of net
premiums earned, as compared to $18.8 million, or 11.0%, for the year ended December 31, 2016.

The table below indicates the impact of the various components of acquisition costs on the combined ratio for the
years ended December 31, 2017 and 2016:

($ in ‘000s, percentages to net premiums earned)

Year Ended December 31, 2017 % 2016 %

Net premiums earned $215,771 100.0 % $171,058 100.0 %
Gross commissions incurred excluding contingent 28,416 13.2 % 21,993 129 %
Gross contingent commissions incurred 3,458 1.6 %2618 1.5 %
Premium and other taxes incurred 7,315 34  %6,257 36 %
Total gross commissions and taxes incurred 39,189 18.2 % 30,868 180 %
Ceded commissions incurred excluding contingent (9,447 )(4.4 )% (10,966 )(6.4 )%
Ceded contingent commissions incurred (1,857  )(0.9 Y% (1,099 )(0.6 Y%
Total ceded commissions incurred (11,304 )(5.3 )% (12,065 )(7.0 Y%
Total $27,885 129 %$18,803 11.0 %

Gross commissions incurred excluding contingent commissions increased by $6.4 million over the prior year period.
This increase resulted from premium growth in business where higher commission rates applied. Gross contingent
commissions incurred increased by $840,000 over the prior year period primarily as a result of new agents becoming
eligible for contingent commissions and premium growth. Gross contingent commissions are awarded based on the
combination of developed loss experience and premium growth. Premium and other taxes incurred increased by $1.1
million over the prior year period as a result of premium growth.
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Ceded commissions incurred excluding contingent commissions decreased by $1.5 million over the prior year period
primarily due to the decrease in ceded premiums written for the Quota Share. Ceded contingent commissions incurred
increased by $758,000 over the prior period. Ceded contingent commissions are based on loss experience. The
increase in ceded contingent commissions resulted from favorable loss ratios on Atlas’ excess of loss reinsurance
agreements and the Global Quota Share offset by unfavorable loss ratios on the Quota Share. As shown in the table in
the ‘Combined Ratio’ section, on a pro-forma basis, without the effect of the Quota Share and Global Quota Share, the
acquisition costs would have been 15.4% for the year ended December 31, 2017, as compared to 15.1% for the year
ended December 31, 2016.

The other underwriting expense ratio (including share-based compensation expenses and expenses incurred related to
stock purchase agreements) was 15.1% for the year ended December 31, 2017 compared to 13.1% for the year ended
December 31, 2016. Other underwriting expenses increased by approximately $10.0 million over the prior year
period. Depreciation, leasehold improvement amortization and facility costs related to Atlas’ new headquarters
building increased by $806,000. Salary, payroll taxes and employee benefit costs decreased by $581,000. Because
salary, payroll taxes and employee benefit costs decreased and gross premiums written and gross unearned premium
reserves increased, DPAC amortization increased by $1.6 million. No expenses were recovered pursuant to stock
purchase agreements during 2017, as compared to $6.3 million during 2016. The termination of Gateway’s workers’
compensation retroactive reinsurance agreement increased expenses by $1.7 million for year ended December 31,
2017. Directors fees increased by $30,000 over the prior year period due to the addition of a new board member
during 2017.

Changes in our Quota Share reinsurance during 2017 had an impact on the reported other underwriting expense ratio
when comparing year to year. As shown in the table in the ‘Combined Ratio’ section, on a pro-forma basis, without the
effect of the Quota Share, the other underwriting expense ratio would have been 13.5% for the year ended December
31, 2017 compared to 11.0% for the year ended December 31, 2016. The 2016 ratio includes benefits from expenses
recovered relating to acquisitions and stock purchase agreements, which decreased this ratio by 3.1%.

While the Quota Share and Global Quota Share provide a ceding commission to offset underwriting expense, this
commission reduces acquisition costs rather than other underwriting expenses on the statements of income and
comprehensive income. With this in mind, acquisition costs, and other underwriting expenses should be examined
either collectively as total underwriting expenses or independent of the effects of the Quota Share and Global Quota
Share ceding commissions to understand operating efficiency.

Expenses Related to Stock Purchase Agreements

Atlas did not incur or recover any expenses pursuant to stock purchase agreements for the year ended December 31,
2017. Atlas recovered $6.3 million of expenses pursuant to the contingent adjustments of the Gateway and Anchor
stock purchase agreements that included the redemption and cancellation of preferred shares for the year ended
December 31, 2016.

Combined Ratio

Atlas’ combined ratio for the year ended December 31, 2017 was 122.5%, compared to 102.9% for the year ended
December 31, 2016.

Underwriting profitability, as opposed to overall profitability or net earnings, is measured by the combined ratio. The
combined ratio is the sum of the claims and claims adjustment expense ratio, the acquisition cost ratio, and the
underwriting expense ratio. The change in the combined ratio is attributable to the factors described in the ‘Net
Premiums Earned’, ‘Net Claims Incurred’, and ‘Acquisition Costs and Other Underwriting Expenses’ sections above.
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The table below indicates the impact of the Quota Share and Global Quota Share on the various components of the
combined ratio for the years ended December 31, 2017 and 2016:
($ in ‘000s, percentages to net premiums earned)

Year Ended December 31, 2017 2016

Gross of Quota Share and Global Quota Share: Amount % Amount %

Net premiums earned $240,994 100.0%$204,228 100.0 %
Net claims incurred! 224368 93.1 %151,873 744 %
Acquisition costs 37,028 15.4 %30,827 151 %
Other insurance general and administrative expenses 30,548 12.7 %27,983 13.7 %
DPAC amortization 806 03 %(746 )(0.4 Y%
Expenses recovered related to acquisitions and stock purchase agreements — —  %(6,297 )(3.1 Y%
Share-based compensation expense 1,176 05 %1,552 0.8 %
Total underwriting loss and combined ratio $(52,932)122.0%%$(964 )100.5 %
Net of Quota Share and Global Quota Share:

Net premiums earned $215,771 100.0%$171,058 100.0 %
Net claims incurred 203,873 94.5 %134,746 788 %
Acquisition costs 27,885 12.9 %18,803 11.0 %
Other insurance general and administrative expenses 30,548 14.2 %27,983 16.3 %
DPAC amortization 806 04 %(746 )(0.4 Y%
Expenses recovered related to acquisitions and stock purchase agreements — —  %(6,297 )(3.7 Y%
Share-based compensation expense 1,176 05 %1,552 09 %
Total underwriting loss and combined ratio $(48,517)122.5%%$(4,983 )102.9 %

1 For 2017, net claims incurred, gross of the quota share, for the current accident year was $143.3 million with a
combined ratio impact of 59.5%. For the prior accident years net claims incurred, gross of the quota share was $81.0
million with a combined ratio impact of 33.6%. For 2016, net claims incurred, gross of the quota share, for the current
accident year was $115.2 million with a combined ratio impact of 56.5%. For the prior accident years net claims
incurred, gross of the quota share was $36.7 million with a combined ratio impact of 17.9%.

Net Investment Income

Net investment income is primarily comprised of interest income, dividend income, and income from other invested
assets, net of investment expenses, which are comprised of investment management fees, custodial fees, and allocated
salaries. Net investment income, net of investment expenses, increased by 1.5% to $4.9 million for the year ended
December 31, 2017, compared to $4.8 million for the year ended December 31, 2016. These amounts are primarily
comprised of interest income. This increase was primarily due to an increase in interest income from fixed income
securities with higher coupon rates and a decrease in investment manager costs. The gross yield on our fixed income
securities was 2.3% and 2.2% for the years ended December 31, 2017 and 2016, respectively. The gross yield on our
cash and cash equivalents was 0.3% and 0.1% for the years ended December 31, 2017 and 2016, respectively. The
increase in gross yield on our cash investments was due to higher interest rates on certain new accounts and higher
balances in accounts earning greater interest. Equity method investments and collateral loans generated investment
income of $1.9 million in each of the years ended December 31, 2017 and 2016.

Interest Expense

On April 26, 2017, Atlas issued $25 million of five-year 6.625% senior unsecured notes and received net proceeds of
approximately $23.9 million after deducting underwriting discounts and commissions and other offering expenses. A
portion of the net proceeds from this issuance, together with cash on hand, were used to repay all outstanding
borrowings under the Loan Agreement, as defined below in the ‘Liquidity and Capital Resources’ section. Interest
expense was $1.8 million and $1.0 million for the years ended December 31, 2017 and 2016, respectively. The
increase in interest expense for the year ended December 31, 2017 primarily resulted from the accelerated
amortization of debt issuance costs upon the repayment of outstanding amounts under the Loan Agreement and the
higher interest rate related to the senior unsecured notes.
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Net Realized Investment Gains

Net realized investment gains is comprised of the gains and losses from the sales of investments. Net realized
investment gains for the year ended December 31, 2017 were $872,000 compared to $1.2 million for the year ended
December 31, 2016. This decrease resulted from lower gains from the sale of fixed income securities partially offset
by higher gains on the sale of equity securities and equity method investments.

Other Income

Atlas recorded other income of $435,000 and $467,000 for the years ended December 31, 2017 and 2016,
respectively. The decrease in other income resulted from lower income from premium financing offset by higher
rental income.

(Loss) Income before Income Taxes

Atlas generated a pre-tax loss of $44.2 million for the year ended December 31, 2017 compared to pre-tax income of
$512,000 for year ended December 31, 2016. The causes of these changes are attributed to the combined effects of the
reasons cited in the ‘Net Premiums Earned’, ‘Net Claims Incurred’, ‘Acquisition Costs and Other Underwriting Expenses’,
‘Net Investment Income’, ‘Interest Expense’, ‘Net Realized Investment Gains’, and ‘Other Income’ sections above.
Income Tax Benefit

Atlas recognized a tax benefit of $5.3 million for the year ended December 31, 2017 and $2.1 million for the year
ended December 31, 2016. The following table reconciles the U.S. statutory marginal income tax rate of 35.0% to the
effective tax rate for the years ended December 31, 2017 and 2016:

Tax Rate Reconciliation ($ in ‘000s)

Year Ended December 31, 2017 2016
Amount % Amount %

Provision for taxes at U.S. statutory marginal income tax rate $(15,453) 35.0 % $179 350 %
Nondeductible expenses 51 (0.1 Y% 24 4.7 %
Tax-exempt income (23 ) 0.1 % (39 ) (7.6 Y%
State tax (net of federal benefit) 2 ) — % 28 5.5 %
Stock compensation (445 )1.0 % — — %
Nondeductible acquisition accounting adjustment — — % (2,204 ) (430.5)%
Change in statutory tax rate 10,542 (23.9)% — — %
Other (13 ) — % (122 ) (239 Y%
Provision for income taxes for continuing operations $(5,343 ) 12.1 % $(2,134) (416.8)%

On December 22, 2017, the Tax Cuts and Jobs Act of 2017 (the “Tax Act”) was signed into law. Among other things,
beginning with the 2018 tax year, the Tax Act reduced the Company’s corporate federal tax rate from a marginal rate
of 35% to a flat 21%, eliminated the corporate Alternative Minimum Tax (“AMT”), changed reserving and other aspects
of the computation of taxable income for insurance companies, and modified the net operating loss carryback and
carryforward provisions for all entities in the group except for those subject to tax as property and casualty companies.
The modified net operating loss provisions no longer allow a carryback to prior years to recover past taxes, but now
allow an indefinite carryforward period subject to a yearly utilization limit. As discussed above, any net operating
losses with respect to the insurance entities taxed as property and casualty companies retain the current net operating
loss carryback and carryover provisions, which are two years carryback and 20 years carryforward. As of December
31, 2016, the Company measured its deferred tax items at the enacted rate in effect of 35%. Due to the Tax Act’s
enactment, the Company’s deferred tax assets and liabilities as of December 31, 2017 have been re-measured at the
new enacted tax rate of 21%. For the year ended December 31, 2017, the Company recognized income tax expense of
$10.5 million related to reduction in the net deferred tax asset a result of this re-measurement.

Upon the transaction forming Atlas on December 31, 2010, a yearly limitation as required by IRC Section 382 that
applies to changes in ownership on the future utilization of Atlas’ net operating loss carryforwards was calculated. The
Insurance Subsidiaries’ prior parent retained those tax assets previously attributed to the Insurance Subsidiaries that
could not be utilized by Atlas as a result of this limitation. As a result, Atlas’ ability to recognize future tax benefits
associated with a portion of its deferred tax assets generated during prior years have been permanently limited to the
amount determined under IRC Section 382. The result is a maximum expected net deferred tax asset, which Atlas has
available after the merger and believed more-likely-than-not to be utilized in the future, after consideration of
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In assessing the need for a valuation allowance, Atlas considers both positive and negative evidence related to the
likelihood of realization of the deferred tax assets.

Positive evidence evaluated when considering the need for a valuation allowance includes:

management’s expectations of future profit with vehicles in-force at their highest levels and steady new and renewal
business;

anticipated ability to increase prices in core lines as the commercial auto market is firming;

predictive modeling in underwriting and claims are generating better priced risks that are expected to create overall
profitability over time; and

positive growth trends in gross premiums written in each year since formation.

Negative evidence evaluated when considering the need for a valuation allowance includes:

net losses generated in the two most recent years; and

yearly limitation as required by IRC Section 382 on net operating loss carryforwards generated prior to 2013.

Net (Loss) Income and (Loss) Earnings per Common Share

Atlas had a net loss of $38.8 million for the year ended December 31, 2017 compared to net income of $2.6 million
for the year ended December 31, 2016. After taking the impact of the liquidation preference of the preferred shares
into consideration, the loss per common share diluted for the year ended December 31, 2017 was $3.22 versus
earnings per common share diluted of $0.19 for the year ended December 31, 2016.

The following chart illustrates Atlas’ potential dilutive common shares for the years ended December 31, 2017 and
2016:

Year Ended December 31, 2017 2016

Basic weighted average common shares outstanding  12,064,88012,045,519

Dilutive potential ordinary shares:

Dilutive stock options — 177,364

Dilutive shares upon preferred share conversion — —

Diluted weighted average common shares outstanding 12,064,88012,222,883

The effects of convertible instruments are excluded from the computation of earnings per common share diluted in
periods in which the effect would be anti-dilutive. Convertible preferred shares are anti-dilutive when the amount of
dividend declared or accumulated in the current period per common share obtainable upon conversion exceeds
earnings per common share basic. For the year ended December 31, 2017, all exercisable stock options were deemed
to be anti-dilutive. For the year ended December 31, 2016, all exercisable stock options were deemed to be dilutive
and all of the convertible preferred shares were deemed to be anti-dilutive. The potentially dilutive impact for the
convertible preferred stock excluded from the calculation due to anti-dilution is 441,357 common shares for the year
ended December 31, 2016.

Year ended December 31, 2016 compared to year ended December 31, 2015:

Gross Premiums Written

The following table summarizes gross premiums written by line of business.

Gross Premiums Written by Line of Business ($ in

‘000s)

Year Ended December 31, 2016 2015 %
Change
Commercial automobile  $223,801$207,7677.7 %
Other 1,294 1,519 (14.8)%
Total $225,095$209,2867.6 %

For the year ended December 31, 2016, gross premiums written was $225.1 million compared to $209.3 million for
the year ended December 31, 2015, representing a 7.6% increase. This increase primarily resulted from growth in
livery/limousine and para-transit gross premiums written of approximately $41.1 million offset by a $25.6 million
decrease in taxi gross premiums written. The growth in livery/limousine and para-transit gross premiums written
resulted from having a full year’s worth of Global Liberty premium for 2016 as compared to the 9-1/2 months we had
in 2015, coupled with market share growth in those products. The decrease in taxi business included overall reduction
in available vehicles to insure, a $4.3 million excess taxi account and a few larger fleet accounts that were not renewed
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during 2016 due to our disciplined underwriting practice.
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For the year ended December 31, 2016, gross premiums written from commercial automobile was $223.8 million,
representing a 7.7% increase relative to the year ended December 31, 2015. This increase is attributable to Atlas’
continued geographic expansion as a positive response from both new and existing agents and insureds to Atlas’ value
proposition. We wrote $75.8 million and $86.8 million of new gross premiums written business for the years ended
December 31, 2016 and 2015, respectively. Of these amounts, Global Liberty, our most recent acquisition, contributed
$19.3 million and $20.6 million in new premiums written for the years ended December 31, 2016 and 2015,
respectively. With respect to our traditional commercial automobile, which excludes excess taxi, gross premiums
written was $215.7 million, an increase of 10.4% versus the year ended December 31, 2015. As a percentage of the
Insurance Subsidiaries’ overall book of business, commercial auto gross premiums written represented 99.4% of gross,
and 99.9% of net, premiums written for the year ended December 31, 2016 compared to 99.3% and 99.4%,
respectively, during the year ended December 31, 2015.

In-force premium was $224.6 million and $210.6 million as of December 31, 2016 and December 31, 2015,
respectively. The Company’s gross unearned premium reserves were $113.2 million and $108.2 million as of
December 31, 2016 and December 31, 2015, respectively. The increase in gross unearned premium reserves and
in-force premium since December 31, 2015 primarily resulted from growth in the states of California, Nevada, New
Jersey, New York and Washington offset by a reduction in business in the state of Michigan.

Geographic Concentration

Gross Premiums Written by State ($ in ‘000s)

Year Ended December 31, 2016 2015

New York $69,737 31.0 % $61,331 293 %
California 29,784 132 % 24,592 11.8 %
Illinois 12,398 55 % 11,741 56 %
Louisiana 10,337 46 % 11,884 57 %
Minnesota 9,542 43 % 11,178 53 %
Michigan 9,002 40 % 12,178 58 %
Nevada 7,966 35 % 4,536 22 %
Virginia 7,940 35 % 7,134 34 %
Texas 7,881 35 % 9462 45 %
Ohio 5,942 26 % 6,124 29 %
Other 54,566 24.3 % 49,126 235 %
Total $225,095100.0% $209,286100.0%

As illustrated by the table above, 31.0% of Atlas’ gross premiums written year ended December 31, 2016 came from
New York and 58.6% came from the five states currently producing the most premium volume, as compared to 58.2%
for the year ended December 31, 2015. Global Liberty experienced the highest gross premiums written growth among
the Insurance Subsidiaries for the year ended December 31, 2016 in these top five states due to having a full year’s
worth of premium in 2016.

Ceded Premiums Written

Ceded premiums written increased 13.7% to $45.0 million for the year ended December 31, 2016 compared with
$39.6 million for the year ended December 31, 2015 primarily due to Atlas’ participation in the Quota Share and
Global Quota Share, product mix and overall gross premium growth. Excluding the Quota Share and Global Quota
Share, ceded premiums written were $13.4 million and $10.5 million for the years ended December 31, 2016 and
2015, respectively.

Net Premiums Written

Net premiums written increased 6.1% to $180.1 million for the year ended December 31, 2016 compared with $169.7
million for the year ended December 31, 2015. These changes are attributed to the combined effects of the reasons
cited in the ‘Gross Premiums Written” and ‘Ceded Premiums Written’ sections above.

Net Premiums Earned

Net premiums earned increased by $19.0 million to $171.1 million for the year ended December 31, 2016, a 12.5%
increase compared with $152.1 million for the year ended December 31, 2015. The increase in net premiums earned is
attributable to the combined effects of the reasons cited in the ‘Gross Premiums Written’ and ‘Ceded Premiums Written’
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sections above. Global Liberty accounted for $11.0 million of this increase. The remaining increase in net premiums
earned resulted from organic growth primarily in the states of California, Minnesota, Nevada, New York and Virginia.
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Net Claims Incurred

The loss ratio relating to the net claims incurred for the year ended December 31, 2016 was 78.8% compared to 59.2%
for the year ended December 31, 2015. The loss ratio increase was primarily the result of the Company’s re-estimation
of its unpaid claims liabilities on prior accident years, creating a 19.6% increase in loss ratio for the year ended
December 31, 2016. Atlas experienced $32.6 million in unfavorable prior accident year development for the year
ended December 31, 2016. The unfavorable development is primarily from our core commercial automobile liability
line. Excluding pre-acquisition Global Liberty claims reserve development, the development of our core lines on prior
accident years was $23.2 million for the year ended December 31, 2016. Michigan commercial automobile claims
accounted for approximately 62.5% of this development.

As a percentage of the Company’s policy count, business written in the state of Michigan was reduced significantly on
a year-over-year basis beginning in 2013 as a result of relative underperformance. In 2012, Michigan business
represented 18.5% of total policy count; in the past year, policies in that state represented 4.5% of the total. Despite
the reduction in relative exposure, losses paid in connection with Michigan claims have been disproportionate,
representing 21% of all loss amounts paid in 2016 for commercial auto liability claims. Claims paid under $25,000
represented 43% of the total paid in the state with average severity in this cohort increasing 24% on a year over year
basis in 2016. In particular, average severity for personal injury protection (‘“PIP”’) coverage, which is mandatory in
Michigan, paid in 2016 increased by 115% as compared to 2015, litigated PIP claim settlements increased by 25%
year over year and PIP claims closing without payment decreased from 50% to 32%. Severity trends for large claims
were more stable. In total, based on claim payment made through year-end 2016, Michigan claims for policy years
2010 through 2015 exceeded the amount that would have been proportionate by approximately $23 million.
Pre-acquisition Global Liberty claims reserve development was $7.9 million for the year ended December 31, 2016.
The remaining unfavorable prior year development of $1.5 million for the year ended December 31, 2016 is
attributable to assigned risk pools and run-off non-core business.

Atlas experienced $166,000 in unfavorable prior accident year development during the year ended December 31,
2015. Prior accident year unfavorable development on non-core lines and assigned risk pools was $870,000 for the
year ended December 31, 2015. The unfavorable development on non-core lines and assigned risk pools was offset by
favorable prior accident year development of $475,000 and $230,000 on our core lines and pre-acquisition Global
Liberty claims reserves, respectively. This favorable development on our core lines was attributable to our traditional
taxi and excess taxi products.

The following tables summarize the claims and claims adjustment expenses incurred, net of reinsurance by line of
business and accident year:

Claims and Claims Adjustment Expenses Incurred, Net of Reinsurance ($ in ‘000s)

Year Ended December 31, 2016 Year Ended December 31, 2015
Commercial Commercial
Accident Year Auto Other Total Accident Year Auto Other  Total
Liability Liability
2011 and prior $ 3,374 $1,323 $4,697 2010 and prior $ 2,622 $156  $2,778
2012 4,348 101 4,449 2011 288 305 593
2013 10,764 131 10,895 2012 1,431 (16 )1,415
2014 16,946 148 17,094 2013 5,908 (200 )5,708
2015 (4,930 )408 4,522 ) 2014 (10,912 )584 (10,328 )
2016 90,713 11,420 102,133 2015 79,062 10,766 89,828
Totals $121,215 $13,531$134,746 Totals $78399 $11,595 $89,994

Acquisition Costs and Other Underwriting Expenses

Acquisition costs were $18.8 million for the year ended December 31, 2016, or 11.0% of net premiums earned, as
compared to 12.2% for the year ended December 31, 2015. The decrease in the ratio is primarily due to the Quota
Share’s and Global Quota Share’s ceding commissions.
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The table below indicates the impact of the various components of acquisition costs on the combined ratio for the
years ended December 31, 2016 and 2015:
($ in ‘000s, percentages to net premiums earned)

Year Ended December 31, 2016 % 2015 %

Net premiums earned $171,058 100.0 % $152,064 100.0 %
Gross commissions incurred excluding contingent 21,993 12.9 % 19,200 126 %
Gross contingent commissions incurred 2,618 1.5 %?2,257 1.5 %
Premium and other taxes incurred 6,257 3.6 %4933 33 %
Total gross commissions and taxes incurred 30,868 18.0 % 26,390 174 %
Ceded commissions incurred excluding contingent (10,966 )(6.4 )% (6,807 )4.5 )%
Ceded contingent commissions incurred (1,099 )(0.6 )% (991 )(0.7 )%
Total ceded commissions incurred (12,065 )(7.0 Y% (7,798 )(5.2 Y%
Total $18,803 11.0 %$18,592 122 %

As discussed above in ‘Gross Premiums Written’, we wrote a full year’s worth of Global Liberty premium for 2016 as
compared to the 9-1/2 months we had in 2015. Due to this increase, coupled with market share growth in our
livery/limousine and para-transit products where higher commission rates applied, gross commissions incurred
excluding contingent commissions increased by $2.8 million over the prior year period. Gross contingent
commissions incurred increased by $361,000 over the prior year period primarily as a result of Global Liberty
business being included in the calculations. Premium and other taxes incurred increased by $1.3 million over the prior
year period as a result of premium growth.

Ceded commissions incurred excluding contingent commissions increased by $4.2 million over the prior year period
primarily due to the increase in ceded premiums written for the Quota Share and Global Quota Share. Ceded
contingent commissions incurred increased by $108,000 over the prior period. The increase in ceded contingent
commissions resulted from favorable loss ratios on Atlas’ excess of loss reinsurance agreements offset by unfavorable
loss ratios on the Quota Share. As shown in the table in the ‘Combined Ratio’ section, on a pro-forma basis, without the
effect of the Quota Share and Global Quota Share, the acquisition costs would have been 15.1% for the year ended
December 31, 2016, as compared to 14.7% for the year ended December 31, 2015.

The other underwriting expense ratio (including share-based compensation expenses and expenses incurred related to
acquisitions and stock purchase agreements) was 13.1% for the year ended December 31, 2016 compared to 16.8% for
the year ended December 31, 2015. Expenses recovered pursuant to stock purchase agreements lowered the other
underwriting expense ratio by 3.7% for the year ended December 31, 2016. Bad debt expense totaled $2.4 million for
the year ended December 31, 2016 compared to $622,000 for the year ended December 31, 2015. The increase
resulted from the re-estimation of the allowance and the reserving for specific premium receivable accounts past due.
Bad debt expense increased the other underwriting expense ratio by 1.4% for the year ended December 31, 2016.
Changes in our Quota Share reinsurance during 2016 had an impact on the reported other underwriting expense ratio
when comparing year to year. As shown in the table in the ‘Combined Ratio’ section, on a pro-forma basis, without the
effect of the Quota Share, the other underwriting expense ratio would have been 11.0% for the year ended December
31, 2016 compared to 14.9% for the year ended December 31, 2015. The growth of our core lines and our increasing
operational scale had a positive impact on this ratio.

Expenses Related to Acquisitions and Stock Purchase Agreements

Atlas recovered $6.3 million of expenses pursuant to the contingent adjustments of the Gateway and Anchor stock
purchase agreements that included the redemption and cancellation of preferred shares for the year ended December
31, 2016. For the year ended December 31, 2015, Atlas recognized total expenses of $1.9 million related to the
acquisition of Anchor and pursuant to the contingent adjustments relative to the Gateway stock purchase agreement.
The Anchor costs of $999,000 were incurred to effect the business combination and included legal fees, advisory
services, accounting fees, and internal general and administrative costs. The Gateway expense of $942,000 related to
the terms of the Gateway stock purchase agreement and the issuance of preferred shares pursuant to the terms of such
agreement.

Combined Ratio
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Atlas’ combined ratio for the year ended December 31, 2016 was 102.9%, compared to 88.2% for the year ended
December 31, 2015.
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The change in underwriting profitability is attributable to the factors described in the ‘Net Premiums Earned’, ‘Net
Claims Incurred’, ‘Acquisition Costs and Other Underwriting Expenses’ sections above.
The table below indicates the impact of the Quota Share and Global Quota Share on the various components of the

combined ratio for the years ended December 31, 2016 and 2015:
($ in ‘000s, percentages to net premiums earned)

Year Ended December 31,

Gross of Quota Share and Global Quota Share:

Net premiums earned

Net claims incurred!

Acquisition costs

Other insurance general and administrative expenses?

DPAC amortization

Expenses (recovered) incurred related to acquisitions and stock purchase
agreements3

Share-based compensation expense

Total underwriting (loss) profit and combined ratio

Net of Quota Share and Global Quota Share:

Net premiums earned

Net claims incurred

Acquisition costs

Other insurance general and administrative expenses?

DPAC amortization

Expenses (recovered) incurred related to acquisitions and stock purchase
agreements3

Share-based compensation expense

Total underwriting (loss) profit and combined ratio

2016 2015
Amount % Amount %
$204,228 100.0 % $170,737 100.0 %

151,873 744 %99,394 582 %
30,827 151 %25,093 147 %
27,983 137 %22,356 131 %
(746 )(0.4 )% (385 )(0.2 )%

6297 3.1 )%1.941 1.1 %
1552 08 %1613 09 %
$(964  )100.5 % $20,725 87.8 %

$171,058 100.0 % $152,064 100.0 %

134,746  78.8 %89,994 592 %
18,803  11.0 %18,592 122 %
27,983 163 %22,356 147 %
(746 )(0.4 )% (385 )(0.3 )%

(6,297 )(3.7 )%1,941 13 %

1,552 09 %1,613 1.1 %
$(4,983 )102.9 %$17,953 882 %

- For 2016, net claims incurred, gross of the quota share, for the current accident year was $115.2 million with a
combined ratio impact of 56.5%. For the prior accident years net claims incurred, gross of the quota share was $36.7

million with a combined ratio impact of 17.9%.

2 - For 2015, we restated our presentation for amortization of loan costs from other underwriting expense to interest
expense in accordance with the Company’s adoption of Accounting Standards Update 2015-03. The restatement
decreased other insurance general and administrative expense and increased the total underwriting profit by $56,000.
The restatement had a negligible impact on the other insurance general and administrative expense ratio and the
combined ratio for the year ended December 31, 2015. For 2015, we combined our presentation of amortization of

intangible assets and other insurance general and administrative expenses.

3 - For 2015, we reclassified our presentation for costs related to acquisition and stock purchase agreements from
non-operating expenses to other underwriting expenses. The reclassification decreased both gross and net total
underwriting profit by $1.9 million, increased the gross combined ratio by 1.1% and increased the net combined ratio

by 1.3% for the year ended December 31, 2015.
Net Investment Income

Net investment income, net of investment expenses, increased by 21.3% to $4.8 million for the year ended December
31, 2016, compared to $4.0 million for the year ended December 31, 2015. These amounts are primarily comprised of
interest income. This increase was primarily due to the acquisition of Anchor and change in investment mix with
higher yields. The gross yield on our fixed income securities was 2.2% for each of the years ended December 31, 2016
and 2015. The gross yield on our cash and cash equivalents was 0.1% for each of the years ended December 31, 2016
and 2015. For the year ended December 31, 2016, equity method investments and collateral loans generated
investment income of $1.9 million, compared to investment income of $1.3 million for the year ended December 31,
2015. This increase is primarily due to interest income on our collateral loan investments.

80



51

Edgar Filing: Atlas Financial Holdings, Inc. - Form 10-K

81



Edgar Filing: Atlas Financial Holdings, Inc. - Form 10-K

Interest Expense

Interest expense was $1.0 million and $694,000 for the years ended December 31, 2016 and 2015, respectively. The
increase in interest expense for the year ended December 31, 2016 primarily resulted from increased borrowings under
the Loan Agreement and slight increases in the LIBOR.

Net Realized Investment Gains

Net realized investment gains for the year ended December 31, 2016 were $1.2 million compared to $455,000 for the
year ended December 31, 2015. This increase resulted primarily from gains on the sale of state/political subdivision
and corporate fixed income securities under favorable market conditions.

Other Income

Atlas recorded other income for the year ended December 31, 2016 of $467,000 compared to other income of
$356,000 for the year ended December 31, 2015. The increase in other income resulted from rental income and the
recovery of previously escheated funds.

Income before Income Taxes

Atlas generated pre-tax income of $512,000 for the year ended December 31, 2016 compared to pre-tax income of
$22.0 million for year ended December 31, 2015. The causes of these changes are attributed to the combined effects of
the reasons cited in the ‘Net Premiums Earned’, ‘Net Claims Incurred’, ‘Acquisition Costs and Other Underwriting
Expenses’, ‘Net Investment Income’, ‘Interest Expense’, ‘Net Realized Investment Gains’, and ‘Other Income’ sections
above.

Income Tax (Benefit) Expense

Atlas recognized $2.1 million of tax benefit for the year ended December 31, 2016 and recognized $7.6 million of tax
expense for the year ended December 31, 2015. The following table reconciles the U.S. statutory marginal income tax
rate of 35.0% to the effective tax rate for the years ended December 31, 2016 and 2015:

Tax Rate Reconciliation ($ in ‘000s)

Year Ended December 31, 2016 2015
Amount % Amount %

Provision for taxes at U.S. statutory marginal income tax rate $179 350 % $7,716 35.0 %
Nondeductible expenses 24 47 % 124 0.6 %
Tax-exempt income (39 ) (7.6 )% (89 ) (0.4)%
State tax (net of federal benefit) 28 5.5 % 118 05 %
Nondeductible acquisition accounting adjustment (2,204 ) (430.5)% 329 1.5 %
Change in statutory tax rate — — % 471 ) (2.1)%
Other (122 ) (239 Y% (111 ) (0.6)%
Provision for income taxes for continuing operations $(2,134) (416.8)% $7,616 34.5 %

Net Income and Earnings per Common Share

Atlas had net income of $2.6 million for the year ended December 31, 2016 compared to $14.4 million for the year
ended December 31, 2015. After taking the impact of the liquidation preference of the preferred shares into
consideration, the earnings per common share diluted for the year ended December 31, 2016 was $0.19 versus
earnings per common share diluted of $1.13 for the year ended December 31, 2015.

The following chart illustrates Atlas’ potential dilutive common shares for the years ended December 31, 2016 and
2015:

Year Ended December 31, 2016 2015

Basic weighted average common shares outstanding  12,045,51911,975,579

Dilutive potential ordinary shares:

Dilutive stock options 177,364 186,656

Dilutive shares upon preferred share conversion — 573,444

Diluted weighted average common shares outstanding 12,222,88312,735,679
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For the year ended December 31, 2016, all exercisable stock options were deemed to be dilutive and all of the
convertible preferred shares were deemed to be anti-dilutive. The potentially dilutive impact for the convertible
preferred stock excluded from the calculation due to anti-dilution is 441,357 common shares for the year ended
December 31, 2016. For the year ended December 31, 2015, all of the convertible preferred shares and all exercisable
stock options were deemed to be dilutive.
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IV. FINANCIAL CONDITION
Consolidated Statements of Financial Condition

($ in ‘000s, except for share and per share data) December 31, December 31,

2017 2016
Assets
Investments, available for sale
Fixed income securities, at fair value (amortized cost $158,411 and $157,451) $ 157,984 $ 156,487
Equity securities, at fair value (cost $7,969 and $5,598) 8,446 6,223
Other investments 31,438 32,181
Total Investments 197,868 194,891
Cash and cash equivalents 45,615 29,888
Accrued investment income 1,248 1,228
Premiums receivable (net of allowance of $3,418 and $2,366) 79,664 77,386
Reinsurance recoverables on amounts paid 7,982 7,786
Reinsurance recoverables on amounts unpaid 53,402 35,370
Prepaid reinsurance premiums 12,878 13,372
Deferred policy acquisition costs 14,797 13,222
Deferred tax asset, net 16,985 18,498
Goodwill 2,726 2,726
Intangible assets, net 4,145 4,535
Property and equipment, net 24,439 11,770
Other assets 20,754 12,905
Total Assets $ 482,503 $ 423,577
Liabilities
Claims liabilities $211,648 $ 139,004
Unearned premium reserves 128,043 113,171
Due to reinsurers 8,411 8,369
Notes payable, net 24,031 19,187
Other liabilities and accrued expenses 19,725 16,504
Total Liabilities $ 391,858 $ 296,235
Shareholders' Equity
Ordinary voting common shares, $0.003 par value, 266,666,667 shares authorized, shares
issued and outstanding: December 31, 2017 - 12,164,041 and December 31, 2016 - $ 36 $ 36
11,895,104
Restricted voting common shares, $0.003 par value, 33,333,334 shares authorized, shares
issued and outstanding: December 31, 2017 - 0 and December 31, 2016 - 128,191 o
Additional paid-in capital 201,105 199,244
Retained deficit (110,535 ) (71,718 )
Accumulated other comprehensive income (loss), net of tax 39 (220 )
Total Shareholders' Equity $ 90,645 $ 127,342
Total Liabilities and Shareholders' Equity $ 482,503 $ 423,577
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Investments

Overview and Strategy

Atlas aligns its securities portfolio to support the liabilities and operating cash needs of the Insurance Subsidiaries, to

preserve capital and to generate investment returns. Atlas invests predominantly in corporate and government bonds

with a portion of the portfolio in relatively short durations that correlate with the payout patterns of Atlas’ claims

liabilities. Atlas also invests opportunistically in selective direct investments with favorable return attributes. A

third-party investment management firm manages Atlas’ investment portfolio pursuant to the Company’s investment

policies and guidelines as approved by its Board of Directors. Atlas monitors the third-party investment manager’s

performance and its compliance with both its mandate and Atlas’ investment policies and guidelines.

Atlas’ investment guidelines stress the preservation of capital, market liquidity to support payment of liabilities and the

diversification of risk. With respect to fixed income securities, Atlas generally purchases securities with the

expectation of holding them to their maturities; however, the securities are available for sale if liquidity needs arise.

To the extent that interest rates increase or decrease, unrealized gains or losses may result. We believe that our

investment philosophy and approach significantly mitigate the likelihood of such gains or losses being realized.

Portfolio Composition

Atlas held securities with a fair value of $166.4 million and $162.7 million as of December 31, 2017 and

December 31, 2016, respectively, which were primarily comprised of fixed income securities. The securities held by

the Insurance Subsidiaries must comply with applicable regulations that prescribe the type, quality and concentration

of securities. These regulations in the various jurisdictions in which the Insurance Subsidiaries are domiciled permit

investments in government, state, municipal and corporate bonds, preferred and common equities, and other high

quality investments, within specified limits and subject to certain qualifications.

The fair value for Atlas’ investments in fixed income securities and equities by type and sector are as follows:

Fair Value of securities portfolio ($ in ‘000s)

As of December 31, 2017 2016

Fixed Income Securities:
U.S. Treasury and other U.S.
government obligations
States, municipalities and
political subdivisions

$21,186 $22,474

13,243 10,470

Corporate
Banking/financial services 21,382 22,852
Consumer goods 9,679 8,593
Capital goods 7,992 7,873
Energy 7,515 3,735
Telecommunications/utilities 11,215 7,617
Health care 1,059 1,357

Total Corporate 58,842 52,027

Mortgage Backed

Mortgage backed - agency 30,613 34,014
Mortgage backed - commercial 22,587 21,158

Total Mortgage Backed 53,200 55,172

Other asset backed 11,513 16,344
Total Fixed Income Securities  $157,984$156,487
Equities 8,446 6,223
Totals $166,430$162,710

For the year ended December 31, 2017, total investment holdings increased to $197.9 million from $194.9 million as
of December 31, 2016. This increase resulted from net purchases of fixed income securities and equities, positive
changes in the market values of fixed income securities and equities and increases in Atlas’ share of the net book value
of equity method investments offset by net sales of equity method investments.
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Most of the Company’s holdings are impacted by the U.S economy, and we anticipate a very moderate impact from the
effect of global economic conditions on the domestic economy. Global economic conditions may create brief periods
of market volatility, but we do not believe it will alter the fundamental outlook of the Company’s investment holdings.
Other Investments
Atlas’ other investments are comprised of collateral loans and various limited partnerships that invest in
income-producing real estate, equities, or insurance linked securities. Atlas accounts for these limited partnership
investments using the equity method of accounting. As of December 31, 2017, the carrying values of these other
investments were approximately $31.4 million versus approximately $32.2 million as of December 31, 2016. The
carrying values of the equity method limited partnerships were $25.3 million and $24.9 million as of December 31,
2017 and December 31, 2016, respectively. The increase in the carrying value of the limited partnerships was
primarily due to the purchase of investments and favorable changes in Atlas’ share of the net book value of certain
limited partnerships offset by the return of capital. The carrying value of these investments is Atlas’ share of the net
book value for each limited partnership, an amount that approximates fair value. Atlas receives payments on a routine
basis that approximate the income earned on one of the limited partnerships that invest in income-producing real
estate. The carrying values of the collateral loans were $6.2 million and $7.2 million as of December 31, 2017 and
December 31, 2016, respectively. The decrease was due to the partial return of principal of one collateral loan offset
by additional loans acquired in 2017.
The following table summarizes investments in equity method investments by investment type as of December 31,
2017 and December 31, 2016:

Unfunded

($ in “000s) Commitments Carrying Value
As of December 31, 2017 2017 2016
Real estate! $ 2,842 $10,660$10,797
Insurance linked securities — 9,073 9,178
Activist hedge funds — 4,367 4,336
Venture capital! 4,150 853 623
Other joint venture — 325 —

Total Equity Method Investments $ 6,992 $25,278$24,934
- We recategorized the carrying value of one limited partnership that was valued at $283,000 as of December 31,
2016 from ‘Venture capital’ to ‘Real estate’ based on its operations.
Liquidity and Cash Flow Risk
The following table summarizes the amortized cost and fair value by contractual maturities of the fixed income
securities portfolio, excluding cash and cash equivalents, at the dates indicated:
Amortized Cost and Fair Value of Fixed Income Securities by Contractual Maturity Date
($ in ‘000s)
As of December 31, 2017 2016
Amortizedair % AmortizedFair %
Cost Value Cost Value
Due in less than one year $11,149 $11,141 7.0 % $8,729 $8,732 5.6 %
Due in one through five years 33,941 33,857 214 % 43,772 43,808 28.0 %
Due after five through ten years 41,542 41,538 263 % 27,618 27,263 174 %

Due after ten years 6,614 6,735 43 % 5,389 5,168 33 %
Total contractual maturity 93,246 93,271 59.0 % 85,508 84,971 543 %
Total mortgage and asset backed 65,165 64,713 41.0 % 71,943 71,516 457 %
Total $158,411$157,984100.0% $157,451$156,487100.0%
56

87



Edgar Filing: Atlas Financial Holdings, Inc. - Form 10-K

As of December 31, 2017, 28.4% of the fixed income securities, including treasury bills, bankers’ acceptances,
government bonds and corporate bonds had contractual maturities of five years or less, compared to 33.6% as of
December 31, 2016. Actual maturities may differ from contractual maturities, because certain issuers have the right to
call or prepay obligations with or without call or prepayment penalties. Atlas holds cash and high grade short-term
assets, which, along with fixed income security maturities, management believes are sufficient for the payment of
claims on a timely basis. In the event that additional cash is required to meet obligations to policyholders, Atlas
believes that a high quality securities portfolio provides us with sufficient liquidity. As of December 31, 2017, the
fixed income securities had a weighted average life of 4.9 years and a duration of 3.9 years, compared to a weighted
average life of 4.1 years and a duration of 3.4 years, as of December 31, 2016. The increase in weighted average life
of the fixed income securities portfolio was the result of the reinvestment of proceeds from the maturity and sales of
fixed income securities with longer average lives. Changes in interest rates may have a modest market value impact on
the Atlas portfolio relative to longer duration portfolios. Atlas can and typically does hold bonds to maturity by
matching duration with the anticipated liquidity needs.
The debt-to-equity ratio is the sum of the Company’s long-term debt and interest payable divided by total shareholders’
equity. The Company’s debt-to-equity ratio as of December 31, 2017 and December 31, 2016 was 26.8% and 15.2%,
respectively. The increase is the result of the increase in notes payable and interest payable and the decrease in
shareholders’ equity. Refer to the ‘Shareholders’ Equity’ and ‘Liquidity and Capital Resources’ subsections of the
‘Financial Condition’ section for further information.
Credit Risk
Credit risk is defined as the risk of financial loss due to failure of the other party to a financial instrument to discharge
an obligation. Atlas is exposed to credit risk principally through its investments and balances receivable from
policyholders, agents and reinsurers. It monitors concentration and credit quality risk through policies designed to
limit and monitor its exposure to individual issuers or related groups (with the exception of U.S. government bonds)
as well as through ongoing review of the credit ratings of issuers in the securities portfolio. Credit exposure to any one
individual policyholder is not material. The Company’s insurance policies, however, are distributed by agents who
may manage cash collection on its behalf pursuant to the terms of their agency agreement. Atlas has protocols to
evaluate the financial condition of its reinsurers and monitors concentrations of credit risk arising from similar
geographic regions, activities, or economic characteristics of the reinsurers to minimize its exposure to significant
losses from reinsurers’ insolvency.
As of December 31, 2017, Atlas’ allowance for bad debt was $3.4 million, compared to $2.4 million as of
December 31, 2016. This increase in the allowance for bad debt was related to the re-estimation of the allowance,
which is based on premium growth.
The following table summarizes the composition of the fair value of the fixed income securities portfolio, excluding
cash and cash equivalents, as of the dates indicated, by ratings assigned by Fitch, S&P or Moody’s Investors Service.
The fixed income securities portfolio consists of predominantly investment grade securities in corporate and
government bonds with 99.3% rated ‘BBB’ or better as of December 31, 2017 compared to 99.2% as of December 31,
2016.
Credit Ratings of Fixed Income Securities Portfolio ($ in ‘000s)
As of December 31, 2017 2016

Fair % of  Fair % of

Value Total Value Total

AAA/Aaa $42,978 27.2 % $44,521 285 %
AA/Aa 58,173 36.8 % 64,324 41.1 %
A/A 27,384 173 % 23,427 150 %
BBB/Baa 28,348 18.0 % 22,886 14.6 %
BB 875 06 % 1,114 07 %
B 226 0.1 % 215 0.1 %

Total Fixed Income Securities $157,984100.0% $156,487100.0%
Other-than-temporary impairment
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Atlas recognizes losses on securities for which a decline in market value was deemed to be other than temporary.
Management performs a quarterly analysis of the securities holdings to determine if declines in market value are other
than temporary. Atlas did not recognize any charges for securities impairments that were considered other than
temporary for the years ended December 31, 2017, 2016, and 2015.
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The length of time securities may be held in an unrealized loss position may vary based on the opinion of the
appointed investment manager and their respective analyses related to valuation and to the various credit risks that
may prevent us from recapturing the principal investment. In cases of securities with a maturity date where the
appointed investment manager determines that there is little or no risk of default prior to the maturity of a holding,
Atlas would elect to hold the security in an unrealized loss position until the price recovers or the security matures. In
situations where facts emerge that might increase the risk associated with recapture of principal, Atlas may elect to
sell securities at a loss.

The total fair value of the securities in an unrealized loss position as of December 31, 2017 was $108.1 million
compared to $91.9 million as of December 31, 2016. Unrealized losses as of December 31, 2017 were $1.4 million
compared to $1.6 million as of December 31, 2016. This decrease in unrealized losses resulted primarily from
increases in market values of our fixed income securities (see Note 5, ‘Investments’). Atlas has the ability and intent to
hold the securities in an unrealized loss position until their fair value is recovered. Therefore, Atlas does not expect the
market value loss position of these investments to be realized in the near term.

Due from Reinsurers

Atlas purchases reinsurance from third parties in order to reduce its liability on individual risks and its exposure to
large claims. Reinsurance is coverage purchased by one insurance company from another for part of the risk originally
underwritten by the purchasing (ceding) insurance company. The practice of ceding insurance to reinsurers allows an
insurance company to reduce its exposure to claims by size, geographic area, and type of risk or on a particular policy.
An effect of ceding insurance is to permit an insurance company to write additional insurance for risks in greater
number or in larger amounts than it would otherwise insure independently, based on its statutory capital, risk tolerance
and other factors.

Atlas generally purchases reinsurance to limit net exposure to a maximum amount on any one claim of $500,000 with
respect to commercial automobile liability claims. Atlas also purchases reinsurance to protect against awards in excess
of its policy limits. Atlas continually evaluates and adjusts its reinsurance needs based on business volume, mix, and
supply levels. As a result, the Company has entered into the Quota Share with Swiss Re for ASI Pool Subsidiaries and
the Global Quota Share with Swiss Re for Global Liberty. Under these contracts, cessions can be increased at our
election should we want to utilize it as a means of deleveraging. This gives us flexibility in terms of the timing and
approach to potential future capital raising activities in light of anticipated increased operating leverage. Prior to 2016,
Global Liberty had a 20% quota share reinsurance with SCOR Re. In 2016, this contract was replaced by the Global
Quota Share.

Reinsurance ceded does not relieve Atlas of its ultimate liability to its insured in the event that any reinsurer is unable
to meet their obligations under its reinsurance contracts. Therefore, Atlas enters into reinsurance contracts with only
those reinsurers deemed to have sufficient financial resources to provide the requested coverage. Reinsurance treaties
are generally subject to cancellation by the reinsurers or Atlas on the anniversary date and are subject to renegotiation
annually. Atlas regularly evaluates the financial condition of its reinsurers and monitors the concentrations of credit
risk to minimize its exposure to significant claims as a result of the insolvency of a reinsurer. Atlas believes that the
amounts it has recorded as reinsurance recoverables are appropriately established. Estimating amounts of reinsurance
recoverables, however, is subject to various uncertainties, and the amounts ultimately recoverable may vary from
amounts currently recorded. Atlas had $61.4 million recoverable from third party reinsurers (exclusive of amounts
prepaid) and other insurers as of December 31, 2017 as compared to $43.2 million as of December 31, 2016. The
increase in the amount recoverable from third party reinsurers resulted from an increase in case and incurred but not
reported (“IBNR”) reserves and a slight increase in amounts recoverable on paid claims.

Estimating amounts of reinsurance recoverables is also impacted by the uncertainties involved in the establishment of
provisions for unpaid claims and claims adjustment expenses. As underlying reserves potentially develop, the amounts
ultimately recoverable may vary from amounts currently recorded. Atlas’ reinsurance recoverables are generally
unsecured. Atlas regularly evaluates its reinsurers, and the respective amounts recoverable, and an allowance for
uncollectible reinsurance is provided for, if needed.

Atlas’ largest reinsurance partners are Great American Insurance Company (“Great American”), a subsidiary of
American Financial Group, Inc., General Reinsurance Corporation (“Gen Re”), a subsidiary of Berkshire Hathaway,
Inc., SCOR Re, a subsidiary of SCOR U.S. Corporation, Swiss Re, a subsidiary of Swiss Reinsurance Company Ltd.
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and White Rock Insurance (SAC) Ltd. (“White Rock™). Great American has a financial strength rating of A1 from
Moody’s, Gen Re has a financial strength rating of AA+ from Fitch, SCOR Re has a financial strength rating of AA-
from Fitch, Swiss Re has a financial strength rating of Aa3 from Moody’s, and White Rock is unrated. Gateway’s
run-off workers’ compensation program was reinsured with White Rock. This reinsurance agreement was terminated
during 2017.
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Deferred Tax Asset
Components of Deferred Tax ($ in ‘000s)

As of December 31, 2017 2016
Gross deferred tax assets:

Losses carried forward $13,313$14,535
Claims liabilities and unearned premium reserves 6,171 8,546
Tax credits 1,172 662
Commissions 623 1,269
Stock compensation 602 1,157
Other 1,094 1,027
Total gross deferred tax assets 22,975 27,196
Gross deferred tax liabilities:

Deferred policy acquisition costs 3,107 4,628
Investments 213 475
Fixed assets 847 559
Intangible assets 715 1,328
Other 1,108 1,708
Total gross deferred tax liabilities 5,990 8,698
Net deferred tax assets $16,985$18,498

Based on Atlas’ expectations of future taxable income, its ability to change its investment strategy, as well as reversing
gross future tax liabilities, management believes it is more likely than not that Atlas will fully realize the net future tax
assets.

On July 22, 2013, as a result of shareholder activity, a “triggering event” as determined under IRC Section 382 occurred.
As a result, under IRC Section 382, the use of the Company’s net operating loss and other carry-forwards generated
prior to the “triggering event” will be limited as a result of this “ownership change” for tax purposes, which is defined as a
cumulative change of more than 50% during any three-year period by shareholders owning 5% or greater portions of

the Company’s shares.

Due to this triggering event, the Company estimates that it will retain total tax effected federal net operating loss
carryforwards of approximately $13.3 million as of December 31, 2017.

Atlas has the following total net operating loss carryforwards as of December 31, 2017:

Net Operating Loss Carryforward by Expiry ($

in ‘000s)
Year of
Year of Occurrence .. Amount
Expiration
2001 2021 $ 5,007
2002 2022 4,317
2006 2026 7,825
2007 2027 5,131
2008 2028 1,949
2009 2029 1,949
2010 2030 1,949
2011 2031 4,166
2012 2032 9,236
2015 2035 1
2017 2037 21,864
Total $ 63,394

NOLs and other carryforwards generated in 2015 and 2017 are not limited by IRC Section 382.
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Buildings and Land

In the fourth quarter of 2016, Atlas purchased a property in Schaumburg, Illinois to serve as the new corporate
headquarters in 2017. The building and land were purchased for $9.3 million. During the year ended December 31,
2017, the Company purchased furnishings and made improvements to this building. The total cost of furnishings and
improvements was approximately $11.3 million. See MD&A, ‘Contractual Obligations’ section below, Note 8,
‘Commitments and Contingencies’ and Note 9 ‘Property and Equipment’ for further discussion of the new corporate
headquarters.

Claims Liabilities

The table below shows the amounts of total case reserves and IBNR reserves as of December 31, 2017 and as of
December 31, 2016. The other line of business is comprised of our surety program (currently in run off), Gateway’s
truck and workers’ compensation programs (currently in run off), American Service’s non-standard personal lines
business (currently in run off), Atlas’ workers’ compensation related to taxi, other liability, Global Liberty’s
homeowners program (currently in run off) and assigned risk pool business. See MD&A, ‘Overview’ section for further
information regarding these lines of business.

Provision for Unpaid Claims by Type - Gross of

Reinsurance ($ in ‘000s)

As of December 31, 2017 2016 YTD%

Change
Case reserves $62,769 $52,132 204 %
IBNR 148,879 86,872 714 %
Total $211,648$139,00452.3 %

Provision for Unpaid Claims by Line of Business — Gross of
Reinsurance ($ in ‘000s)

As of December 31, 2017 2016 YTD%

Change
Commercial automobile liability $204,654$132,73254.2 %
Other 6,994 6,272 115 %
Total $211,648%$139,00452.3 %

Provision for Unpaid Claims by Line of Business - Net of
Reinsurance Recoverables ($ in ‘000s)

As of December 31, 2017 2016 YTD%
Change
Commercial automobile liability $153,319$101,22051.5 %
Other 4927 2414 104.1 %
Total $158,246$103,63452.7 %

The provision for unpaid claims and claims adjustment expenses increased by 52.3% to $211.6 million as of
December 31, 2017 compared to $139.0 million as of December 31, 2016. During the year ended December 31, 2017,
case reserves increased by 20.4% compared to December 31, 2016, while IBNR reserves increased by 71.4%. The
increase in case reserves resulted from the increase in current accident year claims due to business growth offset by a
decrease in claims in older accident years due to the acceleration of claim payments for those years. Based on year end
2017 actuarial work Atlas determined that a significant IBNR increase was necessary to ensure levels are sufficient to
extinguish the remaining claims, especially for older accident years.
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The following tables summarize the provision for unpaid claims, gross of reinsurance by type and line of business and
accident year:
Provision for Unpaid Claims, Gross of Reinsurance ($ in ‘000s)

As of December 31, 2017 Case Reserves IBNR
Commercial Commercial
Accident Year Auto  Other Total Auto Other Total
Liability Liability
2016 and prior $30,393%$2,219 $32,612 $65,017 $4,057$69,074
2017 30,619 (462 )30,157 78,625 1,180 79,805
Totals $61,012%$1,757 $62,769 $143,642%$5,237$148,879
Provision for Unpaid Claims, Gross of Reinsurance ($ in ‘000s)
As of December 31, 2016 Case Reserves IBNR
Commercial Commercial
Accident Year Auto  Other Total Auto  Other Total
Liability Liability
2015 and prior $25,295$3,129 $28,424 $24,558%$2,553%$27,111
2016 24,222 (514 )23,708 58,657 1,104 59,761
Totals $49,517$2,615 $52,132 $83,215$3,657$86,872

The following tables summarize the provision for unpaid claims, net of reinsurance by type and line of business and
accident year:
Provision for Unpaid Claims, Net of Reinsurance Recoverables ($ in ‘000s)

As of December 31, 2017 Case Reserves IBNR
Commercial Commercial
Accident Year Auto  Other Total Auto Other Total
Liability Liability
2016 and prior $25,701$1,303 $27,004 $50,309 $3,089$53,398
2017 27,421 (309 )27,112 49,888 844 50,732
Totals $53,122$994  $54,116 $100,197$3,933$104,130
Provision for Unpaid Claims, Net of Reinsurance Recoverables ($ in ‘000s)
As of December 31, 2016 Case Reserves IBNR
Commercial Commercial
Accident Year Auto  Other Total Auto  Other Total
Liability Liability
2015 and prior $21,909$1,350 $23,259 $16,869%$1,023$17,892
2016 20,461 (338 )20,123 41,981 379 42,360
Totals $42,370$1,012 $43,382 $58,850$1,402$60,252
61

95



Edgar Filing: Atlas Financial Holdings, Inc. - Form 10-K

The changes in the provision for unpaid claims and claims adjustment expenses, net of amounts recoverable from
reinsurers, for the years ended December 31, 2017, 2016, and 2015 were as follows ($ in ‘000s):

For the year

ended December 2017

31,

Unpaid claims
and claims
adjustment
expenses,
beginning of
period

Less: reinsurance

recoverable
Net unpaid
claims and
claims
adjustment
expenses,
beginning of
period

Net reserves
acquired

Change in
retroactive
reinsurance
ceded

Incurred related
to:

Current year
Prior years

Paid related to:
Current year
Prior years

Net unpaid
claims and
claims

adjustment

expenses, end of

period

Add: reinsurance

recoverable
Unpaid claims
and claims
adjustment

$ 139,004

35,370

103,634

1,361

128,476
75,397
203,873

50,626

99,996
150,622

$ 158,246

53,402
$ 211,648

2016

$ 127,011

29,399

97,612

107

102,133
32,613
134,746

39,652

89,179
128,831

$ 103,634

35,370
$ 139,004

2015

$ 102,430

18,421

84,009

19,396

2,037

89,828
166
89,994

32,402

65,422
97,824

$ 97,612

29,399
$ 127,011
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expenses, end of

period

The process of establishing the estimated provision for unpaid claims and claims adjustment expenses is complex and
imprecise, as it relies on the judgment and opinions of a large number of individuals, on historical precedent and
trends, on prevailing legal, economic, social and regulatory trends and on expectations as to future developments. The
process of determining the provision necessarily involves risks that the actual results may deviate, perhaps
substantially, from the best estimates made. The change to the provision for unpaid claims and claims adjustment
expenses is consistent with the changes in written premium. However, because the establishment of reserves is an
inherently uncertain process involving estimates, current provisions may not be sufficient. Adjustments to reserves,
both positive and negative, are reflected quarterly in the statement of income as estimates are updated.

The financial statements are presented on a calendar year basis for all data. Claims payments and changes in reserves,
however, may be made on accidents that occurred in prior years, not solely on business that is currently insured.
Calendar year claims consist of payments and reserve changes that have been recorded in the financial statements
during the applicable reporting period, without regard to the period in which the accident occurred. Calendar year
results do not change after the end of the applicable reporting period, even as new claim information develops.
Accident year claims consist of payments and reserve changes that are assigned to the period in which the accident
occurred. Accident year results will change over time as the estimates of claims change due to payments and reserve
changes for all accidents that occurred during that period.

Atlas experienced $75.4 million in unfavorable prior accident year development for the year ended December 31,
2017 as reflected as incurred related to prior years in the table above. The unfavorable development is primarily from
our core commercial automobile liability line. Atlas previously identified that claim expenses in Michigan were
significantly outpacing other states and took a significant charge. Although exposure in Michigan was reduced to
approximately 1.4% of the Company’s insured vehicles inforce by year end 2017, payments for claims in this state
continued to be disproportionate to historic premiums earned. In addition, the remaining liability for non-New York
Global Liberty business written prior to 2016 is expected to settle for greater amounts than previously expected.
Overall, the actuarially determined liability for remaining claims related to accident year 2015 and prior in general,
across all jurisdictions, was indicated to be significantly higher than carried reserves.
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Atlas experienced $32.6 million in unfavorable prior accident year development for the year ended December 31,
2016 as reflected as incurred related to prior years in the table above. The unfavorable development is primarily from
our core commercial automobile liability line. Excluding pre-acquisition Global Liberty reserve development, the
development of our core lines on prior accident years was $23.2 million for the year ended December 31, 2016.
Michigan commercial automobile claims accounted for approximately 62.5% of this development. Pre-acquisition
Global Liberty claims reserve development was $7.9 million for the year ended December 31, 2016. The remaining
unfavorable prior year development of $1.5 million for the year ended December 31, 2016 is attributable to assigned
risk pools and run-off of non-core business.

Atlas experienced $166,000 in unfavorable prior accident year development during the year ended December 31, 2015
as reflected as incurred related to prior years in the table above. Prior accident year development on non-core lines and
assigned risk pools was $870,000 for the year ended December 31, 2015. This increase was offset by favorable prior
accident year development of $475,000 and $230,000 on our core lines and pre-acquisition Global Liberty claims
reserves, respectively. This favorable development on our core lines was attributable to our traditional taxi and excess
taxi products.

Contractual Obligations

The table below summarizes future payments under contractual obligations and estimated claims settlements for the
year ended December 31, 2017:

Less 1-3 3.5 More

($ in ‘000s) Total than 1 than 5
years  years

year years
Notes payable, including interest payments $33,281 $1,656 $3,312 $28,313 $—
Operating leases 4,269 1,053 2,122 1,094 —
Estimated claims liabilities, net of reinsurance 158,246 76,671 60,658 14,484 6,433
Other contractual obligations 1,150 1,150 — — —
Total $196,946 $80,530 $66,092 $43,891 $6,433

On April 26, 2017, Atlas issued $25 million of five-year 6.625% senior unsecured notes. Total interest expense over
the five years is expected to be $8.3 million. Interest on the senior unsecured notes is payable quarterly on each
January 26, April 26, July 26 and October 26.

Estimated claims liabilities are calculated based on actuarial assumptions and may differ from actual future claims
settlements. The amounts in the table above have been presented net of reinsurance.

The Company entered into various contracts to renovate and furnish the building that was purchased in 2016 to serve
as the Company’s new headquarters (see Note 8, ‘Commitments and Contingencies’ and Note 9, ‘Property and
Equipment’). The remaining contractual obligations related to the renovation and furnishing of Atlas’ new headquarters
building are included under ‘Other contractual obligations’.

As of December 31, 2017, we had contractual obligations to provide additional funds for investments in limited
liability investments included in other investments for up to $7.0 million not included in the table above. There is no
certainty of when these amounts will be required to be provided.

Off-Balance Sheet Arrangements

As of December 31, 2017, we did not have any material off-balance sheet arrangements as defined by SEC rules.
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Shareholders’ Equity

The table below identifies changes in shareholders’ equity for the years ended years ended December 31, 2017, 2016,
and 2015:

Changes in Shareholders’ Equity

Ord‘lnary ResFrlcte% dditional . Accumulated Total
C Voting Voting . Retained Other .

($ in ‘000s) Paid-In .. . Shareholders

CommonCommonCa tal Deficit ComprehensweE uit

Shares Shares p Income (Loss) quity
Balance December 31, 2014 ¢ $ 34 % -$196,079 $(88,794 )$ 80 $ 107,399
Net income — — — 14,430 — 14,430
Other comprehensive loss — — — — (1,112 ) (1,112 )
Options exercised — — 145 — — 145
Share-based compensation 2 1,817 — — 1,819
Balance December 31, 2015 ¢ $ 36 $ -$198,041 $(74,364 )$ (1,032 ) $ 122,681
Net income — — — 2,646 — 2,646
Preferred dividends paid — — (409 )— — (409 )
Other comprehensive income — — — — 812 812
Share-based compensation — — 1,612 — — 1,612
Balance December 31, 2016 $ 36 $ -$199,244 $(71,718 )$ (220 ) $ 127,342
ASU 2018-02, reclassification of certain tax

_ _ _ (7 )7 _
effects
Net loss — — — (38,810 )— (38,810 )
Other comprehensive income — — — — 252 252
Options exercised — — 655 — — 655
Share-based compensation — — 1,176 — — 1,176
Other — — 30 — — 30
Balance December 31, 2017 $ 36 $ -$201,105 $(110,535)$ 39 $ 90,645

I - Prior to the year ended December 31, 2017, the Company presented preferred shares issued as contingent
consideration within the permanent equity section of the Consolidated Statements of Financial Position. In accordance
with Financial Accounting Standards Board (“FASB”) ASC Topic 480 - Distinguishing Liabilities from Equity,
contingent consideration issued as preferred shares wherein the number of shares to be issued is variable should be
classified outside of permanent equity and reflected as mezzanine equity on the Consolidated Statements of Financial
Position.

For the year ended December 31, 2017, the Company has restated the Consolidated Statements of Shareholders’ Equity
to remove the preferred shares and related activity as previously stated for the periods as of January 1, 2015 and for
the years ended December 31, 2015 and 2016. Although this impacted total equity for 2015, it had no impact on total
equity as of December 31, 2016 due to the redemption and clawback of preferred shares previously issued. In
addition, this change did not impact the Consolidated Statements of Financial Position, Consolidated Statements of
Income (Loss) and Comprehensive Income (Loss), earnings per common share or the Consolidated Statements of
Cash Flows. The Company has evaluated the effect of the incorrect presentation in the prior period, both qualitatively
and quantitatively, and concluded that it did not have a material impact on, nor did it require amendment of, any
previously filed annual or quarterly consolidated financial statements. See Note 20, ‘Change in Accounting Principle
and Error Corrections’ for additional information regarding preferred shares.

As of December 31, 2017, there were 12,164,041 ordinary voting common shares outstanding and no preferred shares
outstanding.

During 2017, the 128,191 restricted voting common shares that were beneficially owned or controlled by Kingsway
were sold to non-affiliates of Kingsway. The restricted voting common shares are entitled to vote at all meetings of
shareholders, except at meetings of holders of a specific class that are entitled to vote separately as a class. The
restricted voting common shares as a class shall not carry more than 30% of the aggregate votes eligible to be voted at
a general meeting of common shareholders. The Kingsway-owned restricted voting common shares automatically
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converted to ordinary voting common shares upon their sale to non-affiliates of Kingsway. There are no restricted
voting common shares outstanding as of December 31, 2017.

There were 14,816 and 22,224 non-vested restricted stock units (“RSUs”) issued as of December 31, 2017 and
December 31, 2016, respectively. These RSUs are participative and are included in the computations of earnings per
common share and book value per common share for these periods.
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During the year ended December 31, 2017, the Company issued 7,408 ordinary voting common shares as a result of
the vesting of RSUs. During the year ended December 31, 2017, the Company issued 133,338 ordinary voting
common shares as a result of the exercise of options. During the year ended December 31, 2016, the Company issued
7,407 ordinary voting common shares as a result of the vesting of RSUs.

Mezzanine Equity

During the first quarter of 2015, the Company issued 4,000,000 preferred shares as a portion of the consideration
related to the Anchor acquisition and an additional 940,500 preferred shares pursuant to the Gateway stock purchase
agreement. During the first quarter of 2016, the Company canceled 401,940 preferred shares pursuant to the Gateway
stock purchase agreement. During the third quarter of 2016, the Company redeemed all 2,538,560 of the remaining
preferred shares issued to the former owner of Gateway. During the fourth quarter of 2016, the Company canceled the
remaining 4,000,000 preferred shares pursuant to the Anchor stock purchase agreement. As of December 31, 2017 and
December 31, 2016, there were no outstanding preferred shares. The preferred shares redeemed and canceled during
2016 and the preferred shares issued during the first quarter of 2015 pursuant to the Gateway stock purchase
agreement have been recorded as a recovery of acquisition expense and additional acquisition expense, respectively,
and not as an adjustment to goodwill, because the fair value of the contingent consideration was determined to be zero
at the date of acquisition. In accordance with U.S. GAAP, such adjustments are reflected in the statements of income
and comprehensive income in the period that the contingency is re-estimated. The Anchor cancellation was recorded
as a recovery of acquisition expense.

Preferred shareholders are entitled to dividends on a cumulative basis, whether or not declared by the Board of
Directors, at the rate of $0.045 per share per year (4.5%) and may be paid in cash or in additional preferred shares at
the option of Atlas. In liquidation, dissolution or winding-up of Atlas, preferred shareholders receive the greater of
$1.00 per share plus all declared and unpaid dividends or the amount they would receive in liquidation if the preferred
shares had been converted to restricted voting common shares or ordinary voting common shares immediately prior to
liquidation. Preferred shareholders are not entitled to vote.

On September 30, 2016, Atlas paid $409,000 in dividends earned on the preferred shares to the former owner of
Gateway, the cumulative amount to which they were entitled through September 15, 2016, leaving no accrued and
unpaid dividends owed to the former owner of Gateway. As of December 31, 2017 and December 31, 2016, Atlas has
accrued $333,000 in dividends on the preferred shares for the former owner of Anchor, which remains unpaid. The
paid claims development on Global Liberty’s pre-acquisition claims reserves was in excess of $4.0 million, and as a
result, pursuant to the terms of the Anchor stock purchase agreement, dividends will no longer accrue to the former
owner of Anchor. Although the re-issuance of preferred shares to the former owner of Anchor may be highly unlikely,
the contingent consideration terms of the Anchor stock purchase agreement will remain in effect for a period of five
years from the date of acquisition.

Book Value per Common Share

Book value per common share was as follows:

($

in

‘000s,

except

Idecember 31,December 31,

2Wdres 2016

and

per

share

data)

gggﬁ;&%‘lm’ $ 127.342
B3Ss: 333

Accumulated
dividends
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Common
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outstanding
Restricted

1% 6 22.204
units
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Total

¢AmithB57 12,045,519
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Book
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B0 42 $ 10.54
common

share

outstanding

Book value per common share decreased by $3.12 relative to December 31, 2016 as follows: a decrease of $2.35
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related to net loss after tax (excluding expenses recovered pursuant to stock purchase agreements), a decrease of $0.87
related to the change in statutory tax rate due to the Tax Act, an increase of $0.05 related to realized investment gains

after tax, an increase of $0.02 related to the change in unrealized gains/losses after tax, and a net increase of $0.03

related to share-based compensation impacts. These changes are attributed to the combined effects of the reasons cited

in the ‘Net Premiums Earned’, ‘Net Claims Incurred’, ‘Acquisition Costs and Other Underwriting Expenses’, ‘Net
Investment Income’, ‘Interest Expense’, ‘Net Realized Investment Gains’, and ‘Other Income’ subsections of the ‘Operating

Results’ section.
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Liquidity and Capital Resources

Liquidity Management - The purpose of liquidity management is to ensure there is sufficient cash to meet all financial
commitments and obligations as they become due. The liquidity requirements of Atlas’ business have been met
primarily by funds generated from operations, asset maturities and income and other returns received on securities.
Cash provided from these sources is used primarily for payment of claims and operating expenses. Atlas may also use
cash provided from these sources to repurchase common shares in open market transactions under the new Share
Repurchase Program.

As a holding company, Atlas may derive cash from its subsidiaries generally in the form of dividends and in the future
may charge management fees to the extent allowed by statute or other regulatory approval requirements to meet its
obligations. The Insurance Subsidiaries fund their obligations primarily through premium and investment income and
maturities in their securities portfolio. Refer also to the discussion in the MD&A'’s ‘Investments Overview and Strategy’
section. The Insurance Subsidiaries require regulatory approval for the return of capital and, in certain circumstances,
payment of dividends. In the event that dividends and management fees available to the holding company are
inadequate to service its obligations, the holding company would need to raise capital, sell assets or incur debt
obligations.

On April 26, 2017, Atlas issued $25 million of five-year 6.625% senior unsecured notes and received net proceeds of
approximately $23.9 million after deducting underwriting discounts and commissions and other estimated offering
expenses. Interest on the senior unsecured notes is payable quarterly on each January 26, April 26, July 26 and
October 26. Atlas may, at its option, beginning with the interest payment date of April 26, 2020, and on any scheduled
interest payment date thereafter, redeem the senior unsecured notes, in whole or in part, at a redemption price equal to
100% of the principal amount plus accrued and unpaid interest to, but excluding, the date of redemption. The senior
unsecured notes will rank senior in right of payment to any of Atlas’ existing and future indebtedness that is by its
terms expressly subordinated or junior in right of payment to the senior unsecured notes. The senior unsecured notes
will rank equally in right of payment to all of Atlas’ existing and future senior indebtedness, but will be effectively
subordinated to any secured indebtedness to the extent of the value of the collateral securing such secured
indebtedness. In addition, the senior unsecured notes will be structurally subordinated to the indebtedness and other
obligations of Atlas’ subsidiaries.

The senior unsecured notes were issued under an indenture and supplemental indenture that contain covenants that,
among other things, limit: (i) the ability of Atlas to merge or consolidate, or lease, sell, assign or transfer all or
substantially all of its assets; (ii) the ability of Atlas to sell or otherwise dispose of the equity securities of certain of its
subsidiaries; (iii) the ability of certain of Atlas’ subsidiaries to issue equity securities; (iv) the ability of Atlas to permit
certain of its subsidiaries to merge or consolidate, or lease, sell, assign or transfer all or substantially all of their
respective assets; and (v) the ability of Atlas and its subsidiaries to incur debt secured by equity securities of certain of
its subsidiaries.

On March 9, 2015, American Insurance Acquisition, Inc. (“American Acquisition”), a wholly-owned direct subsidiary
of Atlas, entered into a loan and security agreement (“Loan Agreement”) for a $35.0 million loan facility with Fifth
Third Bank. On May 7, 2016, American Acquisition entered into a Modification of Loan Documents with Fifth Third
Bank to amend its Loan Agreement. The Loan Agreement, as modified, included a $30.0 million line of credit (“Draw
Amount”), which could have been drawn in increments at any time until December 31, 2016. The $30.0 million line of
credit had a five year term and bore interest at one-month LIBOR plus 4.5%. The Loan Agreement also included a
$5.0 million revolving line of credit (“Revolver”), which could have been drawn upon until May 7, 2018, that bore
interest at one month LIBOR plus 2.75%.

The Loan Agreement also provided for the issuance of letters of credit in an amount up to $2.0 million outstanding at
any time. In addition, there was a non-utilization fee for each of the $30.0 million line of credit and $5.0 million
revolving line of credit equal to 0.50% per annum of an amount equal to $30.0 million and $5.0 million, respectively,
less the daily average of the aggregate principal amount outstanding under such credit lines (plus, in the case of the
$30.0 million line of credit, the aggregate amount of the letter of credit obligations outstanding).

The Loan Agreement was terminated in April 2017. Atlas used a portion of the net proceeds of the senior unsecured
notes offering, together with cash on hand, for the repayment of all outstanding balances under the Draw Amount and
Revolver, $15.5 million and $3.9 million, respectively.
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At December 31, 2016, American Acquisition was in compliance with the covenants of the Loan Agreement. In
February 2017, American Acquisition filed its statutorily required financial statements for the year ended December
31, 2016, which are used to determine on-going compliance with the covenants contained in the Loan Agreement. As
a result of the reserve strengthening and its effect on American Acquisition’s December 31, 2016 financial statements,
American Acquisition was not in compliance with the Loan Agreements’ EBITDA Ratio covenant as of March 13,
2017. American Acquisition had a thirty day period to cure this covenant non-compliance, and the Company and
American Acquisition agreed with the lender to a modification to the loan covenants to more specifically address the
effects of reserve modifications and/or obtaining a waiver with respect to the existing non-compliance.

Interest expense on notes payable was $1.8 million, $1.0 million, and $694,000 for the years ended December 31,
2017, 2016, and 2015, respectively.
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The following table summarizes consolidated cash flow activities:

Summary of Cash Flows ($ in ‘000s)

For the years ended December 31, 2017 2016 2015

Net cash flows provided by operating activities $26,472 $170  $8,814

Net cash flows (used in) provided by investing activities (15,909 ) 8,412 (40,354 )

Net cash flows provided by (used in) financing activities 5,164 (1,048 ) 17,308

Net increase (decrease) in cash $15,727 $7,534 $(14,232)

Cash provided by operations during the years ended December 31, 2017, 2016, and 2015 was primarily as a result of
net income and increases in unpaid claims liabilities and unearned premium reserves. We receive most premiums in
advance of the payment of claims. Our ability to generate positive operating cash flows depends on the frequency and
severity of claims and the timing of collection of premiums receivable and reinsurance recoverables on paid claims.
Cash used in investing activities during the year ended December 31, 2017 was due to the net purchases of fixed
income and equity securities and the furnishings and improvements for the Company’s new headquarters offset by the
net sales of other investments. Cash provided by investing activities during the year ended December 31, 2016 was
due to the net sale of invested assets offset by the purchase of a building and land used for the Company’s
headquarters. Cash used in investing activities during the year ended December 31, 2015 was due to the net purchase
of invested assets and the acquisition of Anchor. For the year ended December 31, 2015, investing activities included
$11.0 million in cash used in the Anchor acquisition net of the cash received.

Cash provided by financing activities during the year ended December 31, 2017 resulted from the proceeds of the
issuance of the Company’s senior unsecured notes and options exercised partially offset by the repayment of the
Revolver and Draw Amount. Cash used in financing activities during the year ended December 31, 2016 resulted from
the buyback of preferred shares pursuant to the Gateway stock purchase agreement partially offset by the proceeds
from the Revolver and Draw Amount. Cash provided by financing activities during the year ended December 31, 2015
resulted from proceeds from the Revolver and Draw Amount and the exercise of options.

On March 21, 2017, the Company’s Board of Directors approved a Share Repurchase Program of up to 650,000 shares
of ordinary voting common shares. The repurchases may be made from time to time in open market transactions,
privately-negotiated transactions, block purchases, or otherwise in accordance with securities laws at the discretion of
the Company’s management until March 21, 2018. The Company’s decisions around the timing, volume, and nature of
share repurchases, and the ultimate amount of shares repurchased, will be dependent on market conditions, applicable
securities laws, and other factors. The Share Repurchase Program and the Board’s authorization of the program may be
modified, suspended, or discontinued at any time. During the year ended December 31, 2017, no shares were
repurchased under this Share Repurchase Program.

Capital resources - The Company manages capital using both regulatory capital measures and internal metrics. The
Company’s capital is primarily derived from common shareholders’ equity, retained deficit and accumulated other
comprehensive income (loss).

As a holding company, Atlas could derive cash from its Insurance Subsidiaries generally in the form of dividends to
meet its obligations, which will primarily consist of operating expense payments and debt payments. Atlas’ Insurance
Subsidiaries fund their obligations primarily through premium and investment income and maturities in the securities
portfolio. The Insurance Subsidiaries require regulatory approval for the return of capital and, in certain
circumstances, prior to the payment of dividends. In the event that dividends available to the holding company are
inadequate to cover its operating expenses and debt payments, the holding company would need to raise capital, sell
assets or incur future debt.

The Insurance Subsidiaries must each maintain a minimum statutory capital and surplus of $1.5 million, $2.4 million,
and $3.5 million under the provisions of the Illinois Insurance Code, the Missouri Insurance Code, and New York
Insurance Code, respectively. Dividends may only be paid from statutory unassigned surplus, and payments may not
be made if such surplus is less than a stipulated amount. The dividend restriction for the ASI Pool Subsidiaries is the
greater of statutory net income or 10% of total statutory capital and surplus. The dividend restriction for Global
Liberty is the lower of 10% of statutory surplus or 100% of adjusted net investment income for the preceding twelve
month period.
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Net loss computed under statutory-basis accounting was $9.1 million, $15.2 million, $5.9 million, and $5.1 million for
American Country, American Service, Gateway and Global Liberty, respectively, for the year ended December 31,
2017. Net loss for the year ended December 31, 2016 was $1.3 million, $1.2 million, $1.1 million, and $49,000 for
American Country, American Service, Gateway and Global Liberty, respectively. The combined statutory capital and
surplus of the Insurance Subsidiaries was $87.8 million and $113.9 million as of December 31, 2017 and

December 31, 2016, respectively.

Atlas did not declare or pay any dividends to its common shareholders during the years ended December 31, 2017 and
2016.

67

106



Edgar Filing: Atlas Financial Holdings, Inc. - Form 10-K

Item 7A. Quantitative and Qualitative Disclosures about Market Risk

Market Risk

Market risk is the risk that Atlas will incur losses due to adverse changes in interest rates, currency exchange rates or
equity prices. Having increased our mortgage and asset backed securities holdings, our primary market risk exposures
in the fixed income securities portfolio are to changes in interest rates, inflation and the uncertainty of prepayment
assumptions. Because Atlas’ securities portfolio is comprised of primarily fixed income securities, periodic changes in
interest rate levels generally impact its financial results to the extent that the securities in its available-for-sale
portfolio are recorded at market value. During periods of rising interest rates, the market value of the existing fixed
income securities will generally decrease, and realized gains on fixed income securities will likely be reduced. The
reverse is true during periods of declining interest rates. Changes in inflation can influence the interest rates, which
can impact the fair value of our available-for-sale fixed income portfolio and yields on new investments.

Although mortgages can have a contractual term of a certain number of years, quite often mortgages are paid off much
sooner. Because of these unscheduled prepayments, predicting the maturity of mortgage backed securities can be
problematic. In addition, mortgage backed securities are marketable and can trade at premiums, discounts or par value,
depending upon changes in current market rates. A current-coupon pass through trades at par value, while
high-coupon pass throughs trade at premiums and low-coupon securities trade at discounts. Prepayment speed can
affect premium and discount pass-throughs adversely. Prepayments at par value result in cash flows that can only be
reinvested at the lower, current rate. Consequently, faster-than-anticipated prepayments deny the investor the high
cash flows that justified the premium price in the first place. On the other hand, slower prepayments offer the investor
more time to earn the higher coupon rate. For mortgage backed securities trading at a discount pass-through,
faster-than-expected prepayments can allow the investor to reinvest in securities with higher coupon rates. The reverse
happens when prepayments are slower than expected. The investor can be forced to hold on to the lower coupons for a
longer period of time, thereby reducing realized yield.

With a weighted average contractual duration of 3.9 years, changes in interest rates will have a modest market value
impact on the Atlas fixed income portfolio relative to longer duration portfolios. Atlas can, and typically does, hold
bonds to maturity by matching duration with the anticipated liquidity needs.

Atlas’ available-for-sale equity securities are primarily subject to equity price risk. Equity price risk is the risk of loss
in the fair value of equity securities due to the adverse changes in equity prices. The available-for-sale equity
securities portfolio is approximately 4.3% of Atlas’ total investment portfolio, and any adverse impact from equity
price risk would not be material to Atlas’ investment portfolio.

Interest Rate Risk

Sensitivity analysis expresses the potential loss in future earnings, fair values, or cash flows of market sensitive
instruments resulting from one or more selected hypothetical changes in interest rates, foreign currency exchange
rates, commodity prices, and other relevant market rates or prices over a select period of time. The actual results may
differ from the hypothetical results below, since the analysis does not include any action that would be taken by the
company to reduce the negative impact of changes in the interest rate.

Atlas’ available-for-sale fixed income securities held as of December 31, 2017 were $158.0 million. A 100 basis point
increase in interest rates on such held fixed income securities would have increased net investment income and
income before income taxes by approximately $131,000. Conversely, a 100 basis point decrease in interest rates on
such held fixed income securities would decrease net investment income and income before income taxes by
$163,000. Atlas uses a 1 year time period with a 100 basis point increase and decrease to determine the impact on the
fixed income security portfolio.

A 100 basis point increase would have also decreased other comprehensive income by approximately $6.6 million due
to “mark-to-market” requirements; however, holding investments to maturity would be expected to mitigate this impact.
Conversely, a 100 basis point decrease would increase other comprehensive income by the same amount. The impacts
described here are approximately linear to the change in interest rates. Atlas uses the duration of the portfolio to
determine the impact on other comprehensive income from 100 basis point changes in the interest rate.

Atlas has five-year 6.625% senior unsecured notes as of December 31, 2017 with an outstanding balance of $24.0
million. For the sensitivity analysis, an instantaneous 100 basis point increase and decrease are assumed on the market
discount rate and the change in net present value from these hypothetical changes in the market discount rate are

107



Edgar Filing: Atlas Financial Holdings, Inc. - Form 10-K

measured. An instantaneous 100 basis point decrease would increase the fair market value on notes payable by
$988,000. Conversely, an instantaneous 100 basis point increase would decrease the fair market value on notes
payable by $945,000.
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Credit Risk

Atlas is exposed to credit risk principally through its fixed income securities and balances receivable from
policyholders and reinsurers. Atlas controls and monitors concentration and credit quality risk through policies to limit
and monitor its exposure to individual issuers or related groups (with the exception of U.S. Government bonds) as
well as through ongoing review of the credit ratings of issuers held in the securities portfolio. Atlas’ credit exposure to
any one individual policyholder is not material. Atlas has policies requiring evaluation of the financial condition of its
reinsurers and monitors concentrations of credit risk arising from similar geographic regions, activities, or economic
characteristics of the reinsurers to minimize its exposure to significant losses from reinsurer insolvency.

Equity price risk

This is the risk of loss due to adverse movements in equity prices. Atlas’ investment in equity securities comprises a
small percentage of its total portfolio, and as a result, the exposure to this type of risk is minimal.

Foreign currency risk

Atlas is not currently exposed to material changes in the U.S. dollar currency exchange rates with any other foreign
currency.

Liquidity and Cash Flow Risk

Liquidity risk is the risk of having insufficient cash resources to meet current financial obligations without raising
funds at unfavorable rates or selling assets on a forced basis. Liquidity risk arises from general business activities and
in the course of managing the assets and liabilities of Atlas. There is the risk of loss to the extent that the sale of a
security prior to its maturity is required to provide liquidity to satisfy policyholder and other cash outflows. Cash flow
risk arises from risk that future inflation of policyholder cash flow exceeds returns on long-term investment securities.
The purpose of liquidity and cash flow management is to ensure that there is sufficient cash to meet all financial
commitments and obligations as they fall due. The liquidity and cash flow requirements of Atlas’ business have been
met primarily by funds generated from operations, asset maturities and income and other returns received on
securities. Cash provided from these sources is used primarily for claims and claims adjustment expense payments and
operating expenses. The timing and amount of catastrophe and/or single large loss claims are inherently unpredictable
and may create increased liquidity requirements. We purchase reinsurance coverage in an effort to mitigate the risk of
an unexpected rise in claims severity or frequency from catastrophe and/or single large loss claims. The availability,
amount and cost of the reinsurance depend on market conditions and may fluctuate significantly.

Underwriting Risk

Underwriting risk is the risk that the total cost of claims and acquisition expenses will exceed premiums received and
can arise from numerous factors, including pricing risk, reserving risk, catastrophic claims risk, reinsurance coverage
risk and the risk that claims and claims adjustment expense reserves are not sufficient.
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Item 8. Financial Statements and Supplemental Schedules

Report of Independent Registered Public Accounting Firm

Board of Directors and Shareholders

Atlas Financial Holdings, Inc.

Schaumburg, Illinois

Opinion on Internal Control over Financial Reporting

We have audited Atlas Financial Holdings, Inc.’s (the “Company’s”) internal control over financial reporting as of
December 31, 2017, based on criteria established in Internal Control - Integrated Framework (2013) issued by the
Committee of Sponsoring Organizations of the Treadway Commission (the “COSO criteria”). In our opinion, the
Company maintained, in all material respects, effective internal control over financial reporting as of December 31,
2017, based on the COSO criteria.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United
States) (“PCAOB”), the consolidated statements of financial position of the Company and subsidiaries as of December
31, 2017 and 2016, the related consolidated statements of income (loss) and comprehensive income (loss),
shareholders’ equity, and cash flows for each of the three years in the period ended December 31, 2017, and the related
notes and financial statement schedules listed in the accompanying index, and our report dated April 2, 2018
expressed an unqualified opinion thereon.

Basis for Opinion

The Company’s 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 in the accompanying “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 are a public accounting firm registered
with the PCAOB and are required to be independent with respect to the Company in accordance with U.S. federal
securities laws and the applicable rules and regulations of the Securities and Exchange Commission and the PCAOB.
We conducted our audit of internal control over financial reporting in accordance with the standards of the PCAOB.
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.

Definition and Limitations of Internal Control over Financial Reporting

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 statements in 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.

/s/ BDO USA, LLP
Grand Rapids, MI
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Report of Independent Registered Public Accounting Firm

Shareholders and Board of Directors

Atlas Financial Holdings, Inc.

Schaumburg, Illinois

Opinion on the Consolidated Financial Statements

We have audited the accompanying consolidated statements of financial position of Atlas Financial Holdings, Inc. (the
“Company”’) and subsidiaries as of December 31, 2017 and 2016, the related consolidated statements of income (loss)
and comprehensive income (loss), shareholders’ equity, and cash flows for each of the three years in the period ended
December 31, 2017, and the related notes and financial statement schedules listed in the accompanying index
(collectively referred to as the “consolidated financial statements”). In our opinion, the consolidated financial statements
present fairly, in all material respects, the financial position of the Company and subsidiaries at December 31, 2017
and 2016, and the results of their operations and their cash flows for each of the three years in the period ended
December 31, 2017, in conformity with accounting principles generally accepted in the United States of America.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United
States) (“PCAOB”), the Company's internal control over financial reporting as of December 31, 2017, based on criteria
established in Internal Control - Integrated Framework (2013) issued by the Committee of Sponsoring Organizations
of the Treadway Commission (“COSO”) and our report dated April 2, 2018 expressed an unqualified opinion thereon.
Basis for Opinion

These consolidated financial statements are the responsibility of the Company’s management. Our responsibility is to
express an opinion on the Company’s consolidated financial statements based on our audits. We are a public
accounting firm registered with the PCAOB and are required to be independent with respect to the Company in
accordance with the U.S. federal securities laws and the applicable rules and regulations of the Securities and
Exchange Commission and the PCAOB.

We conducted our audits in accordance with the standards of the PCAOB. Those standards require that we plan and
perform the audit to obtain reasonable assurance about whether the consolidated financial statements are free of
material misstatement, whether due to error or fraud.

Our audits included performing procedures to assess the risks of material misstatement of the consolidated financial
statements, whether due to error or fraud, and performing procedures that respond to those risks. Such procedures
included examining, on a test basis, evidence regarding the amounts and disclosures in the consolidated financial
statements. Our audits also included evaluating the accounting principles used and significant estimates made by

management, as well as evaluating the overall presentation of the consolidated financial statements. We believe that
our audits provide a reasonable basis for our opinion.

/s/ BDO USA, LLP
We have served as the Company's auditor since 2014.
Grand Rapids, MI

April 2, 2018

71

112



Edgar Filing: Atlas Financial Holdings, Inc. - Form 10-K

ATLAS FINANCIAL HOLDINGS, INC.
CONSOLIDATED STATEMENTS OF FINANCIAL POSITION
($ in ‘000s, except for share and per share data)

Assets

Investments, available for sale

Fixed income securities, at fair value (amortized cost $158,411 and $157,451)
Equity securities, at fair value (cost $7,969 and $5,598)
Other investments

Total Investments

Cash and cash equivalents

Accrued investment income

Premiums receivable (net of allowance of $3,418 and $2,366)
Reinsurance recoverables on amounts paid

Reinsurance recoverables on amounts unpaid

Prepaid reinsurance premiums

Deferred policy acquisition costs

Deferred tax asset, net

Goodwill

Intangible assets, net

Property and equipment, net

Other assets

Total Assets

Liabilities

Claims liabilities

Unearned premium reserves

Due to reinsurers

Notes payable, net

Other liabilities and accrued expenses

Total Liabilities

Commitments and contingencies (see Note 8)
Shareholders’ Equity

Ordinary voting common shares, $0.003 par value, 266,666,667 shares authorized, shares
issued and outstanding: December 31, 2017 - 12,164,041 and December 31, 2016 -

11,895,104

Restricted voting common shares, $0.003 par value, 33,333,334 shares authorized, shares
issued and outstanding: December 31, 2017 - 0 and December 31, 2016 - 128,191

Additional paid-in capital

Retained deficit

Accumulated other comprehensive income (loss), net of tax
Total Shareholders' Equity

Total Liabilities and Shareholders' Equity

See accompanying Notes to Consolidated Financial Statements.
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December 31, December 31,

2017

$ 157,984
8,446
31,438
197,868
45,615
1,248
79,664
7,982
53,402
12,878
14,797
16,985
2,726
4,145
24,439
20,754

$ 482,503

$211,648
128,043
8,411
24,031
19,725

$ 391,858

$ 36

201,105
(110,535
39

$ 90,645
$ 482,503

2016

$ 156,487
6,223
32,181
194,891
29,888
1,228
77,386
7,786
35,370
13,372
13,222
18,498
2,726
4,535
11,770
12,905

$ 423,577

$ 139,004
113,171
8,369
19,187
16,504

$ 296,235

$ 36

199,244
(71,718 )
(220 )
$ 127,342

$ 423,577
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ATLAS FINANCIAL HOLDINGS, INC.
CONSOLIDATED STATEMENTS OF INCOME (LOSS) AND COMPREHENSIVE INCOME (LOSS)
($ in ‘000s, except for share and per share data)

Consolidated Statements of Income (Loss) Year Ended December 31,

2017 2016 2015
Net premiums earned $215,771 $171,058 $152,064
Net investment income 4,897 4,824 3,976
Net realized gains 872 1,230 455
Other income 435 467 356
Total revenue 221,975 177,579 156,851
Net claims incurred 203,873 134,746 89,994
Acquisition costs 27,885 18,803 18,592
Other underwriting expenses 32,140 28,399 23,269
Amortization of intangible assets 390 390 315
Interest expense 1,840 1,026 694
Expenses (recovered) incurred pursuant to stock purchase agreements — (6,297 ) 942
Expenses incurred related to acquisition of subsidiaries — — 999
Total expenses 266,128 177,067 134,805
(Loss) income from operations before income taxes (44,153 ) 512 22,046
Income tax (benefit) expense (5,343 ) (2,134 ) 7,616
Net (loss) income (38,810 ) 2,646 14,430
Less: Preferred share dividends — 281 276
Net (loss) income attributable to common shareholders $(38,810) $2,365 $14,154
Basic weighted average common shares outstanding 12,064,880 12,045,519 11,975,579
(Loss) earnings per common share basic $(3.22 ) $0.20 $1.18
Diluted weighted average common shares outstanding 12,064,880 12,222,883 12,735,679
(Loss) earnings per common share diluted $(3.22 ) $0.19 $1.13

Consolidated Statements of Comprehensive Income (Loss)

Net (loss) income $(38,810) $2,646 $14,430
Other comprehensive income (loss):

Changes in net unrealized investment gains (losses) 437 855 (1,912 )
Reclassification to net (loss) income (49 ) 394 203

Effect of income taxes (136 ) (437 ) 597

Other comprehensive income (loss) 252 812 (1,112 )
Total comprehensive (loss) income $(38,558 ) $3,458 $13,318

See accompanying Notes to Consolidated Financial Statements.
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ATLAS FINANCIAL HOLDINGS, INC.
CONSOLIDATED STATEMENTS OF SHAREHOLDERS’ EQUITY

($ in ‘000s)

Ord‘mary ResFrlcte% dditional . Accumulated Total

Voting Voting . Retained Other .

Paid-In .. . Shareholders

CommonCommonCa tal Deficit ComprehensweE uit

Shares Shares p Income (Loss) quity
Balance December 31, 2014 ¢ $ 34 % -$196,079 $(88,794 )$ 80 $ 107,399
Net income — — — 14,430 — 14,430
Other comprehensive loss — — — — (1,112 ) (1,112 )
Options exercised — — 145 — — 145
Share-based compensation 2 — 1,817 — — 1,819
Balance December 31, 2015 ¢ $ 36 $ -$198,041 $(74,364 )$ (1,032 ) $ 122,681
Net income — — — 2,646 — 2,646
Preferred dividends paid — — (409 )— — (409 )
Other comprehensive income — — — — 812 812
Share-based compensation — — 1,612 — — 1,612
Balance December 31, 2016 $ 36 $ -$199,244 $(71,718 )$ (220 ) $ 127,342
ASU 2018-02, reclassification of certain tax

_ _ _ (7 )7 _
effects
Net loss — — — (38,810 )— (38,810 )
Other comprehensive income — — — — 252 252
Options exercised — — 655 — — 655
Share-based compensation — — 1,176 — — 1,176
Other — — 30 — — 30
Balance December 31, 2017 $ 36 $ -$201,105 $(110,535)$ 39 $ 90,645

I - Prior to the year ended December 31, 2017, the Company presented preferred shares issued as contingent
consideration within the permanent equity section of the Consolidated Statements of Financial Position. In accordance
with Financial Accounting Standards Board (“FASB”) ASC Topic 480 - Distinguishing Liabilities from Equity,
contingent consideration issued as preferred shares wherein the number of shares to be issued is variable should be
classified outside of permanent equity and reflected as mezzanine equity on the Consolidated Statements of Financial
Position.

For the year ended December 31, 2017, the Company has restated the Consolidated Statements of Shareholders’ Equity
to remove the preferred shares and related activity as previously stated for the periods as of January 1, 2015 and for
the years ended December 31, 2015 and 2016. Although this impacted total equity for 2015, it had no impact on total
equity as of December 31, 2016 due to the redemption and clawback of preferred shares previously issued. In
addition, this change did not impact the Consolidated Statements of Financial Position, Consolidated Statements of
Income (Loss) and Comprehensive Income (Loss), earnings per common share or the Consolidated Statements of
Cash Flows. The Company has evaluated the effect of the incorrect presentation in the prior period, both qualitatively
and quantitatively, and concluded that it did not have a material impact on, nor did it require amendment of, any
previously filed annual or quarterly consolidated financial statements. See Note 20, ‘Change in Accounting Principle
and Error Corrections’ for additional information regarding the preferred shares restatement.

See accompanying Notes to Consolidated Financial Statements.
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ATLAS FINANCIAL HOLDINGS, INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS
($ in ‘000s)

Operating activities:
Net (loss) income

Adjustments to reconcile net (loss) income to net cash flows provided by operating

activities:

Depreciation and amortization of property and equipment
Share-based compensation expense

Amortization of deferred gain on sale of headquarters building
Amortization of intangible assets

Deferred income taxes

Net realized gains

Gain in equity of investees

Amortization of bond premiums and discounts
Amortization of financing costs

Expenses (recovered) incurred pursuant to stock purchase agreements
Net changes in operating assets and liabilities:

Accrued investment income

Premiums receivable, net

Due from reinsurers and prepaid reinsurance premiums
Deferred policy acquisition costs

Other assets

Claims liabilities

Unearned premium reserves

Due to reinsurers

Other liabilities and accrued expenses

Net cash flows provided by operating activities

Investing activities:

Purchase of subsidiary (net of cash acquired)
Purchases of:

Fixed income securities

Equity securities

Other investments

Property, equipment and other

Proceeds from sale and maturity of:

Fixed income securities

Equity securities

Other investments

Property, equipment and other

Assets held for sale

Net cash flows (used in) provided by investing activities

Financing activities:

Preferred share buyback

Capital contributions

Proceeds from notes payable, net of issuance costs

Year Ended December 31,

2017

2016 2015

$(38,810) $2,646 $14,430

1,372
1,176
17
390
1,376
(872
(810
961
365

(20
(2,278
(17,735
(1,575
(7,847
72,644
14,872
42
3,238
26,472

(48,529
(7,900
(3,615
(14,055

46,853
6,161
5,174
2

(15,909

30
23,879

1,000 966
1,612 1,819

) @3 )3 )
390 315

452 174 )
) (1,230 ) 455 )
) (1,271 ) (1,238 )

1,217 1,525
67 56
(6,623 ) 941

) 192 ) A3 )
) 5,143 (35,144 )
) (6,440 ) (7,931 )
) (2,987 ) (240 )
) (6,210 ) 8,956
11,993 (6,150 )
4,969 26,276
(2,412 ) 3,542
(1,911 ) 1,376
170 8,814

— (10,956 )

) (58,061 ) (78,921 )
) (2,000 ) (3,340 )
) (11,404 ) (7,332 )
) (10,181 ) (713 )

86,013 59,395
615 1,402
3,430 —

— 111
) 8,412 (40,354 )

2,539 ) —

2,000 17,663
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Repayment of notes payable

Preferred dividends paid

Options exercised

Net cash flows provided by (used in) financing activities

Net change in cash and cash equivalents

Cash and cash equivalents, beginning of period
Cash and cash equivalents, end of period

75

(19,400 ) (100 ) (500 )

655
5,164

15,727

29,888
$45,615

409 ) —
— 145
(1,048 ) 17,308

7,534 (14,232)

22,354 36,586
$29,888 $22,354
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Year Ended December
31,
2017 2016 2015

Supplemental disclosure of cash information:

Cash paid for:

Income taxes $744 $7,015 $8,636
Interest 1,338 885 567
Supplemental disclosure of noncash investing and financing activities:

Issuance of preferred shares related to purchase of subsidiary $— $— $4,000
Issuance of preferred shares pursuant to Gateway stock purchase agreement — — 941
Redemption of preferred shares related to Gateway stock purchase agreement — (2,297 ) —
Cancellation of preferred shares pursuant to Anchor stock purchase agreement — (4,000 ) —

See accompanying Notes to Consolidated Financial Statements.
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ATLAS FINANCIAL HOLDINGS, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1.NATURE OF OPERATIONS AND BASIS OF PRESENTATION

Atlas Financial Holdings, Inc. (“Atlas” or “We” or the “Company”) commenced operations on December 31, 2010. The
primary business of Atlas is underwriting commercial automobile insurance in the United States, with a niche market
orientation and focus on insurance for the “light” commercial automobile sector. This sector includes taxi cabs,
non-emergency para-transit, limousine, livery and business autos. Automobile insurance products provide insurance
coverage in three major areas: liability, accident benefits and physical damage. Liability insurance provides coverage
subject to policy terms and conditions where the insured is determined to be responsible and/or liable for an

automobile accident, for the payment for injuries and property damage to third parties. Accident benefit policies or
personal injury protection policies provide coverage for loss of income, medical and rehabilitation expenses for

insured persons who are injured in an automobile accident, regardless of fault. Physical damage coverage subject to
policy terms and conditions provides for the payment of damages to an insured automobile arising from a collision

with another object or from other risks such as fire or theft. In the short run, automobile physical damage and liability
coverage generally provides more predictable results than automobile accident benefit or personal injury insurance.
Atlas’ business is carried out through its “Insurance Subsidiaries”: American Country Insurance Company (““American
Country”), American Service Insurance Company, Inc. (“American Service”), Gateway Insurance Company (“Gateway”),
and as of March 11, 2015, Global Liberty Insurance Company of New York (“Global Liberty”); and other non-insurance
company subsidiaries: Anchor Group Management Inc. (“Anchor Management”), Plainview Premium Finance
Company, Inc. (“Plainview Delaware”), Plainview Delaware’s wholly owned subsidiary, Plainview Premium Finance
Company of California, Inc. (“Plainview California” and together with Plainview Delaware, “Plainview”), UBI Holdings
Inc. (“UBI Holdings”) and UBI Holdings’ wholly-owned subsidiary, DriveOn Digital IP Inc. (“DOIP” and together with
UBI Holdings, “UBI”).

The Insurance Subsidiaries distribute their insurance products through a network of retail independent agents.

Together, the Insurance Subsidiaries are licensed to write property and casualty insurance in 49 states and the District
of Columbia in the United States. Atlas’ core products are actively distributed in 42 of those states plus the District of
Columbia. The Insurance Subsidiaries share common management and operating infrastructure.

Atlas’ ordinary voting common shares are listed on the NASDAQ stock exchange under the symbol “AFH.”

Basis of presentation - These statements have been prepared in conformity with accounting principles generally
accepted in the United States of America (“U.S. GAAP”). The consolidated financial statements include the accounts of
Atlas and the entities it controls. Equity investments in entities that we do not consolidate, including corporate entities
in which we have significant influence and partnership and partnership-like entities in which we have more than minor
influence over operating and financial policies, are accounted for under the equity method unless we have elected the
fair value option. All significant intercompany accounts and transactions have been eliminated.

Seasonality - The property and casualty (“P&C”) insurance business is seasonal in nature. While Atlas’ net premiums
earned are generally stable from quarter to quarter, Atlas’ gross premiums written follow the common renewal dates

for the “light” commercial risks that represent its core lines of business. For example, January 1 and March 1 are
common taxi cab renewal dates in Illinois and New York, respectively. Additionally, we implemented our New York
“excess taxi program” in the third quarter of 2012, which has an annual renewal date in the third quarter. Net
underwriting income is driven mainly by the timing and nature of claims, which can vary widely.

Summary of Significant Accounting Policies

Principles of consolidation - The consolidated financial statements include the accounts of Atlas and the entities it
controls. Subsidiaries are entities over which Atlas, directly or indirectly, has the power to govern the financial and
operating policies in order to obtain the benefits from their activities, generally accompanying an equity shareholding
of more than one half of the voting rights. Subsidiaries are fully consolidated from the date on which control is
transferred to Atlas and would be de-consolidated from the date that control ceases. The operating results of
subsidiaries acquired or disposed of during the year will be included in the consolidated statements of income (loss)

and comprehensive income (loss) from the effective date of acquisition and up to the effective date of disposal, as
appropriate. All significant intercompany transactions and balances are eliminated in consolidation. Accounting
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policies of subsidiaries have been changed where necessary to ensure consistency with the policies adopted by Atlas.
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The following are Atlas’ subsidiaries, all of which are 100% owned, either directly or indirectly, together with the
jurisdiction of incorporation, that are included in consolidated financial statements:

American Insurance Acquisition Inc. (Delaware)

American Country Insurance Company (Illinois)

American Service Insurance Company, Inc. (Illinois)

Camelot Services, Inc. (Missouri) - merged into American Insurance Acquisition Inc. during 2014

Gateway Insurance Company (Missouri)

Anchor Holdings Group, Inc. (New York)

Global Liberty Insurance Company of New York (New York)

Plainview Premium Finance Company, Inc. (Delaware)

Plainview Premium Finance Company of California, Inc. (California)

Anchor Group Management Inc. (New York)

UBI Holdings Inc. (Delaware)

DriveOn Digital IP Inc. (Delaware)

Prior to the year ended December 31, 2017, the Company presented preferred shares issued as contingent
consideration within the permanent equity section of the Consolidated Statements of Financial Position. In accordance
with Financial Accounting Standards Board (“FASB”) ASC Topic 480 - Distinguishing Liabilities from Equity,
contingent consideration issued as preferred shares wherein the number of shares to be issued is variable should be
classified outside of permanent equity and reflected as mezzanine equity on the Consolidated Statements of Financial
Position.

For the year ended December 31, 2017, the Company has restated the Consolidated Statements of Shareholders’ Equity
to remove the preferred shares and related activity as previously stated for the periods as of January 1, 2015 and for
the years ended December 31, 2015 and 2016. Although this impacted total equity for 2015, it had no impact on total
equity as of December 31, 2016 due to the redemption and clawback of preferred shares previously issued. In
addition, this change did not impact the Consolidated Statements of Financial Position, Consolidated Statements of
Income (Loss) and Comprehensive Income (Loss), earnings per common share or the Consolidated Statements of
Cash Flows. The Company has evaluated the effect of the incorrect presentation in the prior period, both qualitatively
and quantitatively, and concluded that it did not have a material impact on, nor did it require amendment of, any
previously filed annual or quarterly consolidated financial statements. See Note 20, ‘Change in Accounting Principle
and Error Corrections’ for additional information regarding the preferred shares restatement.

Estimates and assumptions - The preparation of financial statements requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities and the disclosure of contingent assets and
liabilities at the date of the financial statements and reported amounts of revenues and expenses during the reporting
period. Actual results could differ from these estimates and changes in estimates are recorded in the accounting period
in which they are determined. The liability for unpaid claims and claims adjustment expenses and related amounts
recoverable from reinsurers represents the most significant estimate in the accompanying financial statements, and
differences between such estimates and actual results could be material. Significant estimates in the accompanying
financial statements also include the fair values of investments, deferred policy acquisition cost recoverability,
deferred tax asset valuation and business combinations.

Financial instruments - Financial instruments are recognized and unrecognized using trade date accounting, since that
is the date Atlas contractually commits to the purchase or sale with the counterparty.

Effective interest method - For securities other than mortgage backed and asset backed, Atlas utilizes the effective
interest method to calculate the amortized cost of the financial asset and to amortize the premium or accrete the
discount over the remaining life. The effective interest rate is the rate that discounts the estimated future cash flows
through the expected life of the financial instrument. Mortgage backed and asset backed securities are valued using the
retrospective adjustment method, which uses the effective interest method and includes anticipated prepayments.
Interest income is reported net of amortization of premium and accretion of discount. Realized gains and losses on
disposition of available-for-sale securities are based on the net proceeds and the adjusted cost of the securities sold
using the specific identification method.
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Cash and cash equivalents - Cash and cash equivalents include cash and highly liquid securities with original
maturities of 90 days or less.
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Available for sale - Investments in fixed income and equity securities are classified as available for sale. Securities are
classified as available for sale when Atlas may decide to sell those securities due to changes in market interest rates,
liquidity needs, changes in yields or alternative investments, and for other reasons. Available-for-sale securities are
carried at fair value, with unrealized gains and losses, net of income taxes, included as a separate component of
accumulated other comprehensive income (loss) in shareholders’ equity.

Impairment of financial assets - Atlas assesses, on a quarterly basis, whether there is evidence that a financial asset or
group of financial assets is impaired. An investment is considered impaired when the fair value of the investment is
less than its cost or amortized cost. When an investment is impaired, the Company must make a determination as to
whether the impairment is other than temporary.

The analysis includes some or all of the following procedures as deemed appropriate by management:

identifying all security holdings in unrealized loss positions that have existed for at least six months or other
circumstances that management believes may impact the recoverability of the security;

obtaining a valuation analysis from third party investment managers regarding these holdings based on their
knowledge, experience and other market based valuation techniques;

reviewing the trading range of certain securities over the preceding calendar period;

assessing whether declines in market value are other than temporary for debt security holdings based on credit ratings
from third party security rating agencies; and

determining the necessary provision for declines in market value that are considered other than temporary based on
the analyses performed.

The risks and uncertainties inherent in the assessment methodology utilized to determine declines in market value that
are other than temporary include, but may not be limited to, the following:

the opinion of professional investment managers could prove to be incorrect;

the past trading patterns of individual securities may not reflect future valuation trends;

the credit ratings assigned by independent credit rating agencies may prove to be incorrect due to unforeseen or
unknown facts related to a company’s financial situation; and

the debt service pattern of non-investment grade securities may not reflect future debt service capabilities and may not
reflect a company’s unknown underlying financial problems.

Under Accounting Standards Codification (“ASC”), with respect to an investment in an impaired debt security,
other-than-temporary impairment (“OTTI”) occurs if (a) there is intent to sell the debt security, (b) it is more likely than
not it will be required to sell the debt security before its anticipated recovery, or (c) it is probable that all amounts due
will be unable to be collected such that the entire cost basis of the security will not be recovered. If Atlas intends to
sell the debt security, or will more likely than not be required to sell the debt security before the anticipated recovery,
a loss in the entire amount of the impairment is reflected in net investment gains (losses) on investments in the
consolidated statements of income (loss). If Atlas determines that it is probable it will be unable to collect all amounts
and Atlas has no intent to sell the debt security, a credit loss is recognized in net investment gains (losses) on
investments in the consolidated statements of income (loss) to the extent that the present value of expected cash flows
is less than the amortized cost basis; any difference between fair value and the new amortized cost basis (net of the
credit loss) is reflected in other comprehensive income (losses), net of applicable income taxes.

For equity securities, the Company evaluates its ability to retain its investment in the issuer for a period of time
sufficient to allow for any anticipated recovery in fair value. Evidence considered to determine anticipated recovery
are analysts’ reports on the near-term prospects of the issuer and the financial condition of the issuer or the industry, in
addition to the length and extent of the market value decline. If an OTTTI is identified, the equity security is adjusted to
fair value through a charge to earnings.

Fair values of financial instruments - Atlas has used the following methods and assumptions in estimating its fair
value disclosures:

Fair values for investments are based on quoted market prices, when available. If quoted market prices are not
available, fair values are based on quoted market prices of comparable instruments or values obtained from
independent pricing services.
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Atlas’ fixed income portfolio is managed by a SEC registered investment advisor specializing in the management of
insurance company portfolios. Management works directly with them to ensure that Atlas benefits from their expertise
and also evaluates investments as well as specific positions independently using internal resources. Atlas’ investment
advisor has a team of credit analysts for all investment grade fixed income sectors. The investment process begins
with an independent analyst review of each security’s credit worthiness using both quantitative tools and qualitative
review. At the issuer level, this includes reviews of past financial data, trends in financial stability, projections for the
future, reliability of the management team in place, market data (credit spread, equity prices, trends in this data for the
issuer and the issuer’s industry). Reviews also consider industry trends and the macro-economic environment. This
analysis is continuous, integrating new information as it becomes available. As of December 31, 2017, this process did
not generate any significant difference in the rating assessment between Atlas’ review and the rating agencies.

Atlas employs specific control processes to determine the reasonableness of the fair value of its financial assets. These
processes are designed to supplement those performed by Atlas’ investment advisor to ensure that the values received
from them are accurately recorded and that the data inputs and the valuation techniques utilized are appropriate,
consistently applied, and that the assumptions are reasonable and consistent with the objective of determining fair
value. For example, on a continuing basis, Atlas assesses the reasonableness of individual security values that have
stale prices or whose changes exceed certain thresholds as compared to previous values received from Atlas’
investment advisor or to expected prices. The portfolio is reviewed routinely for transaction volumes, new issuances,
any changes in spreads, as well as the overall movement of interest rates along the yield curve to determine if
sufficient activity and liquidity exists to provide a credible source for market valuations. When fair value
determinations are expected to be more variable, they are validated through reviews by members of management or
the Board of Directors who have relevant expertise and who are independent of those charged with executing
investment transactions.

Atlas employs a fair value hierarchy to categorize the inputs it uses in valuation techniques to measure the fair value.
The hierarchy is comprised of quoted prices in active markets (Level 1), third party pricing models using available
trade, bid and market information (Level 2) and internal models without observable market information (Level 3). The
Company recognizes transfers between levels of the fair value hierarchy at the end of the period in which events occur
impacting the availability of inputs to the fair value methodology.

Premiums receivable - Premiums receivable include premium balances due and uncollected and installment premiums
not yet due from agents and insureds.

Atlas evaluates the collectibility of accounts receivable based on a combination of factors. When aware of a specific
customer’s inability to meet its financial obligations, such as in the case of bankruptcy or deterioration in the customer’s
operating results or financial position, Atlas records a specific reserve for bad debt to reduce the related receivable to
the amount Atlas reasonably believes is collectible. Atlas also records reserves for bad debt for all other customers
based on a variety of factors, including the length of time the receivables are past due and historical collection
experience. Accounts are reviewed for potential write-off on a case-by-case basis. Accounts deemed uncollectible are
written off, net of expected recoveries. If circumstances related to specific customers change, estimates of the
recoverability of receivables could be further adjusted.

Deferred policy acquisition costs (“DPAC”) - Atlas defers producers’ commissions, premium taxes and other
underwriting costs directly relating to the successful acquisition of premiums written to the extent they are considered
recoverable. These costs are then expensed as the related premiums are earned. The method followed in determining
the deferred policy acquisition costs limits the deferral to its realizable value by giving consideration to estimated
future claims and expenses to be incurred as premiums are earned. Changes in estimates, if any, are recorded in the
accounting period in which they are determined. Anticipated investment income is included in determining the
realizable value of the deferred policy acquisition costs. Atlas’ deferred policy acquisition costs are reported net of
deferred ceding commissions.

When anticipated claims, claims adjustment expenses, commissions and other acquisition costs exceed recorded
unearned premium and any future installment premiums on existing policies, a premium deficiency reserve is
recognized by recording a reduction to DPAC with a corresponding charge to operations. Atlas utilizes anticipated
investment income as a factor in its premium deficiency calculation. Atlas concluded that no premium deficiency
adjustments were necessary in any of the years ended December 31, 2017, 2016, and 2015.
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Income taxes - Income taxes expense (benefit) includes all taxes based on taxable income (loss) of Atlas and its
subsidiaries, and are recognized in the statements of income and comprehensive income except to the extent that they
relate to items recognized directly in other comprehensive income, in which case the income tax effect is also
recognized in other comprehensive income.

Deferred taxes are recognized based on the differences in the tax basis of assets, liabilities and items recognized
directly in equity and the financial reporting basis of such items.

Deferred tax assets are recognized only to the extent that it is probable that future taxable income will be available
against which they can be utilized. 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 future tax assets and liabilities of a change in tax rates is recognized in income in the period of enactment.
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When considering the extent of the valuation allowance on Atlas’ deferred tax asset, weight is given by management to
both positive and negative evidence. U.S. GAAP states that a cumulative loss in recent years is a significant piece of
negative evidence that is difficult to overcome in determining that a valuation allowance is not needed against
deferred tax assets. However, the strength and trend of earnings, as well as other relevant factors are considered.
Atlas accounts for uncertain tax positions in accordance with the income taxes accounting guidance. Atlas analyzes
filing positions in the federal and state jurisdiction where it is required to file tax returns, as well as the open tax years
in these jurisdictions. Atlas would recognize interest and penalties related to unrecognized tax benefits as a component
of the provision for federal income taxes.

Goodwill — Atlas recognized goodwill as part of the acquisition of Anchor Holdings Group, Inc. The amounts
recognized represent the cost of the acquisition above the fair value of the net assets acquired. Atlas reviews goodwill
at least annually for impairment. Atlas concluded that there was no goodwill impairment in any of the years ended
December 31, 2017, 2016, and 2015.

Intangible assets — Atlas recognized intangible assets as part of the acquisitions of Gateway and Anchor Holdings
Group, Inc. The intangible assets are classified as either indefinite-lived or definite-lived depending on whether the
useful lives can be identified. Atlas indefinite-lived intangible assets consist of state insurance licenses, and these
intangible assets are reviewed for impairment at least annually. Atlas concluded that there was no indefinite-lived
intangible asset impairment in any of the years ended December 31, 2017, 2016, and 2015. Definite-lived intangible
assets are amortized over their useful lives on a straight-line basis except for customer related intangibles, which are
on an accelerated basis. Atlas definite-lived intangible assets consist of trade names and trademarks with useful lives
of 15 years and customer relationships with useful lives of 10 years.

Business combinations - The value of certain assets and liabilities acquired are subject to adjustment from the initial
purchase price allocation as additional information is obtained, including, but not limited to, valuation of separately
identifiable intangibles, the preferred stock issued to the seller, and deferred taxes.

The valuations are finalized within 12 months of the close of the acquisition (not including claims reserve
development consideration, if applicable). The changes upon finalization to the initial purchase price allocation and
valuation of assets and liabilities may result in an adjustment to identifiable intangible assets and goodwill.
Adjustments to the provisional amounts identified during the measurement period are recognized in the reporting
period in which the adjustment amounts are determined. The effect of changes in depreciation, amortization, or other
income effects, if any, as a result of the change to the provisional amounts, calculated as if the accounting had been
completed at the acquisition date, are recorded in the financial statements and presented separately on the statements
of income and comprehensive income in the reporting period in which the adjustment amounts are determined.
Property and equipment — Buildings, office equipment, and internal use software are stated at historical cost less
depreciation. Subsequent costs are included in the asset’s carrying amount or capitalized as a separate asset only when
it is probable that future economic benefits will be realized. Land is stated at historical cost. Repairs and maintenance
are recognized as an expense during the period incurred. Depreciation on buildings and building improvements are
provided on a straight-line basis over the estimated useful life of 33 years. Depreciation on equipment is provided on a
straight-line basis over the estimated useful lives which range from 5 years for vehicles, 5 years for furniture, 5 years
for enterprise software and 3 years for all other software and computer equipment and the term of the lease for leased
equipment.

Insurance contracts — Contracts under which Atlas’ Insurance Subsidiaries accept risk at the inception of the contract
from another party (the insured holder of the policy) by agreeing to compensate the policyholder or other insured
beneficiary if a specified future event (the insured event) adversely affects the holder of the policy are classified as
insurance contracts. All policies are short-duration contracts.

Revenue recognition - Premium income is recognized on a pro rata basis over the terms of the respective insurance
contracts. Unearned premium reserves represent the portion of premiums written that are related to the unexpired
terms of the policies in force.

Claims liabilities - The provision for unpaid claims represent the estimated liabilities for reported claims, plus those
incurred but not yet reported and the related estimated claims adjustment expenses, such as legal fees. Unpaid claims
adjustment expenses are determined using case-basis evaluations and statistical analyses, including insurance industry
claims data, and represent estimates of the ultimate cost of all claims incurred. Although considerable variability is

127



Edgar Filing: Atlas Financial Holdings, Inc. - Form 10-K

inherent in such estimates, management believes that the liability for unpaid claims and claims adjustment expenses is
adequate. The estimates are continually reviewed and adjusted as necessary; such adjustments are included in current
operations and are accounted for as changes in estimates.
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Reinsurance - As part of Atlas’ insurance risk management policies, portions of its insurance risk is ceded to
reinsurers. Reinsurance premiums and claims expenses are accounted for on a basis consistent with those used in
accounting for the original policies issued and the terms of the reinsurance contracts. Premiums and claims ceded to
other companies have been reported as a reduction of premium revenue and claims incurred. Commissions paid to
Atlas by reinsurers on business ceded have been accounted for as a reduction of the related policy acquisition costs.
Reinsurance recoverables are recorded for that portion of paid and unpaid claims and claims adjustment expenses that
are ceded to other companies. Prepaid reinsurance premiums are recorded for unearned premiums that have been
ceded to other companies.

Share-based compensation - Atlas has a share-based compensation plan that is described in Note 12, ‘Share-Based
Compensation,’ to the Consolidated Financial Statements. Atlas uses the fair-value method of accounting to determine
and account for equity settled transactions and to determine stock-based compensation for awards granted to
employees and non-employees. For stock-based compensation for awards granted to employees and non-employees
that include a performance provision, the Monte-Carlo simulation model is utilized to determine fair value.
Stock-based compensation prior to 2015 was valued using the Black-Scholes option pricing model. Compensation
expense is recognized over the period that the stock options vest, with a corresponding increase to additional paid in
capital.

For option awards with graded vesting, expense is recognized on a straight line basis over the service period for the
entire award.

Operating segments - Atlas operates in one business segment, the property and casualty insurance business.
Reclassifications - Certain accounts in the prior years’ consolidated financial statement have been reclassified for
comparative purposes to conform to the current year’s presentation.

2. NEW ACCOUNTING STANDARDS

Pertinent Accounting Standard Updates (“ASUs”) are issued from time to time by the FASB and are adopted by the
Company as they become effective. All recently issued accounting pronouncements with effective dates prior to
January 1, 2018 have been adopted by the Company.

Recently Adopted

In February 2018, the FASB issued ASU 2018-02, Income Statement—Reporting Comprehensive Income (Topic 220):
Reclassification of Certain Tax Effects from Accumulated Other Comprehensive Income. This update provides
guidance on the reclassification of stranded tax effects in accumulated other comprehensive income (“AOCI”) resulting
from the Tax Cuts and Jobs Act of 2017 (the “Tax Act”). Companies will have the option to reclassify the effect of the
change in the federal corporate tax rate on gross deferred tax items and related valuation allowances for item in AOCL.
For public entities, this guidance is effective for years beginning after December 15, 2018, including interim periods
within those years. Early adoption is permitted. This update can be applied retrospectively or at the beginning of the
period of adoption. The Company elected to early adopt and will apply the change at the beginning of the period of
adoption within the Consolidated Statements of Financial Position and Consolidated Statements of Shareholders’
Equity. The adoption of this ASU resulted in a increase to AOCI and an decrease in retained earnings of $7,000 for
the year ended December 31, 2017 with no net effect on total shareholders’ equity.

In January 2017, the FASB issued ASU 2017-04, Intangibles—Goodwill and Other (Topic 350): Simplifying the Test
for Goodwill Impairment. The provisions of this update simplify the subsequent measurement of goodwill by
eliminating Step 2 from the quantitative analysis. For public entities, this guidance is effective for years beginning
after December 15, 2019, including interim periods within those years. Early adoption is permitted after January 1,
2017. Atlas has goodwill associated with one of the insurance subsidiaries and is subject to annual goodwill
impairment testing. Atlas early adopted this ASU beginning with the 2017 goodwill impairment testing. The adoption
of this ASU did not have any required prior period adjustments and did not have an impact on the consolidated
financial statements.

In March 2016, the FASB issued ASU 2016-09, Compensation - Stock Compensation (Topic 718). The provisions of
this update simplify certain areas around share-based compensation transactions including income taxes and cash flow
classifications. Each amendment within this update has specific guidance on the method of application, which
includes prospective, retrospective, and modified retrospective applications. For public entities, this guidance is
effective for years beginning after December 15, 2016, including interim periods within those years. Early adoption is
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permitted. The Company adopted this ASU in the first quarter of 2017. Atlas did not have any tax “windfall” net
operating loss carryforwards as of January 1, 2017, therefore no cumulative effect adjustment is needed. All tax
related cash flows are included in the operating section of the Consolidated Statements of Cash Flows with other
income taxes retrospectively. Atlas has made the election to estimate future forfeitures, which is consistent with
current accounting treatment.
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Not Yet Adopted

In May 2017, the FASB issued ASU 2017-09, Compensation—Stock Compensation (Topic 718): Scope of Modification
Accounting. This update provides guidance on when an entity should apply modification accounting when changes
are made to a share-based compensation award. For public entities, this guidance is effective for years beginning after
December 15, 2017, including interim periods within those years. Early adoption is permitted. The Company plans on
adopting the update on the required effective date using the prescribed prospective approach. The adoption of this
ASU is not expected to have a material impact on the consolidated financial statements.

In March 2017, the FASB issued ASU 2017-08, Receivables—Nonrefundable Fees and Other Costs (Subtopic 310-20):
Premium Amortization on Purchased Callable Debt Securities. This update shortens the amortization period for
certain callable fixed income securities held at a premium to the earliest possible call date. For public entities, this
guidance is effective for years beginning after December 15, 2018, including interim periods within those years. Early
adoption is permitted. The Company plans on adopting the update on the required effective date using the prescribed
modified retrospective approach. Atlas has a number of fixed income securities that are callable and held at a
premium. The amount of the difference in amortization from current accounting treatment to the change prescribed in
this ASU will be recorded upon adoption as an adjustment to retained earnings and treated as a change in accounting
principle. Atlas is currently evaluating the potential impact of the ASU on these certain securities, which will change
as securities mature, are sold, or are purchased.

In October 2016, the FASB issued ASU 2016-16, Income Taxes (Topic 740): Intra-Entity Transfers of Assets Other
Than Inventory. The provisions of this update modify the income tax consequences for intra-entity transaction not
involving inventory. For public entities, this guidance is effective for years beginning after December 15, 2017,
including interim periods within those years. Early adoption is permitted. The Company plans on adopting the update
on the required effective date using the prescribed modified retrospective approach. Although Atlas has a number of
fixed income securities that were transferred between companies owned by Atlas, this ASU will not affect the
consolidated financial statements, because the transactions are between two U.S. entities that are part of the same
consolidated group, the transactions were elected to be deferred for U.S. tax purposes until the items leave the group,
which is consistent with the pre-tax GAAP treatment, and the Company already reports as part of its computational
approach, the State tax results (which are zero) under the new ASU. If the sales were between a U.S. company and a
foreign affiliate or between non-consolidated U.S. affiliates this would be applicable. However, the investment sales
did not fall under either of these two fact patterns.

In August 2016, the FASB issued ASU 2016-15, Statement of Cash Flows (Topic 230). The provisions of this update
address the diversity in practice of eight issues on the statement of cash flows. For public entities, this guidance is
effective for years beginning after December 15, 2017, including interim periods within those years. Early adoption is
permitted. The Company plans on adopting the update on the required effective date by retrospectively restating all
required amounts for the periods presented in the consolidated financial statements. Atlas’ current presentation of its
Consolidated Statements of Cash Flows is not expected to change as a result of this ASU. Atlas plans to elect the
cumulative earnings approach for distributions from equity method investees upon adoption, which is consistent with
current practice.

In June 2016, the FASB issued ASU 2016-13, Financial Instruments - Credit Losses (Topic 326). The provisions of
this update require an entity to broaden the information that it considers in developing its allowance for credit losses
for assets. For public entities, this guidance is effective for years beginning after December 15, 2019, including
interim periods within those years. Early adoption is permitted. The Company plans on adopting the update on the
required effective date. Atlas does not currently have any investments with credit losses recorded or other significant
credit allowances, therefore the provisions of this update are not expected to have a material impact on the
consolidated financial statements upon adoption. Atlas will continue to monitor the investment portfolio and other
financial instruments until adoption for any changes.

In February 2016, the FASB issued ASU 2016-02, Leases (Topic 842). The provisions of this update impact the
classification criteria, disclosure requirements, and other specific transactions in lease accounting. The update requires
the use of a modified retrospective approach, which requires leases to be measured at the beginning of the earliest
period presented. For public entities, this guidance is effective for years beginning after December 15, 2018, including
interim periods within those years. Early adoption is permitted. The Company plans on adopting the update on the
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required effective date using the modified retrospective approach to restate beginning with the earliest period
presented. See Note 8, ‘Commitments and Contingencies’ for further discussion of the future lease commitments. The
adoption of this update is expected to increase both assets and liabilities, equally, on the Consolidated Statements of
Financial Position by the present value of the leases at each reporting date. There is no expected impact to any of
Atlas’ current financial covenants as a result of the increase to reported liabilities.
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In January 2016, the FASB issued ASU 2016-01, Financial Instruments - Overall (Subtopic 825-10): Recognition and
Measurement of Financial Assets and Financial Liabilities. One provision of this update requires that equity
investments, except those accounted for under the equity method, be measured at fair value and changes in fair value
recognized in net income. The provisions of this update are recognized as a cumulative-effect adjustment to the
balance sheet as of the beginning of the fiscal year of adoption. For public entities, this guidance is effective for years
beginning after December 15, 2017, including interim periods within those years. Early adoption is not permitted,
except for certain provisions. The Company plans on adopting the update on the required effective date. The adoption
of this ASU will result in the recognition of $377,000 of net after-tax unrealized gains on equity investments as a
cumulative-effect adjustment to increase retained earnings and decrease AOCI.

The FASB issued ASU 2014-09, ASU 2015-14, ASU 2016-10, ASU 2016-12, ASU 2016-20 and ASU 2017-05,
Revenue from Contracts with Customers (Topic 606). This update is a comprehensive revenue recognition standard
that applies to all entities that have contracts with customers, except for those that fall within the scope of other
standards, such as insurance contracts. Updates may be applied retrospectively to each period presented or
retrospectively with the cumulative effect recognized at the date of initial application. The update is now effective for
interim and annual reporting periods beginning after December 15, 2017. The Company plans to adopt the update on
the required effective date. While these updates to Topic 606 are expected to have a significant impact on many
companies, the majority of Atlas’ revenue is derived from transactions that do not fall within the scope of Topic 606,
namely insurance contracts, investment income, and lease income. The adoption of these ASUs will not have a
material impact on the consolidated financial statements. Atlas will continue to monitor and examine transactions that
could potentially fall within the scope of Topic 606.

All other recently issued pronouncements with effective dates after December 31, 2017 are not expected to have a
material impact on the consolidated financial statements.

3. ACQUISITIONS

Acquisition of Anchor Holdings Group, Inc. et. al.

On March 11, 2015, Atlas acquired Anchor Holdings Group, Inc., a privately owned insurance holding company, and
its wholly owned subsidiary, Global Liberty, along with its affiliated entities, Anchor Management, and Plainview
(collectively, “Anchor”), from an unaffiliated third party. Anchor provides specialized commercial insurance products,
including commercial automobile insurance to niche markets such as taxi, black car and sedan service owners and
operators primarily in the New York market. Atlas’ acquisition of Anchor expands our distribution channel for core
commercial automobile lines and provides incremental licensure as well as important infrastructure in the large New
York market. Global Liberty also wrote homeowners insurance in the northeast, which was put into runoff, subject to
applicable regulatory requirements, prior to the transaction.

Under the terms of the stock purchase agreement, the purchase price was based on the combined U.S. GAAP book
value of Anchor as of December 31, 2014. The total purchase price for the combined entities of Anchor was $23.2
million, consisting of a combination of cash and Atlas preferred shares, and was approximately 1.3 times combined
U.S. GAAP book value. Consideration consisted of approximately $19.2 million in cash and $4.0 million of Atlas
preferred shares (consisting of a total of 4,000,000 preferred shares at $1.00 per preferred share), subject to the future
development of Global Liberty’s actual claims reserves for certain lines of business during the five year period after the
acquisition. During the fourth quarter of 2016, Atlas canceled all 4,000,000 of the preferred shares pursuant to the
terms of the Anchor stock purchase agreement due to the adverse development of Global Liberty’s pre-acquisition
claims reserves.

The Anchor acquisition was accounted for using the acquisition method. Atlas began consolidating Anchor on March
11, 2015, therefore their financial results are included in Atlas’ consolidated financial results starting with the three
month period ended March 31, 2015. However, the following unaudited pro forma summary presents Atlas’
consolidated financial information for the year ended December 31, 2015 as if Anchor had been acquired on January
1, 2014. These amounts have been calculated after applying the Company’s accounting policies had the acquisition
been completed on January 1, 2014. These results were prepared for comparative purposes only and do not purport to
be indicative of the results of operations that may have actually resulted had the acquisition occurred on the indicated
dates, nor are they indicative of potential future operating results of the Company.

($ in ‘000s, except per share information)
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Year
Ended
December
31, 2015
Revenue $162,311
Income from operations before income taxes! 23,601
Net income! 15,420
Earnings per common share basic ! $1.26
Earnings per common share diluted ! $1.21

I - Excludes expenses incurred in the connection with the Anchor acquisition
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From the date of acquisition through December 31, 2015, Anchor earned revenue of $27.5 million and net income of
$2.4 million.

The acquisition of Anchor resulted in the recognition of intangible assets and goodwill valued at $4.5 million and $2.7
million, respectively. The Company recorded an adjustment to the purchase price allocation and amortization related
to the identified intangible assets during the fourth quarter of 2015. Atlas recognized amortization expense of
$390,000, $390,000 and $315,000 for the years ended December 31, 2017, 2016 and 2015, respectively, related to
intangible assets acquired in the Anchor transaction. Atlas incurred no transaction expenses related to the Anchor
acquisition for the years ended December 31, 2017 and 2016, and $999,000 in transaction expenses for the year ended
December 31, 2015.

Intangible Assets

The following table presents a summary of definite-lived intangible assets by major asset class as of December 31,
2017 and December 31, 2016:

($ in ‘000s)
Gross Accumulated
As of December 31, 2017 Economic Useful Life Carrying ..
Amortization
Amount
Trade name and trademark 15 years $1,800 $ 337 $1,463
Customer relationship 10 years 2,700 758 1,942
State insurance licenses Indefinite 740 — 740
$5,240 $ 1,095 $4,145
Gross Accumulated
As of December 31,2016 Economic Useful Life Carrying .
Amortization
Amount
Trade name and trademark 15 years $1,800 $ 217 $1,583
Customer relationship 10 years 2,700 488 2,212
State insurance licenses Indefinite 740 — 740
$5240 $ 705 $4,535

Estimated future amortization expense for definite-lived intangible assets is $390,000 for each of the next five years.
Acquisition of Gateway Insurance Company

In 2013 we acquired Camelot Services, Inc. (“Camelot Services”), a privately owned insurance holding company, and
its sole subsidiary Gateway from an unaffiliated third party. Gateway provides specialized commercial insurance
products, including commercial automobile insurance to niche markets such as taxi, black car and sedan service
owners and operators.

During the third quarter of 2016, the Company and the former owner of Camelot Services agreed to settle the
additional consideration related to future claim development and the utilization of certain tax assets. Atlas redeemed
all 2,538,560 of the remaining preferred shares issued as additional consideration and paid all accrued dividends.
The acquisition of Gateway resulted in the recognition of intangible assets, comprised entirely of state insurance
licenses valued at $740,000. The state insurance licenses are considered to have an indefinite life and will not be
amortized, but will be evaluated for impairment at least annually. Thus, Atlas recognized no amortization expense
during the years ended December 31, 2017, 2016, and 2015 related to intangible assets acquired in the Gateway
transaction.
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4. EARNINGS PER SHARE

Earnings per ordinary voting common share, restricted voting common share, and participative restricted stock unit
(“RSU”) (collectively, the “common shares”) for the years ended December 31, 2017, December 31, 2016, and
December 31, 2015 are as follows ($ in ‘000s, except share and per share amounts):

Year Ended December 31,

Basic:

(Loss) income from operations before income taxes
Income tax (benefit) expense

Net (loss) income

Less: Preferred share dividends

Net (loss) income attributable to common shareholders
Basic weighted average common shares outstanding
(Loss) earnings per common share basic

Diluted:

Basic weighted average common shares outstanding
Dilutive potential ordinary shares:

Dilutive stock options outstanding

Dilutive shares upon preferred share conversion
Diluted weighted average common shares outstanding
(Loss) earnings per common share diluted

2017 2016 2015
$(44,153 )$ 512 $ 22,046
(5,343 )(2,134 ) 7,616
$(38,810 )$ 2,646  $ 14,430
— 281 276
$(38,810 )$ 2,365 $ 14,154

12,064,88012,045,51911,975,579
$(3.22 )$0.20 $1.18

12,064,88012,045,51911,975,579

— 177,364 186,656
— — 573,444
12,064,88012,222,883 12,735,679
$(3.22 )$0.19 $1.13

Earnings per common share diluted is computed by dividing net income by the weighted average number of common
shares outstanding for each period plus the incremental number of shares added as a result of converting dilutive
potential ordinary voting common shares, calculated using the treasury stock method (or, in the case of the convertible

preferred shares, using the “if-converted”” method).

Atlas’ dilutive potential ordinary voting common shares consist of outstanding stock options to purchase ordinary
voting common shares and, for the 2016 and 2015 computation, preferred shares potentially convertible to ordinary
voting common shares at the option of the holder at any date after December 31, 2018 (2,538,560 preferred shares at
the rate of 0.1270 ordinary voting common shares for each preferred share related to the Gateway acquisition, all of
which were redeemed during the third quarter of 2016, are considered to have been redeemed on the last day of the
third quarter of 2016) and after March 11, 2020 (4,000,000 preferred shares at the rate of 0.0500 ordinary voting
common shares for each preferred share related to the Anchor acquisition, all of which were canceled as of December
31, 2016). Refer to Note 14, ‘Share Capital and Mezzanine Equity,” to the Consolidated Financial Statements for further
discussion regarding the redemption and cancellation of the preferred shares.

The effects of these convertible instruments are excluded from the computation of earnings per common share diluted
in periods in which the effect would be anti-dilutive. Convertible preferred shares are anti-dilutive when the amount of
dividends declared or accumulated in the current period per common share obtainable upon conversion exceeds
earnings per common share basic. For the year ended December 31, 2017, all exercisable stock options were deemed
to be anti-dilutive. For the year ended December 31, 2016, all exercisable stock options were deemed to be dilutive
and all of the convertible preferred shares were deemed to be anti-dilutive. The potentially dilutive impact for the
convertible preferred stock excluded from the calculation due to anti-dilution is 441,357 common shares for the year
ended December 31, 2016. For the year ended December 31, 2015, all of the convertible preferred shares and all

exercisable stock options were deemed to be dilutive.
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5. INVESTMENTS
The cost or amortized cost, gross unrealized gains and losses and fair value for Atlas’ investments in fixed income
securities and equities are as follows as of ($ in ‘000s):

Cost or Gross Gross Fair
December 31, 2017 Amortized Unrealized Unrealized
. Value
Cost Gains Losses
Fixed Income Securities:
U.S. Treasury apd qther U.S. $21488 $ — $(302  )$21.186
government obligations
States, municipalities and 13265 78 100 ) 13243
political subdivisions
Corporate
Banking/financial services 21,246 189 (53 ) 21,382
Consumer goods 9,674 70 (65 ) 9,679
Capital goods 7,822 181 (11 ) 7,992
Energy 7,460 81 (26 )7,515
Telecommunications/utilities 11,179 109 (73 ) 11,215
Health care 1,112 1 (54 ) 1,059
Total Corporate 58,493 631 (282 ) 58,842
Mortgage Backed
Mortgage backed - agency 30,920 57 (364 ) 30,613
Mortgage backed - commercial 22,689 153 (255 ) 22,587
Total Mortgage Backed 53,609 210 (619 ) 53,200
Other asset backed 11,556 8 (51 )11,513
Total Fixed Income Securities  $ 158,411 $ 927 $(1,354 )$157,984
Equities 7,969 503 (26 ) 8,446
Totals $166,380 $ 1,430 $(1,380 )$166,430
Cost or Gross Gross Fair
December 31, 2016 Amortized Unrealized Unrealized
. Value
Cost Gains Losses
Fixed Income Securities:
U.S. Treasury and other U.S. - ¢, 716 ¢ 5 $(257 )$22.474
government obligations
States, municipalities and 10,647 25 202 )10,470
political subdivisions
Corporate
Banking/financial services 22,890 105 (143 ) 22,852
Consumer goods 8,637 45 (89 ) 8,593
Capital goods 7,807 109 43 )7,873
Energy 3,689 88 42 ) 3,735
Telecommunications/utilities 7,746 22 (151 ) 7,617
Health care 1,376 3 22 ) 1,357
Total Corporate 52,145 372 (490 ) 52,027
Mortgage Backed
Mortgage backed - agency 34,332 98 (416 ) 34,014
Mortgage backed - commercial 21,277 132 (251 ) 21,158
Total Mortgage Backed 55,609 230 (667 ) 55,172
Other asset backed 16,334 39 29 ) 16,344
Total Fixed Income Securities $ 157,451 $ 681 $(1,645 )$156,487
Equities 5,598 625 — 6,223
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Totals $163,049 $ 1,306 $(1,645 )$162,710
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The following table summarizes the amortized cost and fair value of fixed income securities by contractual maturity ($
in ‘000s). As certain securities and debentures have the right to call or prepay obligations, the actual settlement dates
may differ from contractual maturity.

As of December 31, 2017
Amortizedair
Cost Value

Due in less than one year $11,149 $11,141

Due in one through five years 33,941 33,857
Due after five through ten years 41,542 41,538

Due after ten years 6,614 6,735
Total contractual maturity 93,246 93,271
Total mortgage and asset backed 65,165 64,713
Total $158,411%$157,984

Management performs a quarterly analysis of Atlas’ investment holdings to determine if declines in fair value are other
than temporary. The analysis includes some or all of the following procedures as deemed appropriate by management:
identifying all security holdings in unrealized loss positions that have existed for at least six months or other
circumstances that management believes may impact the recoverability of the security;

obtaining a valuation analysis from third party investment managers regarding these holdings based on their
knowledge, experience and other market based valuation techniques;

reviewing the trading range of certain securities over the preceding calendar period;

assessing whether declines in market value are other than temporary for debt security holdings based on credit ratings
from third party security rating agencies; and

determining the necessary provision for declines in market value that are considered other than temporary based on
the analyses performed.

The risks and uncertainties inherent in the assessment methodology utilized to determine declines in market value that
are other than temporary include, but may not be limited to, the following:

the opinion of professional investment managers could prove to be incorrect;

the past trading patterns of individual securities may not reflect future valuation trends;

the credit ratings assigned by independent credit rating agencies may prove to be incorrect due to unforeseen or
unknown facts related to a company’s financial situation; and

the debt service pattern of non-investment grade securities may not reflect future debt service capabilities and may not
reflect a company’s unknown underlying financial problems.

There were no other-than-temporary impairments recorded for the years ended December 31, 2017, 2016, and 2015 as
a result of the above analysis performed by management.
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The aging of unrealized losses on the Company’s investments in fixed income securities and equities is presented as

follows ($ in ‘000s):

As of December 31, 2017

Fixed Income Securities:

U.S. Treasury and other U.S. government obligations
States, municipalities and political subdivisions

Corporate
Banking/financial services
Consumer goods
Capital goods
Energy
Telecommunications/utilities
Health care
Total Corporate
Mortgage Backed
Mortgage backed - agency
Mortgage backed - commercial
Total Mortgage Backed
Other asset backed
Total Fixed Income Securities
Equities
Totals

As of December 31, 2016

Fixed Income Securities:

U.S. Treasury and other U.S. government obligations
States, municipalities and political subdivisions

Corporate
Banking/financial services
Consumer goods
Capital goods
Energy
Telecommunications/utilities
Health care
Total Corporate
Mortgage Backed
Mortgage backed - agency
Mortgage backed - commercial
Total Mortgage Backed
Other asset backed

Total Fixed Income Securities

89

Less Than 12

Months
Fair

Value Losses

$11,179% (110 )

5,355

6,021
5,835
2,611
3,368
4,488
607
22,930

13,203
10,360
23,563
9,817

$72,844% (518

1,007

$73,851% (544
Less Than 12

Months
Fair

Value Losses

$16,187% (257

7,604

12,429
5,453
3,224
229
2,620
476
24,431

21,818
10,235
32,053
977
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(26
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(136
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(143
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(577
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More Than 12

Months
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Value

) 2,818

) 1,931
) 710
) 101
) —

) 938
) 322
) 4,002

9,786
6,553
16,339

Total

Unrealized Fair

Losses

(64

(27
(18
¢!
(50
(47
(143

(228
(202
(430
@

$34,253% (836

)
)
)
) 1,087
)
)
)

$34,253% (836
More Than 12

Months

Unrealized Fair

Value

) $—
)y —

) 132
) 222
) 100
) 959
) 962
) —

) 2,375

) 2,092
) 2,053
) 4,145
) 4,118

$10,007$ (192 )

)

~— N O N

)

Value

$21,186
8,173

7,952
6,545
2,712
3,368
5,426
929
26,932

22,989
16,913
39,902
10,904

$107,097$ (1,354

1,007

$108,104$ (1,380

Total

Unrealized Fair
Value Losses

Losses
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(6
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(41
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(46
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$16,187
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12,561
5,675
3,324
1,188
3,582
476
26,806

23,910
12,288
36,198
5,095

$91,8908% (1,645
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(65
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(26
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(54
(282

(364
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As of December 31, 2017, we held 346 and 2 individual fixed income and equity securities, respectively, that were in
an unrealized loss position, of which 103 individual fixed income securities were in a continuous loss position for
longer than 12 months. As of December 31, 2016, we held 316 individual fixed income securities that were in an
unrealized loss position, of which 39 individual fixed income securities were in a continuous loss position for longer
than 12 months. We did not recognize the unrealized losses in earnings on these fixed income securities for the years
ended December 31, 2017 and 2016, because we neither intend to sell the securities nor do we believe that it is more
likely than not that we will be required to sell these securities before recovery of their amortized costs.

The following table summarizes the components of net investment income for the years ended December 31, 2017,
2016, and 2015 ($ in ‘000s):

Year Ended December 31, 2017 2016 2015
Total investment income
Interest income $3,834 $3,747 $3,371
Dividends — — 43
Income from other investments 1,911 1,942 1,344
Investment expenses (848 )(865 )(782 )
Net investment income $4,897 $4.,824 $3,976

The following table presents the aggregate proceeds, gross realized investment gains and gross realized investment
losses from sales and calls of fixed income securities and equities for the years ended December 31, 2017, 2016, and
2015 ($ in ‘000s):

Year Ended December 31, 2017 2016 2015

Fixed income securities!:

Proceeds from sales and calls ~ $24,274 $59,161 $32,089

Gross realized investment gains 300 1,296 686
Gross realized investment losses (55 )(131 )(199 )
Equities:

Proceeds from sales 6,161 662 1,402
Gross realized investment gains 635 65 69

Gross realized investment losses (2 )— (81 )
Total:

Proceeds from sales and calls  $30,435 $59,823 $33,491
Gross realized investment gains 935 1,361 755

Gross realized investment losses (57 )(131 )(280 )

- The proceeds from sales and calls, gross realized investment gains and gross realized investment losses on fixed
income securities for the years ended December 31, 2016 and 2015 were restated to include both voluntary and
involuntary calls.

The following table summarizes the components of net realized gains (losses) for the years ended December 31, 2017,
2016, and 2015 ($ in ‘000s):

Year Ended December 31, 2017 2016 2015

Fixed income securities  $245 $1,165$487

Equities 633 65 12 )
Other 6 )— (20 )
Net realized gains $872 $1,230$455

Other Investments:

Atlas’ other investments are comprised of collateral loans and various limited partnerships that invest in
income-producing real estate, equities, or insurance linked securities. Atlas accounts for these limited partnership
investments using the equity method of accounting. As of December 31, 2017, the carrying values of these other
investments were approximately $31.4 million versus approximately $32.2 million as of December 31, 2016. The
carrying values of the equity method limited partnerships were $25.3 million and $24.9 million as of December 31,
2017 and December 31, 2016, respectively. The carrying value of these investments is Atlas’ share of the net book
value for each limited partnership. The carrying value of the collateral loans was $6.2 million and $7.2 million as of
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Net realized investment gains were $6,000 for the year ended December 31, 2017 and resulted from the sale of one
equity method investment. There were no net realized investment gains or losses for the years ended December 31,
2016 and 2015.

The following table summarizes investments in equity method investments by investment type as of December 31,
2017 and December 31, 2016 ($ in ‘000s):

Commiments Camying Vlue
As of December 31, 2017 2017 2016
Real estate! $ 2,842 $10,660$10,797
Insurance linked securities — 9,073 9,178
Activist hedge funds — 4,367 4,336
Venture capital! 4,150 853 623
Other joint venture — 325 —

Total Equity Method Investments $ 6,992 $25,278$24,934

I - We recategorized the carrying value of one limited partnership that was valued at $283,000 as of December 31,
2016 from ‘Venture capital’ to ‘Real estate’ based on its operations.

The Company recognizes an impairment loss for equity method limited partnerships when evidence demonstrates that
the loss is other-than-temporary. To determine if an other-than-temporary impairment has occurred, the Company
evaluates whether or not the investee could sustain a level of earnings that would justify the carrying amount of the
investment. Collateral loans are considered impaired when it is probable that the Company will not collect the
contractual principal and interest. Valuation allowances are established for impaired loans equal to the fair value of the
collateral less costs to sell or the present value of the loan’s expected future repayment cash flows discounted at the
loan’s original effective interest rate. Valuation allowances are adjusted for subsequent changes in the fair value of the
collateral less costs to sell or the present value of the loan’s expected future repayment cash flows. As of December 31,
2017 and as of December 31, 2016, the Company had no valuation allowances established for impaired loans.
Collateral pledged:

As of December 31, 2017 and 2016, bonds, cash and cash equivalents with a fair value of $15.0 million and $15.1
million, respectively, were on deposit with state and provincial regulatory authorities. Also, from time to time, the
Company pledges securities to and deposits cash with third parties to collateralize liabilities incurred under its policies
of reinsurance assumed and other commitments made by the Company. As of December 31, 2017 and 2016, the
amounts of such pledged securities were $12.2 million and $5.6 million, respectively. Collateral pledging transactions
are conducted under terms that are common and customary to standard collateral pledging and are subject to the
Company’s standard risk management controls. These assets and investment income related thereto remain the
property of the Company while pledged. Neither the state and/or provincial regulatory authorities nor any other third
party has the right to re-pledge or sell said securities held on deposit.

6. FAIR VALUE OF FINANCIAL INSTRUMENTS

U.S. GAAP requires certain assets and liabilities to be reported at fair value in the financial statements and provides a
framework for establishing that fair value. Level 1 inputs are given the highest priority in the hierarchy while Level 3
inputs are given the lowest priority. Assets and liabilities carried at fair value are classified in one of the following
three categories based on the nature of the inputs to the valuation technique used:

Level 1 - Observable inputs that reflect unadjusted quoted prices for identical assets or liabilities in active markets as
of the reporting date. Active markets are those in which transactions for the asset or liability occur in sufficient
frequency and volume to provide pricing information on an ongoing basis.

Level 2 - Observable market-based inputs or unobservable inputs that are corroborated by market data.

Level 3 - Unobservable inputs that are not corroborated by market data. These inputs reflect management’s best
estimate of fair value using its own assumptions about the assumptions a market participant would use in pricing the
asset or liability.

Assets and liabilities are classified in their entirety based on the lowest level of input that is significant to the fair
value measurement. Atlas’ assessment of the significance of a particular input to the fair value measurement requires
judgment, and may affect the placement of the asset or liability within the fair value hierarchy levels.
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The following is a summary of significant valuation techniques for assets measured at fair value on a recurring basis:
Level 1

Equities: Comprised of publicly-traded common stocks. Valuation is based on unadjusted quoted prices for identical
assets in active markets that Atlas can access.

Fixed Income: Comprised of certain U.S. Treasury fixed income securities. Valuation is based on unadjusted quoted
prices for identical assets in active markets that Atlas can access.

Level 2

States, Municipalities and Political Subdivisions: Comprised of U.S. States, Territories and Possessions, U.S. Political
Subdivisions of States, Territories and Possessions, U.S. Special Revenue and Special Assessment Obligations. The
primary inputs to the valuation include quoted prices for identical assets in inactive markets or similar assets in active
or inactive markets, contractual cash flows, benchmark yields and credit spreads.

Corporate Bonds: Comprised of investment-grade fixed income securities. The primary inputs to the valuation
include quoted prices for identical assets in inactive markets or similar assets in active or inactive markets, contractual
cash flows, benchmark yields and credit spreads.

Mortgage-backed and Other asset-backed: Comprised of securities that are collateralized by mortgage obligations and
other assets. The primary inputs to the valuation include quoted prices for identical assets in inactive markets or
similar assets in active or inactive markets, contractual cash flows, benchmark yields, collateral performance and
credit spreads.

The following table summarizes Atlas’ investments at fair value as of December 31, 2017 and December 31, 2016 ($ in
‘000s):

December 31, 2017 Level 1 Level 2 gevelTotal
Fixed Income Securities:
U.S. Treasury and other U.S. government obligations $21,186$— $ -$21,186
States, municipalities and political subdivisions — 13,243 — 13,243
Corporate
Banking/financial services — 21,382 — 21,382
Consumer goods — 9,679 — 9,679
Capital goods — 7,992 — 7,992
Energy — 7,515 — 7,515
Telecommunications/utilities — 11,215 — 11,215
Health care — 1,059 — 1,059
Total Corporate — 58,842 — 58,842
Mortgage Backed
Mortgage backed - agency — 30,613 — 30,613
Mortgage backed - commercial — 22,587 — 22,587
Total Mortgage Backed — 53,200 — 53,200
Other asset backed — 11,513 — 11,513
Total Fixed Income Securities $21,186$136,798% -$157,984
Equities 8,446 — — 8,446
Totals $29,632$136,798%  $166,430
92
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December 31, 2016 Level 1 Level 2 gevelTotal
Fixed Income Securities:
U.S. Treasury and other U.S. government obligations $22,474$— $ -$22474
States, municipalities and political subdivisions — 10470 — 10,470
Corporate
Banking/financial services — 22,852 — 22,852
Consumer goods — 8,593 — 8,593
Capital goods — 7,873 — 7,873
Energy — 3,735 — 3,735
Telecommunications/utilities — 7,617 — 7,617
Health care — 1,357 — 1,357
Total Corporate — 52,027 — 52,027
Mortgage Backed
Mortgage backed - agency — 34,014 — 34,014
Mortgage backed - commercial — 21,158 — 21,158
Total Mortgage Backed — 55,172 — 55,172
Other asset backed — 16,344 — 16,344
Total Fixed Income Securities $22.474$134,013% -$156,487
Equities 6,223 — — 6,223
Totals $28,697$134,013% $162,710

Atlas primarily uses the services of external securities pricing vendors to obtain these values. Atlas then reviews these
valuations to ensure that the values are accurately recorded and that the data inputs and valuation techniques utilized
are appropriate, consistently applied, and that the assumptions are reasonable and consistent with the objective of
determining fair value.

Though Atlas believes the valuation methods used in determining fair value are appropriate, different methodologies
or assumptions could result in a different fair value as of December 31, 2017. Management does not believe that
reasonable changes to the inputs to its valuation methodology would result in a significantly higher or lower fair value
measurement.

The Company had no fair value investments classified as Level 3 as of December 31, 2017 and December 31, 2016.
There were no transfers in or out of Level 2 or Level 3 during the years ended December 31, 2017 and 2016.

7. INCOME TAXES

On December 22, 2017, the Tax Act was signed into law. Among other things, beginning with the 2018 tax year, the
Tax Act reduced the Company’s corporate federal tax rate from a marginal rate of 35% to a flat 21%, eliminated the
corporate Alternative Minimum Tax (“AMT”), changed reserving and other aspects of the computation of taxable
income for insurance companies, and modified the net operating loss carryback and carryforward provisions for all
entities in the group except for those subject to tax as property and casualty companies. The modified net operating
loss provisions no longer allow a carryback to prior years to recover past taxes, but now allow an indefinite
carryforward period subject to a yearly utilization limit. As discussed above, any net operating losses with respect to
the insurance entities taxed as property and casualty companies retain the current net operating loss carryback and
carryover provisions, which are two years carryback and 20 years carryforward. As of December 31, 2016, the
Company measured its deferred tax items at the enacted rate in effect of 35%. Due to the Tax Act’s enactment, the
Company’s deferred tax assets and liabilities as of December 31, 2017 have been re-measured at the new enacted tax
rate of 21%. For the year ended December 31, 2017, the Company recognized income tax expense of $10.5 million
related to reduction in the net deferred tax asset a result of this re-measurement.
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Atlas’ effective tax rate was 12.1%, (416.8)%, and 34.5% for the years ended December 31, 2017, 2016, and 2015,
respectively. The table below reconciles the U.S. statutory marginal income tax rate to the effective tax rate ($ in

‘000s):
Year Ended December 31, 2017 2016 2015

Amount % Amount % Amount %
Provision for taxes at U.S. statutory marginal income tax
rate $(15,453) 35.0 % $179 350 % $7,716 35.0 %
Nondeductible expenses 51 (0.1 Y% 24 4.7 % 124 06 %
Tax-exempt income (23 ) 0.1 % (39 ) (7.6 Yo (89 ) (0.4)%
State tax (net of federal benefit) 2 ) — % 28 5.5 % 118 05 %
Stock compensation (445 )1.0 % — — % — — %
Nondeductible acquisition accounting adjustment — — % (2,204 ) (430.5)% 329 1.5 %
Change in statutory tax rate 10,542 23.9)% — — % (471 ) (2.1)%
Other (13 ) — % (122 ) (239 Y% (111 ) (0.6)%
Provision for income taxes for continuing operations $(5,343 ) 12.1 % $(2,134) (416.8)% $7,616 345 %
Income tax (benefit) expense consists of the following for the years ended December 31, 2017, 2016, and 2015 ($ in
‘000s):

Year Ended December 31, 2017 2016 2015

Current tax (benefit) expense $(6,719)$(2,586)$7,790

Deferred tax expense (benefit) 1,376 452 (174 )

Total $(5,343)$(2,134)$7,616

Upon the transaction forming Atlas on December 31, 2010, a yearly limitation as required by U.S. Internal Revenue
Code of 1986 (as amended, “IRC”) Section 382 that applies to changes in ownership on the future utilization of Atlas’
net operating loss carryforwards was calculated. The Insurance Subsidiaries’ prior parent retained those tax assets
previously attributed to the Insurance Subsidiaries, which could not be utilized by Atlas as a result of this limitation.
As aresult, Atlas’ ability to recognize future tax benefits associated with a portion of its deferred tax assets generated
during prior years has been permanently limited to the amount determined under IRC Section 382. The result is a
maximum expected net deferred tax asset that Atlas has available after the merger, which is believed
more-likely-than-not to be utilized in the future, after consideration of valuation allowance.

On July 22, 2013, due to shareholder activity, a “triggering event” as determined under IRC Section 382 occurred. As a
result, under IRC Section 382, the use of the Company’s net operating loss and other carryforwards generated prior to
the “triggering event” will be limited as a result of this “ownership change” for tax purposes, which is defined as a
cumulative change of more than 50% during any three-year period by shareholders owning 5% or greater portions of
the Company’s shares. Due to this triggering event, the Company estimates that it will retain total tax effected federal
net operating loss carryforwards of approximately $13.3 million as of December 31, 2017.
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The components of net deferred income tax assets and liabilities as of December 31, 2017 and December 31, 2016 are
as follows ($ in ‘000s):
December 31,December 31,

2017 2016
Gross deferred tax assets:
Losses carried forward $ 13,313 $ 14,535
Claims liabilities and unearned premium reserves 6,171 8,546
Tax credits 1,172 662
Commissions 623 1,269
Stock compensation 602 1,157
Other 1,094 1,027
Total gross deferred tax assets 22,975 27,196
Gross deferred tax liabilities:
Deferred policy acquisition costs 3,107 4,628
Investments 213 475
Fixed assets 847 559
Intangible assets 715 1,328
Other 1,108 1,708
Total gross deferred tax liabilities 5,990 8,698
Net deferred tax assets $ 16,985 $ 18,498
Amounts and expiration dates of the operating loss carryforwards as of December 31, 2017 are as follows ($ in ‘000s):
Year of Occurrence Yea.r Of. Amount

Expiration

2001 2021 $ 5,007
2002 2022 4,317
2006 2026 7,825
2007 2027 5,131
2008 2028 1,949
2009 2029 1,949
2010 2030 1,949
2011 2031 4,166
2012 2032 9,236
2015 2035 1
2017 2037 21,864
Total $ 63,394

NOLs and other carryforwards generated in 2015 and 2017 are not limited by IRC Section 382.

Atlas has not established a valuation allowance for its gross future deferred tax assets as of December 31, 2017 or as
of December 31, 2016. Based on Atlas’ expectations of future taxable income, its ability to change its investment
strategy, as well as reversing gross future tax liabilities, management believes it is more likely than not that Atlas will
fully realize the net future tax assets. However, there can be no guarantee that a valuation allowance will not be
required in the future.

Atlas accounts for uncertain tax positions in accordance with the income taxes accounting guidance. Atlas has
analyzed filing positions in the federal and state jurisdictions where it is required to file tax returns, as well as the open
tax years in these jurisdictions. Atlas believes that its federal and state income tax filing positions and deductions will
be sustained on audit and does not anticipate any adjustments that will result in a material change to its financial
position. Therefore, no reserves for uncertain federal and state income tax positions have been recorded. Atlas would
recognize interest and penalties related to unrecognized tax benefits as a component of the provision for federal
income taxes. Atlas did not incur any federal income tax related interest income, interest expense or penalties for the
years ended December 31, 2017, 2016, and 2015. The Internal Revenue Service (“IRS”) completed its audit of tax year
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2012 during the three month period ended March 31, 2016. No changes to tax year 2012 were made to our reported
tax. Tax years 2014 and years thereafter are subject to examination by the IRS.

95

149



Edgar Filing: Atlas Financial Holdings, Inc. - Form 10-K

8. COMMITMENTS AND CONTINGENCIES
On May 22, 2012, Atlas closed the sale and leaseback of the former headquarters building to 150 Northwest Point,
LLC, a Delaware limited liability company. Atlas recognized a gain on the sale of this property of $213,000, which
was deferred and recognized over the initial five year lease term, which ended in May 2017. The deferred gain was
completely recognized at the end of the second quarter. Atlas recognized $17,000 as an offset to rent expense for the
year ended December 31, 2017 and $43,000 for each of the years ended December 31, 2016 and 2015. Total rental
expense recognized on the former headquarters building was $740,000, $743,000 and $704,000 for the years ended
December 31, 2017, 2016, and 2015, respectively.
As of December 31, 2017, Atlas has the following future minimum rentals, related principally to office space, required
under operating leases having initial or remaining noncancelable lease terms in excess of one year ($ in ‘000s):
Year 2018 2019 2020 20212022 2023 & Total

Beyond
Amount$1,053$1,066$1,056$937$157$ -$4,269
The Company has entered into various contracts to renovate and furnish the building that was purchased in 2016 to
serve as the Company’s new headquarters, which the Company moved into on October 27, 2017. As of December 31,
2017, the remaining contractual obligations related to the renovation and furnishing of Atlas’ new headquarters
building are $1.2 million.
The Company has entered into subscription agreements to allow for participation by the Company in limited liability
investments, which invest in income-producing real estate, equities and insurance linked securities. As of
December 31, 2017, the unfunded commitments are $7.0 million.
In the ordinary course of its business, Atlas is involved in legal proceedings, including lawsuits, regulatory
examinations and inquiries.
Atlas is exposed to credit risk on balances receivable from policyholders, agents and reinsurers. Credit exposure to
any one individual policyholder is not material. The Company’s policies, however, are distributed by agents who may
manage cash collection on its behalf pursuant to the terms of their agency agreement. Atlas has procedures to monitor
and minimize its exposure to delinquent agent balances, including, but not limited to, reviewing account current
statements, processing policy cancellations for non-payment and other collection efforts deemed appropriate. Atlas
also has procedures to evaluate the financial condition of its reinsurers and monitors concentrations of credit risk
arising from similar geographic regions, activities, or economic characteristics of the reinsurers to minimize its
exposure to significant losses from reinsurers’ insolvency.
Virtually all states require insurers licensed to do business therein to bear a portion of contingent and incurred claims
handling expenses and the unfunded amount of “covered” claims and unearned premium obligations of impaired or
insolvent insurance companies, either up to the policy’s limit, the applicable guaranty fund covered claims obligation
cap, or 100% of statutorily defined workers’ compensation benefits, subject to applicable deductibles. These
obligations are funded by assessments, made on a retrospective, prospective or pre-funded basis, which are levied by
guaranty associations within the state, up to prescribed limits (typically 2% of “net direct written premium”), on all
member insurers in the state on the basis of the proportionate share of the premiums written by member insurers in
certain covered lines of business in which the impaired, insolvent or failed insurer was engaged.
In addition, as a condition to the ability to conduct business in certain states (and within the jurisdiction of some local
governments), insurance companies are subject to or required to participate in various premium or claims based
insurance-related assessments, including non-voluntary assigned risk pools, underwriting associations, workers’
compensation second-injury funds, reinsurance funds and other state insurance facilities. Atlas’ proportionate share of
these various premium or claims based insurance-related assessments, including non-voluntary assigned risk pools,
underwriting associations, workers’ compensation second-injury funds, reinsurance funds and other state insurance
facilities is not expected to be material.
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9. PROPERTY AND EQUIPMENT
Atlas held the following property and equipment, including internal use software, as of December 31, 2017 and
December 31, 2016 (excluding assets held for sale) ($ in ‘000s):

As of December 31, 2017 2016
Buildings $7,425 $7.425
Land 1,840 1,840
Building improvements 7,900 139
Leasehold improvements 140 527
Internal use software 9,567 8,078
Computer equipment 1,465 2,464
Furniture and other office equipment 2,582 586
Total $30,919 $21,059
Accumulated depreciation (6,480 ) (9,289 )

Total property and equipment, net ~ $24,439 $11,770

Depreciation expense and amortization was $1.4 million, $1.0 million, and $966,000 for the years ended December
31,2017, 2016, and 2015, respectively.

During the year ended December 31, 2016, Atlas purchased a building and land for $9.3 million to serve as its new
corporate headquarters to replace its former leased office space. Atlas’ Chicago area staff moved into this space in late
October 2017 and occupies approximately 70,000 square feet on the second and third floors of the building. An
unrelated tenant occupies the remaining office space on the first floor of the building. Rental income related to this
lease agreement for the years ended December 31, 2017 and 2016, was $415,000 and $69,000, respectively.
Depreciation expense related to the building and its improvements was $171,000 for the year ended December 31,
2017. There was no depreciation expense related to the building and its improvements recorded for the year ended
December 31, 2016.

Net realized losses on the disposal and sales of equipment were $12,000 for the year ended December 31, 2017. There
were no realized gains or losses on the disposal of property or equipment for the year ended December 31, 2016. For
the year ended December 31, 2015, the Company sold property in Alabama and recognized a loss of $20,000.

10. REINSURANCE CEDED

As is customary in the insurance industry, Atlas reinsures portions of certain insurance policies it writes, thereby
providing a greater diversification of risk and minimizing exposure on larger risks. Atlas remains contingently at risk
with respect to any reinsurance ceded and would incur an additional loss if an assuming company were unable to meet
its obligation under the reinsurance treaty.

Atlas monitors the financial condition of its reinsurers to minimize its exposure to significant losses from reinsurer
insolvencies. Letters of credit are maintained for any unauthorized reinsurer to cover ceded unearned premium
reserves, ceded claims and claims adjustment expense reserve balances and ceded paid claims. These policies mitigate
the risk of credit quality or dispute from becoming a danger to financial strength. To date, the Company has not
experienced any material difficulties in collecting reinsurance recoverables.
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Premiums written, premiums earned and amounts related to reinsurance as of and for the years ended December 31,
2017, 2016, and 2015 are as follows ($ in ‘000s):

2017 2016 2015
leect premiums ¢ 261,276 $ 221,723 $ 208,570
written
As§umed premiums |, o 3,372 716
written
Ceded premiums (44,825 (45,028 (39,609 )
written
Ne.t premiums $ 231,136 $ 180,067 $ 169,677
written
Direct premiums $ 251293 $ 217,053 $ 182,376
earned
Assumed premiums 9.796 3,074 634
earned
Ceded premiums (45318 (49,069 (30,946 )
earned
Net premiums $ 215,771 $ 171,058 $ 152,064
earned
Ceded claims and
claims adjustment 46,643 32,496 19,113
expenses
Ceding 11,304 12,065 7,798
commissions
Reinsurance
recoverables on
unpaid claims and 53,402 35,370 29,399
claims adjustment
expenses
Prepqld reinsurance | 2.878 13.372 17,412
premiums
Reinsurance
recoverables on
paid claims and 7,982 7,786 3,277

claims adjustment
expenses

11. CLAIMS LIABILITIES

Unpaid claims and claims adjustment expenses

The changes in the provision for unpaid claims and claims adjustment expenses, net of amounts recoverable from
reinsurers, for the years ended December 31, 2017, 2016, and 2015 were as follows ($ in ‘000s):

As of the year

ended December 2017 2016 2015

31,

Unpaid claims $ 139,004 127,011 $ 102,430

and claims
adjustment
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expenses,
beginning of
period

Less: reinsurance
recoverable

Net unpaid
claims and
claims
adjustment 103,634 97,612 84,009
expenses,

beginning of

period

35,370 29,399 18,421

Net r'eserves L - 19,396
acquired
Change in
retroactive
reinsurance
ceded

1,361 107 2,037

Incurred related

to:

Current year 128,476 102,133 89,828

Prior years 75,397 32,613 166
203,873 134,746 89,994

Paid related to:

Current year 50,626 39,652 32,402

Prior years 99,996 89,179 65,422
150,622 128,831 97,824

Net unpaid

claims and

claims 158,246 103,634 97,612

adjustment

expenses, end of

period

Add: reinsurance 55 ) 35,370 29,399

recoverable

Unpaid claims

and claims

adjustment $ 211,648 $ 139,004 $ 127,011

expenses, end of

period

The process of establishing the estimated provision for unpaid claims and claims adjustment expenses is complex and
imprecise, as it relies on the judgment and opinions of a large number of individuals, on historical precedent and
trends, on prevailing legal, economic, social and regulatory trends and on expectations as to future developments. The
process of determining the provision necessarily involves risks that the actual results may deviate, perhaps
substantially, from the best estimates made.
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Atlas experienced $75.4 million in unfavorable prior accident year development for the year ended December 31,
2017 as reflected as incurred related to prior years in the table above. The unfavorable development is primarily from
our core commercial automobile liability line. Atlas previously identified that claim expenses in Michigan were
significantly outpacing other states and took a significant charge. Although exposure in Michigan was reduced to
approximately 1.4% of the Company’s insured vehicles inforce by year end 2017, payments for claims in this state
continued to be disproportionate to historic premiums earned. In addition, the remaining liability for non-New York
Global Liberty business written prior to 2016 is expected to settle for greater amounts than previously expected.
Overall, the actuarially determined liability for remaining claims related to accident year 2015 and prior in general,
across all jurisdictions, was indicated to be higher than carried reserves.

Atlas experienced $32.6 million in unfavorable prior accident year development for the year ended December 31,
2016 as reflected as incurred related to prior years in the table above. The unfavorable development is primarily from
our core commercial automobile liability line. Excluding pre-acquisition Global Liberty reserve development, the
development of our core lines on prior accident years was $23.2 million for the year ended December 31, 2016.
Michigan commercial automobile claims accounted for approximately 62.5% of this development. Pre-acquisition
Global Liberty claims reserve development was $7.9 million for the year ended December 31, 2016. The remaining
unfavorable prior year development of $1.5 million for the year ended December 31, 2016 is attributable to assigned
risk pools and run-off of non-core business.

Atlas experienced $166,000 in unfavorable prior accident year development during the year ended December 31, 2015
as reflected as incurred related to prior years in the table above. Prior accident year unfavorable development on
non-core lines and assigned risk pools was $870,000 for the year ended December 31, 2015. The unfavorable
development on non-core lines and assigned risk pools was offset by favorable prior accident year development of
$475,000 and $230,000 on our core lines and pre-acquisition Global Liberty claims reserves, respectively. This
favorable development on our core lines was attributable to our traditional taxi and excess taxi products.
Short-duration insurance contracts

For purposes of this discussion, Atlas will disaggregate data based on the type of coverage into commercial
automobile liability, including personal injury protection, and all other lines. Commercial automobile liability is the
main line of business that Atlas operates. All other lines includes commercial automobile physical damage, taxi
workers’ compensation, other liability and Atlas’ short duration lines that are currently in run-off. Amounts related to
the Gateway and Global Liberty acquisitions have been included retrospectively for all years presented in the tables
below.

Claims payments and changes in reserves may be made on accidents that occurred in prior years, not solely on
business that is currently insured. Calendar year claims consist of payments and reserve changes that have been
recorded in the financial statements during the applicable reporting period, without regard to the period in which the
accident occurred. Calendar year results do not change after the end of the applicable reporting period, even as new
claim information develops. Accident year claims consist of payments and reserve changes that are assigned to the
period in which the accident occurred. Accident year results will change over time as the estimates of claims change
due to payments and reserve changes for all accidents that occurred during that period.
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The following is information about incurred and paid claims and claims adjustment expenses development for the year
ended December 31, 2017, net of reinsurance, as well as cumulative claim frequency and the total of incurred but not
reported liabilities plus expected development on reported claims included within the net incurred claims amounts.
The information about incurred and paid claims development for the years ended December 31, 2008 to 2015, is
presented as unaudited supplementary information.

Commercial Automobile Liability

Incurred Claims and Allocated Claims Adjustment Expenses, Net of Reinsurance ($ in ‘000s, except cumulative
number of reported claims)

As of the
For the Years Ended December 31, year ended
December
31,2017
Incurred
le;tt Cumulative
Accident 2008 2009 2010 2011 2012 2013 2014 2015 . o0 Rep&}%ﬁlber
Year unauditednauditedunauditedmauditedmauditedmauditedmauditedmauditecg Liabaltiesf d
Net Repo te
Claims
of
Reinsurance
2008 $29,391$29,434 $29,225 $29,543 $27,922 $28,015 $27,474 $28,005 $28,496 $28,789 $31 15,764
2009 37,394 40,309 43,889 43,604 42909 42,326 42987 43,728 43,902 61 13,238
2010 35,877 34,677 35,711 37,026 37,205 38,002 38,841 39,246 122 8,575
2011 31,044 38,822 34,887 34,720 35,136 36,080 36,472 149 7,833
2012 35,948 37,839 38,972 40,429 44,627 46,755 804 9,376
2013 48,449 48,636 53,656 64,687 73,749 3,4461,725
2014 61,145 53,005 69,555 92,245 8,4324,659
2015 69,060 67,184 96,521 14,239,021
2016 80,824 87,516 20,219,373
2017 101,983 46,588,516
Total Total $647,178

Cumulative Paid Claims and Allocated Claims Adjustment Expenses, Net of Reinsurance ($
in ‘000s)
For the Years Ended December 31,

Accident 2008 2009' 2010 2011 2012 2013 2014 2015

Year unauditednauditedunauditedmauditedmauditedmauditedmauditedmauditec% 016 2017
2008 $6,201 $(6,438)$7,256 $16,010 $20,234 $23,282 $25,060 $27,039 $28,136 $28,601
2009 (3,218 )10,711 24,468 31,784 36,385 39,664 42,030 43,287 43,707
2010 10,097 20,483 26,654 31,300 34,831 37,051 38,187 38,930
2011 8,725 18,980 24,978 29,660 33,217 35,324 36,058
2012 8,385 18,230 26,995 35,563 41,587 44,835
2013 10,358 27,198 43,117 59,973 68,612
2014 15,404 38,257 60,486 81,141
2015 18,597 49,556 76,398
2016 21,850 53,812
2017 27,977
Total $500,071
All outstanding liabilities before 2008, net of reinsurance 200
Liabilities for claims and allocated claims adjustment expenses, net of reinsurance $147,307
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- year 2009 - negative amounts resulted from the termination of reinsurance agreements
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Other short-duration lines
Incurred Claims and Allocated Claims Adjustment Expenses, Net of Reinsurance ($ in ‘000s, except cumulative
number of reported claims)

As of the
For the Years Ended December 31, year ended
December
31, 2017
Incurred
but Cumulative
NOtNum er
Accident 2008 2009 2010 2011 2012 2013 2014 2015 016 2017 Repotite
Year unauditednauditedmauditedmauditedmauditechnauditedmauditedmaudited2 Lia% ities,
Net eported
Claims
of
Reinsurance
2008 $34,673$38,502 $36,796 $36,489 $36,580 $36,576 $36,222 $36,254 $36,260 $36,233 $447,047
2009 35,688 34,764 34,626 35,453 36,343 36,202 36,736 37,061 37,070 54 27,847
2010 26,884 27,729 24,714 24,922 24,392 24456 24,477 24478 4 14,330
2011 20,315 22,176 22,310 21,782 22,122 22,941 22,414 22 10,002
2012 13,054 12,723 13,634 13,854 13,934 14,109 3083,615
2013 5,897 4,754 4556 4,687 4,711 90 2,149
2014 6,645 6,849 6,978 7,580 5712,945
2015 8,320 8,616 9,591 1,188068
2016 9,357 9960  4284,686
2017 11,086 7755,013
Total Total $177,232
Cumulative Paid Claims and Allocated Claims Adjustment Expenses, Net of Reinsurance ($
in ‘000s)
For the Years Ended December 31,
Accident 2008 2009 2010 2011 2012 2013 2014 2015 016 2017
Year unauditednauditedmauditedmauditedmauditedanauditedmauditedmaudited2
2008 $21,304$23,263 $30,657 $33,915 $35,442 $36,112 $36,149 $36,222 $36,224 $36,224
2009 11,296 25,422 30,343 33,186 34,375 35,785 36,164 36,499 36,714
2010 14,182 20,420 22,596 23,812 24,225 24,368 24,414 24,452
2011 11,517 17,419 19,696 20,939 21,600 22,235 22,326
2012 6,446 9,789 11,554 12,782 13,343 13,317
2013 4,195 4,602 4,603 4,612 4,641
2014 6,154 6,677 6,728 6,820
2015 7,886 8,154 8,291
2016 9413 9,802
2017 10,619
Total $173,206
All outstanding liabilities before 2008, net of reinsurance 699
Liabilities for claims and allocated claims adjustment expenses, net of reinsurance $4,725

Incurred claims and allocated claim adjustment expenses, net of reinsurance, show how the initial estimate of incurred
claims develop for each of the past 10 accident years. Incurred but not reported liabilities, net of reinsurance, by
accident year are estimates that are based on the difference between the reported claims and the estimate of the
ultimate paid claims and claims adjustment expenses for known and unknown claims. These estimates involve
actuarial and statistical projections at a given point in time of what we expect the cost of the ultimate settlement and
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administration of known and unknown claims. The process reflects the uncertainties and significant judgmental
factors inherent in estimating future results of both known and unknown claims, and as such, the process is inherently
complex and imprecise. We utilize a third party actuarial firm to assist us in the estimation process.

The cumulative number of reported claims for commercial automobile liability was calculated using actual number of
claims at the feature/coverage level. For the other lines, claim counts were calculated using actual claim counts at the
feature/coverage level for all claims excluding those from assigned risk pools and surety. The actual claim counts for
assigned risk pools and surety may not be available for all years presented and are therefore not included in the
reported claims amounts.
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The reconciliation of the net incurred and paid claims and claims adjustment expenses development tables to the
liability for claims and claims adjustment expenses in the consolidated statement of financial position as of
December 31, 2017 is as follows ($ in ‘000s):

As of December 31, 2017

Net outstanding liabilities:

Commercial automobile liability $147,307
Other short-duration lines 4,725
Unpaid claims and allocated claims adjustment expenses, net of reinsurance 152,032

Reinsurance recoverable on unpaid claims and claims adjustment expenses:

Commercial automobile liability 51,335
Other short-duration lines 2,067
Total reinsurance recoverable on unpaid claims and claims adjustment expenses 53,402

Unallocated claims adjustment expenses 6,214
Unpaid claims and claims adjustment expenses, gross of reinsurance $211,648
The following is supplementary information about the average annual percentage payout of incurred claims by age,

net of amounts recoverable from reinsurers, for the year ended December 31, 2017 (amounts are unaudited).
Average Annual Percentage Payout of Incurred Claims by Age, Net of Reinsurance

Years 1 2 3 4 5 6 7 8 9 10
Commercial automobile liability 18.4%20.0%25.4%19.3% 11.4%7.3%4.1%3.9%2.4%1.6%
Other short-duration lines 68.7%15.7%8.4 %53 %2.8 %1.8%0.4%0.4%0.3% — %

12. SHARE-BASED COMPENSATION

On January 6, 2011, Atlas adopted a stock option plan (the “Stock Option Plan”) in order to advance the interests of
Atlas by providing incentives to eligible persons defined in the plan. In the second quarter of 2013, a new equity
incentive plan (the “Equity Incentive Plan”) was approved by the Company’s common shareholders at the Annual
General Meeting, and Atlas ceased to grant new stock options under the preceding Stock Option Plan. The Equity
Incentive Plan is a securities based compensation plan, pursuant to which Atlas may issue restricted stock grants for
ordinary voting common shares, restricted units, stock grants for ordinary voting common shares, stock options and
other forms of equity incentives to eligible persons as part of their compensation. The Equity Incentive Plan is
considered an amendment and restatement of the Stock Option Plan, although outstanding stock options issued
pursuant to the Stock Option Plan will continue to be governed by the terms of the Stock Option Plan.
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Stock options - Stock option activity for the years ended December 31, 2017 and 2016 follows (prices in Canadian
dollars designated with “C$” and United States dollars designated with “US$”):

2017 2016
. Number Avergge NumberAverage
C$ Denominated: Exercise of Exercise
of Shares _ . .
Price Shares Price
Outstanding, beginning of period 187,728 C$6.22 187,728C$6.22
Granted — — — —
Exercised (133,338)C$6.31 — —
Outstanding, end of period 54,390 C$6.00 187,728C$6.22
2017 2016
Number Average NumberAverage
US$ Denominated: Exercise of Exercise
of Shares _ . .
Price Shares Price
Outstanding, beginning of period 375,000 US$17.01375,000US$17.01
Granted — — — —
Exercised — — — —
Outstanding, end of period 375,000 US$17.01375,000U0S$17.01

Information about options outstanding as of December 31, 2017 is as follows:

Number Number

Outstanding Exercisable

January 18, 2011 January 18, 2021 54,390 54,390

March 6,2014 March 6, 2024 175,000 175,000

March 12,2015 March 12, 2025 200,000 —

Total 429,390 229,390

There are 229,390 stock options that are exercisable as of December 31, 2017. The stock option grants outstanding
have a weighted average remaining life of 6.26 years and have an intrinsic value of $2.2 million as of December 31,
2017.

Under the Equity Incentive Plan, a director who either directly or indirectly purchases up to $100,000 of Atlas
ordinary voting common stock on the open market, through the employee stock purchase plan, or via other means
acceptable under this plan (see Note 13, ‘Other Employee Benefit Plans’) will receive a 3 to 1 matching grant of
restricted stock grants for ordinary voting common shares (or for Canadian taxpayers, restricted stock units) based on
the aggregate purchase price of ordinary voting common shares the director purchases during the six month period
that began on June 18, 2013 and ended on December 31, 2013, or for new directors within 6 months of their initial
appointment date (the ‘“Purchase Period”). Matching share grants of 148,152 restricted stock grants for ordinary voting
common shares and 37,038 restricted stock units were made on February 28, 2014 (the “Grant Date”). The number of
ordinary voting common shares issued on the Grant Date were determined by dividing (A) the dollar amount of the
Company matching contribution due based on purchases during the Purchase Period by (B) the closing common share
price of one share of Company ordinary voting common stock at close of market on June 17, 2013 (the “Closing Price”)
which was $8.10 per share. The restricted stock grants for ordinary voting common shares will vest 20% on each
anniversary of the Grant Date, subject to the terms of the Guidelines. The matching grant will be subject to all of the
terms and conditions of the Equity Incentive Plan and applicable grant agreements.

On March 12, 2015, the Board of Directors of Atlas granted equity awards of (i) 200,000 restricted stock grants for
ordinary voting common shares of the Company and (ii) 200,000 options to acquire ordinary voting common shares to
the executive officers of the Company as part of the Company’s annual compensation process. The awards were made
under the Company’s Equity Incentive Plan. The awards vest in 5 equal annual installments of 20%, provided that an
installment shall not vest unless an annual performance target based on specific book value growth rates linked to
return on equity goals is met. In the event the performance target is not met in any year, the 20% installment for such
year shall not vest, but such non-vested installment shall carry forward and can become vested in future years (up to

Grant Date Expiration Date
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the fifth year from the date of grant), subject to achievement in a future year of the applicable performance target for
such year. For the year ended December 31, 2017, 40,000 shares of each of the restricted stock grants for ordinary
voting common shares and the options to acquire ordinary voting common shares vested. For the year ended
December 31, 2016, performance targets linked to these awards were not achieved, and therefore no vesting occurred.
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The Monte-Carlo simulation model was used, for both the options and restricted stock grants for ordinary voting
common shares, to estimate the fair value of compensation expense as a result of the performance based component of
these grants. Utilizing the Monte-Carlo simulation model, the fair values were $1.5 million and $1.9 million for the
options and restricted stock grants for ordinary voting common shares, respectively. This expense will be amortized
over the anticipated vesting period.
Restricted shares - The activity for the restricted voting common shares and restricted share units for the years ended
December 31, 2017 and 2016 are as follows:
2017 2016
Weighted Weighted
Average Average
Number Fair Number Fair
of SharesValue at of SharesValue at
Grant Grant
Date Date
Non-vested, beginning of period 311,120 $ 15.92 348,155 $ 15.53
Granted — — — —
Vested (77,040 )15.21  (37,035)12.20
Non-vested, end of period 234,080 $16.15 311,120 $ 15.92
In accordance with ASC 718 (Stock-Based Compensation), Atlas has recognized share-based compensation expense
on a straight-line basis over the requisite service period of the last separately vesting portion of the award. Share-based
compensation expense is a component of other underwriting expenses on the statements of income and comprehensive
income. Atlas recognized $1.2 million, $1.6 million and $1.8 million in share-based compensation expense, including
income tax expense, for the years ended December 31, 2017, 2016, and 2015, respectively. Total unearned
share-based compensation expense was $660,000 related to all stock option grants and $1.4 million related to
restricted stock grants for ordinary voting common shares and restricted share units as of December 31, 2017. This
unearned share-based compensation expense will be amortized over the next 26 months.
13. OTHER EMPLOYEE BENEFIT PLANS
Defined Contribution Plan - Atlas has a defined contribution 401(k) plan covering all qualified employees of Atlas
and its subsidiaries. Contributions to this plan are limited based on IRS guidelines. Atlas matches 100% of the
employee contribution up to 2.5% of annual earnings, plus 50% of additional contributions up to 2.5% of annual
earnings, for a total maximum expense of 3.75% of annual earnings per participant. Atlas’ matching contributions are
discretionary. Employees are 100% vested in their own contributions and vest in Atlas contributions based on years of
service equally over 5 years with 100% vested after 5 years. Company contributions were $441,000, $424,000, and
$300,000 for the years ended December 31, 2017, 2016, and 2015, respectively.
Employee Stock Purchase Plan - The Atlas Employee Stock Purchase Plan (the “ESPP”’) encourages employee interest
in the operation, growth and development of Atlas and provides an additional investment opportunity to employees.
Full time and permanent part time employees working more than 30 hours per week are allowed to invest up to 7.5%
of adjusted salary in Atlas ordinary voting common shares. Atlas matches 100% of the employee contribution up to
2.5% of annual earnings, plus 50% of additional contributions up to 5% of annual earnings, for a total maximum
expense of 5% of annual earnings per participant. Atlas’ matching contributions are discretionary. Atlas also pays all
administrative costs related to this plan. For the years ended December 31, 2017, 2016, and 2015, Atlas’ costs incurred
related to the matching portion of the ESPP were $212,000, $199,000, and $151,000, respectively. Share purchases
pursuant to this plan are made in the open market.
14. SHARE CAPITAL AND MEZZANINE EQUITY

Share Capital
The share capital is as follows:
As of December 31, 2017 2016
Shares AmountShares Amount
Shares . .
. Issued and ($in  Issued and ($ in
Authorized

Outstanding000s) Outstanding000s)
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Ordinary voting common shares 266,666,66712,164,041$ 36 11,895,104% 36

Restricted voting common shares 33,333,334 — — 128,191 —
Total common shares 300,000,00112,164,041% 36 12,023,295% 36
104
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During 2017, the 128,191 restricted voting common shares that were beneficially owned or controlled by Kingsway
Financial Services, Inc. (including its subsidiaries and affiliated companies, “Kingsway”) were sold to non-affiliates of
Kingsway. The restricted voting common shares are entitled to vote at all meetings of shareholders, except at meetings
of holders of a specific class that are entitled to vote separately as a class. The restricted voting common shares as a
class shall not carry more than 30% of the aggregate votes eligible to be voted at a general meeting of common
shareholders. The Kingsway-owned restricted voting common shares automatically converted to ordinary voting
common shares upon their sale to non-affiliates of Kingsway. There are no restricted voting common shares
outstanding as of December 31, 2017.

There were 14,816 and 22,224 non-vested restricted stock units (“RSUs”) as of December 31, 2017 and December 31,
2016, respectively. These RSUs are participative and are included in the computations of earnings per common share
and book value per common share for these periods.

During the year ended December 31, 2017, the Company issued 7,408 ordinary voting common shares as a result of
the vesting of RSUs. During the year ended December 31, 2017, the Company issued 133,338 ordinary voting
common shares as a result of the exercise of options. During the year ended December 31, 2016, the Company issued
7,407 ordinary voting common shares as a result of the vesting of RSUs.

On March 21, 2017, the Company’s Board of Directors approved a Share Repurchase Program of up to 650,000 shares
of common stock. The repurchases may be made from time to time in open market transactions, privately-negotiated
transactions, block purchases, or otherwise in accordance with securities laws at the discretion of the Company’s
management until March 21, 2018. The Company’s decisions around the timing, volume, and nature of share
repurchases, and the ultimate amount of shares repurchased, will be dependent on market conditions, applicable
securities laws, and other factors. The share repurchase program and the Board’s authorization of the program may be
modified, suspended, or discontinued at any time. During 2017, no shares were repurchased under this Share
Repurchase Program.

Mezzanine Equity

Prior to the year ended December 31, 2017, the Company presented preferred shares issued as contingent
consideration within the permanent equity section of the Consolidated Statements of Financial Position. In accordance
with FASB ASC Topic 480 - Distinguishing Liabilities from Equity, contingent consideration issued as preferred
shares wherein the number of shares to be issued is variable should be classified outside of permanent equity and
reflected as mezzanine equity on the Consolidated Statements of Financial Position.

For the year ended December 31, 2017, the Company has restated the Consolidated Statements of Shareholders’ Equity
to remove the preferred shares and related activity as previously stated for the periods as of January 1, 2015 and for
the years ended December 31, 2015 and 2016. Although this impacted total equity for 2015, it had no impact on total
equity as of December 31, 2016 due to the redemption and clawback of preferred shares previously issued. In
addition, this change did not impact the Consolidated Statements of Financial Position, Consolidated Statements of
Income (Loss) and Comprehensive Income (Loss), earnings per common share or the Consolidated Statements of
Cash Flows. The Company has evaluated the effect of the incorrect presentation in the prior period, both qualitatively
and quantitatively, and concluded that it did not have a material impact on, nor did it require amendment of, any
previously filed annual or quarterly consolidated financial statements.

During the first quarter of 2015, the Company issued 4,000,000 preferred shares as a portion of the consideration
related to the Anchor acquisition and an additional 940,500 preferred shares pursuant to the Gateway stock purchase
agreement. During the first quarter of 2016, the Company canceled 401,940 preferred shares pursuant to the Gateway
stock purchase agreement. During the third quarter of 2016, the Company redeemed all 2,538,560 of the remaining
preferred shares issued to the former owner of Gateway. During the fourth quarter of 2016, the Company canceled the
remaining 4,000,000 preferred shares pursuant to the Anchor stock purchase agreement. As of December 31, 2017 and
December 31, 2016, there were no outstanding preferred shares. The preferred shares redeemed and canceled during
2016 and the preferred shares issued during the first quarter of 2015 pursuant to the Gateway stock purchase
agreement have been recorded as a recovery of acquisition expense and additional acquisition expense, respectively,
and not as an adjustment to goodwill, because the fair value of the contingent consideration was determined to be zero
at the date of acquisition. In accordance with U.S. GAAP, such adjustments are reflected in the statements of income
and comprehensive income in the period that the contingency is re-estimated. The Anchor cancellation was recorded
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as a recovery of acquisition expense.

Preferred shareholders are entitled to dividends on a cumulative basis, whether or not declared by the Board of
Directors, at the rate of $0.045 per share per year (4.5%) and may be paid in cash or in additional preferred shares at
the option of Atlas. In liquidation, dissolution or winding-up of Atlas, preferred shareholders receive the greater of
$1.00 per share plus all declared and unpaid dividends or the amount they would receive in liquidation if the preferred
shares had been converted to restricted voting common shares or ordinary voting common shares immediately prior to
liquidation. Preferred shareholders are not entitled to vote.
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On September 30, 2016, Atlas paid $409,000 in dividends earned on the preferred shares to the former owner of
Gateway, the cumulative amount to which they were entitled through September 15, 2016, leaving no accrued and
unpaid dividends owed to the former owner of Gateway. As of December 31, 2017 and December 31, 2016, Atlas has
accrued $333,000 in dividends on the preferred shares for the former owner of Anchor, which remains unpaid. The
paid claims development on Global Liberty’s pre-acquisition claims reserves was in excess of $4.0 million, and as a
result, pursuant to the terms of the Anchor stock purchase agreement, dividends will no longer accrue to the former
owner of Anchor.

15. DEFERRED POLICY ACQUISITION COSTS

Deferred policy acquisition costs represent those costs that are incremental and directly related to the successful
acquisition of new or renewal written premium. Such deferred policy acquisition costs generally include agent
commissions, premium taxes and a portion of employee compensation and benefits directly related to time spent
performing specific acquisition or renewal activities. The method followed in determining the deferred policy
acquisition costs limits the deferral to its realizable value by giving consideration to estimated future claims and
expenses to be incurred as premiums are earned. Changes in estimates, if any, are recorded in the accounting period in
which they are determined. Anticipated investment income is included in determining the realizable value of the
deferred policy acquisition costs. Atlas’ deferred policy acquisition costs are reported net of deferred ceding
commissions.

Policy acquisition costs are deferred and amortized over the period in which the related premiums written are earned,
typically 12 months. Deferred policy acquisition costs for the years ended December 31, 2017, 2016, and 2015 ($ in

‘000s) were:

Year Ended December 31, 2017 2016 2015
Balance, beginning of period $13,222 $10,235 $8,166
Acquisition costs deferred 29,460 21,790 20,661
Amortization charged to income (27,885 ) (18,803 ) (18,592 )
Balance, end of period $14,797 $13,222 $10,235

16. RELATED PARTY TRANSACTIONS

During the periods presented, a portion of the Company’s investment portfolio, which is included in “Other Investments”
on the Consolidated Statements of Financial Position, included investment vehicles that are considered related-party
transactions. As of December 31, 2017 and December 31, 2016 these related-party transactions comprised 8.4% of our
investment portfolio. In these transactions, one or more of the Company’s directors or entities affiliated with such
directors may invest in and/or manage these vehicles. These related-party transactions are consistent with the
Company’s investment guidelines and have been reviewed and approved by the Investment Committee of the
Company’s Board of Directors. The Company believes that these transactions leverage investment resources that
would otherwise not be available to the Company.

17. SELECTED QUARTERLY FINANCIAL DATA (UNAUDITED)

($ in ‘000s, except per share data)

2017

Q4 Q3 Q2 Ql
Gross premiums written $54,213 $65,898$57,354$98,496
Net premiums earned 57,431 55,865 54,049 48,426
Net (loss) income (54,297 )5,125 5,510 4,852
Net (loss) income attributable to common shareholders (54,297 )5,125 5,510 4,852
(Loss) earnings per common share basic $(4.48 )$043 $046 $0.40
(Loss) earnings per common share diluted $(4.48 )$0.42 $045 $0.40
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($ in ‘000s, except per share data)

2016

Q4 Q3 Q2 Ql
Gross premiums written $51,984 $60,733$48,353$64,025
Net premiums earned 44,252 43,251 41,802 41,753
Net (loss) income (13,561 )6,496 4900 4,811
Net (loss) income attributable to common shareholders (13,608 )6,423 4,822 4,728
(Loss) earnings per common share basic $(1.13 )$0.53 $0.40 $0.39
(Loss) earnings per common share diluted $(1.13 )$0.51 $0.38 $0.38

18. NOTES PAYABLE

On April 26, 2017, Atlas issued $25 million of five-year 6.625% senior unsecured notes and received net proceeds of
approximately $23.9 million after deducting underwriting discounts and commissions and other estimated offering
expenses. Interest on the senior unsecured notes is payable quarterly on each January 26, April 26, July 26 and
October 26. Atlas may, at its option, beginning with the interest payment date of April 26, 2020, and on any scheduled
interest payment date thereafter, redeem the senior unsecured notes, in whole or in part, at a redemption price equal to
100% of the principal amount plus accrued and unpaid interest to, but excluding, the date of redemption. The senior
unsecured notes will rank senior in right of payment to any of Atlas’ existing and future indebtedness that is by its
terms expressly subordinated or junior in right of payment to the senior unsecured notes. The senior unsecured notes
will rank equally in right of payment to all of Atlas’ existing and future senior indebtedness, but will be effectively
subordinated to any secured indebtedness to the extent of the value of the collateral securing such secured
indebtedness. In addition, the senior unsecured notes will be structurally subordinated to the indebtedness and other
obligations of Atlas’ subsidiaries.

The senior unsecured notes were issued under an indenture and supplemental indenture that contain covenants that,
among other things, limit: (i) the ability of Atlas to merge or consolidate, or lease, sell, assign or transfer all or
substantially all of its assets; (ii) the ability of Atlas to sell or otherwise dispose of the equity securities of certain of its
subsidiaries; (iii) the ability of certain of Atlas’ subsidiaries to issue equity securities; (iv) the ability of Atlas to permit
certain of its subsidiaries to merge or consolidate, or lease, sell, assign or transfer all or substantially all of their
respective assets; and (v) the ability of Atlas and its subsidiaries to incur debt secured by equity securities of certain of
its subsidiaries.

On March 9, 2015, American Insurance Acquisition, Inc. (“American Acquisition”), a wholly-owned direct subsidiary
of Atlas, entered into a loan and security agreement (“Loan Agreement”) for a $35.0 million loan facility with Fifth
Third Bank. On May 7, 2016, American Acquisition entered into a Modification of Loan Documents with Fifth Third
Bank to amend its Loan Agreement. The Loan Agreement, as modified, included a $30.0 million line of credit (“Draw
Amount”), which could have been drawn in increments at any time until December 31, 2016. The $30.0 million line of
credit had a five year term and bore interest at one-month LIBOR plus 4.5%. The Loan Agreement also included a
$5.0 million revolving line of credit (“Revolver”), which could have been drawn upon until May 7, 2018, that bore
interest at one month LIBOR plus 2.75%.

The Loan Agreement also provided for the issuance of letters of credit in an amount up to $2.0 million outstanding at
any time. In addition, there was a non-utilization fee for each of the $30.0 million line of credit and $5.0 million
revolving line of credit equal to 0.50% per annum of an amount equal to $30.0 million and $5.0 million, respectively,
less the daily average of the aggregate principal amount outstanding under such credit lines (plus, in the case of the
$30.0 million line of credit, the aggregate amount of the letter of credit obligations outstanding).

The Loan Agreement was terminated in April 2017. Atlas used a portion of the net proceeds of the senior unsecured
notes offering, together with cash on hand, for the repayment of all outstanding balances under the Draw Amount and
Revolver, $15.5 million and $3.9 million, respectively.

At December 31, 2016, American Acquisition was in compliance with the covenants of the Loan Agreement. In
February 2017, American Acquisition filed its statutorily required financial statements for the year ended December
31, 2016, which are used to determine on-going compliance with the covenants contained in the Loan Agreement. As
a result of the reserve strengthening and its effect on American Acquisition’s December 31, 2016 financial statements,
American Acquisition was not in compliance with the Loan Agreements’ EBITDA Ratio covenant as of March 13,
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2017. American Acquisition had a thirty day period to cure this covenant non-compliance, and the Company and
American Acquisition agreed with the lender to a modification to the loan covenants to more specifically address the
effects of reserve modifications and/or obtaining a waiver with respect to the existing non-compliance.

Interest expense on notes payable was $1.8 million, $1.0 million, and $694,000 for the years ended December 31,
2017, 2016, and 2015, respectively.
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Notes payable outstanding as of December 31, 2017 and 2016 ($ in ‘000s) were:
December 31,December 31,

2017 2016
6.625% Senior Unsecured Notes due April 26, 2022 $ 25,000 $ —
Revolver — 3,900
Draw Amount — 15,500
Total outstanding borrowings 25,000 19,400
Unamortized issuance costs (969 ) (213 )
Total notes payable $ 24,031 $ 19,187

19. STATUTORY INFORMATION

As a holding company, Atlas could derive cash from its Insurance Subsidiaries generally in the form of dividends to
meet its obligations, which will primarily consist of operating expense payments and debt payments. Atlas’ Insurance
Subsidiaries fund their obligations primarily through premium and investment income and maturities in the securities
portfolio. The Insurance Subsidiaries require regulatory approval for the return of capital and, in certain
circumstances, prior to the payment of dividends. In the event that dividends available to the holding company are
inadequate to cover its operating expenses and debt payments, the holding company would need to raise capital, sell
assets or incur future debt.

The Insurance Subsidiaries must each maintain a minimum statutory capital and surplus of $1.5 million, $2.4 million,
and $3.5 million under the provisions of the Illinois Insurance Code, the Missouri Insurance Code, and New York
Insurance Code, respectively. Dividends may only be paid from statutory unassigned surplus, and payments may not
be made if such surplus is less than a stipulated amount. The dividend restriction for the ASI Pool Subsidiaries is the
greater of statutory net income or 10% of total statutory capital and surplus. The dividend restriction for Global
Liberty is the lower of 10% of statutory surplus or 100% of adjusted net investment income for the preceding twelve
month period.

Net loss computed under statutory-basis accounting was $9.1 million, $15.2 million, $5.9 million, and $5.1 million for
American Country, American Service, Gateway and Global Liberty, respectively, for the year ended December 31,
2017. Net loss for the year ended December 31, 2016 was $1.3 million, $1.2 million, $1.1 million, and $49,000 for
American Country, American Service, Gateway and Global Liberty, respectively. The combined statutory capital and
surplus of the Insurance Subsidiaries was $87.8 million and $113.9 million as of December 31, 2017 and

December 31, 2016, respectively.

Atlas did not declare or pay any dividends to its common shareholders during the years ended December 31, 2017 and
2016.

20. CHANGE IN ACCOUNTING PRINCIPLE AND ERROR CORRECTIONS

Change in Accounting Principle

The Company elected to early adopt ASU 2018-02, Income Statement—Reporting Comprehensive Income (Topic 220):
Reclassification of Certain Tax Effects from Accumulated Other Comprehensive Income, for the year ended
December 31, 2017. This update provides guidance on the reclassification of stranded tax effects in AOCI resulting
from the Tax Act. We reclassified the effect of the change in the federal corporate tax rate on gross deferred tax items
and related valuation allowances for item in AOCI. The adoption of this ASU resulted in a increase to AOCI and an
decrease in retained earnings of $7,000 for the year ended December 31, 2017 with no net effect on total shareholders’
equity.

Error Corrections

Prior to the year ended December 31, 2017, the Company presented preferred shares issued as contingent
consideration within the permanent equity section of the Consolidated Statements of Financial Position. In accordance
with FASB ASC Topic 480 - Distinguishing Liabilities from Equity, contingent consideration issued as preferred
shares wherein the number of shares to be issued is variable should be classified outside of permanent equity and
reflected as mezzanine equity on the Consolidated Statements of Financial Position.

For the year ended December 31, 2017, the Company has restated the Consolidated Statements of Shareholders’ Equity
to remove the preferred shares and related activity as previously stated for the periods as of January 1, 2015 and for
the years ended December 31, 2015 and 2016. Although this impacted total equity for 2015, it had no impact on total
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equity as of December 31, 2016 due to the redemption and clawback of preferred shares previously issued. In
addition, this change did not impact the Consolidated Statements of Financial Position, Consolidated Statements of
Income (Loss) and Comprehensive Income (Loss), earnings per common share or the Consolidated Statements of
Cash Flows. The Company has evaluated the effect of the incorrect presentation in the prior period, both qualitatively
and quantitatively, and concluded that it did not have a material impact on, nor did it require amendment of, any
previously filed annual or quarterly consolidated financial statements.
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The following line items presented in the Consolidated Statements of Shareholders’ Equity were affected by the
restatement:
As o Effect
($ in ‘000s) Originally *, . of
Reported Adjusted Change

Impact on Total Shareholders’ Equity column as of:

December 31, 2014 109,399 107,399 (2,000 )
December 31, 2015 129,622 122,681 (6,941 )
December 31, 2016 127,342 127,342 —

21. SUBSEQUENT EVENTS

On March 5, 2018, a complaint was filed in the U.S. District Court for the Northern District of Illinois asserting
claims under the federal securities laws against the Company and two of its executive officers on behalf of a putative
class of purchasers of the Company’s securities, styled Fryman v. Atlas Financial Holdings, Inc., et al., No.
1:18-cv-01640 (N.D. IIL.). In the complaint, the plaintiff asserts claims on behalf of a putative class consisting of
purchasers of the Company’s securities between March 13, 2017 and March 2, 2018. The complaint alleges that the
defendants violated Sections 10(b) and 20(a) of the Securities Exchange Act of 1934 and Rule 10b-5 promulgated
thereunder by making allegedly false and misleading statements or failing to disclose certain information regarding
the adequacy of the Company’s reserves. The complaint seeks, among other remedies, unspecified damages, attorneys’
fees and other costs, equitable and/or injunctive relief, and such other relief as the court may find just and proper.
Under applicable provisions of the federal securities laws, motions for appointment as lead plaintiffs must be filed
within sixty days after a notice announcing the filing of the Fryman complaint. The Company and the other defendants
anticipate that they will file a motion to dismiss the complaint for failure to state a claim upon which relief can be
granted. Under the federal securities laws, discovery and other proceedings automatically will be stayed during the
pendency of any such motion to dismiss.
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Item 9. Changes in and Disagreements with Accountants on Accounting and Financial Disclosure

None.

Item 9A. Controls and Procedures

Evaluation of Disclosure Controls and Procedures

We have established disclosure controls and procedures to ensure that material information relating to us, including
our consolidated subsidiaries, is made known to the officers who certify our financial reports and to the members of
senior management and the Board of Directors.

Based on management’s evaluation as of December 31, 2017, our president and chief executive officer and our vice
president, chief financial officer and treasurer have concluded that our disclosure controls and procedures (as defined
in Rules 13a-15(e) and 15d-15(e) under the Exchange Act) are effective to ensure that the information required to be
disclosed by us in our reports that we file or submit under the Exchange Act is recorded, processed, summarized and
reported within the time periods specified in the SEC rules and forms, and is accumulated and communicated to our
management, including our president and chief executive officer and our vice president, chief financial officer and
treasurer to allow timely decisions regarding required disclosure.

Changes in Internal Controls

There were no changes to our internal control over financial reporting during the fiscal quarter ended December 31,
2017 that have materially affected, or are reasonably likely to materially affect, our internal control over financial
reporting.

Management’s Report on Internal Control Over Financial Reporting

Our management is responsible for establishing and maintaining adequate internal control over financial reporting, as
such term is defined in Exchange Act Rule 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 in 2013 by the Committee of Sponsoring Organizations of the Treadway Commission. Based on
such evaluation, we have concluded that the Company’s internal control over financial reporting is effective as of
December 31, 2017.

Our management does not expect that the Company’s controls and procedures over financial reporting will prevent all
errors and frauds. A control system, no matter how well designed and operated, can provide only reasonable, not
absolute, assurance that the objectives of the control system are met. Further, a control system’s design must reflect the
fact that there are resource constraints, and the benefits of controls must be considered relative to their costs. Because
of the inherent limitations in all control systems, no evaluation of controls can provide absolute assurance that all
control issues and instances of fraud, if any, within the Company have been detected. These inherent limitations
include the realities that judgments in decision-making can be faulty and that breakdowns can occur because of simple
mistake or error.

Additionally, controls can be circumvented by the individual acts of some persons, by collusion of two or more
people, or by management override of control. The design of any system of controls also is based, in part, upon certain
assumptions about the likelihood of future events, and there can be no assurance that any design will successfully
achieve its stated goals under all potential future conditions; over time, controls may become inadequate because of
changes in conditions, or the degree of compliance with the policies or procedures may deteriorate. Because of the
inherent limitations in a cost-effective control system, misstatements due to error or fraud may occur and not be
detected.

The independent registered public accounting firm of BDO USA, LLP, as auditors of the consolidated financial
statements of Atlas and its subsidiaries, has issued an attestation report on the effectiveness of management’s internal
control over financial reporting based on criteria established in Internal Control - Integrated Framework issued in
2013 by the Committee of Sponsoring Organizations of the Treadway Commission. The attestation report is included
in Item 8 under the heading “Report of Independent Registered Public Accounting Firm on Internal Controls over
Financial Reporting,” and is incorporated herein by reference.

Item 9B. Other Information

None.
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Part III.

Item 10. Directors, Executive Officers and Corporate Governance

The information required by this Item will be included in our proxy statement relating to our 2018 annual general
meeting of shareholders (“Proxy Statement”), which information is incorporated by reference in this Annual Report on
Form 10-K.

Item 11. Executive Compensation

The information required by this Item will be included in the Proxy Statement, which information is incorporated by
reference in this Annual Report on Form 10-K.

Item 12. Security Ownership of Certain Beneficial Owners and Management and Related Stockholder Matters

The information required by this Item will be included in the Proxy Statement, which information is incorporated by
reference in this Annual Report on Form 10-K.

Item 13. Certain Relationships and Related Transactions, and Director Independence

The information required by this Item will be included in the Proxy Statement, which information is incorporated by
reference in this Annual Report on Form 10-K.

Item 14. Principal Accounting Fees and Services

The information required by this Item will be included in the Proxy Statement, which information is incorporated by
reference in this Annual Report on Form 10-K.
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Part IV.

Item 15. Exhibits and Financial Statement Schedules

(a) (1) The following consolidated financial statements, notes thereto and related information of Atlas Financial
Holdings, Inc. are included in Item 8.

Consolidated Statements of Income (Loss) and Comprehensive Income (Loss)

Consolidated Statements of Financial Position

Consolidated Statements of Shareholders’ Equity

Consolidated Statements of Cash Flows

Notes to Consolidated Financial Statements

Report of Independent Registered Public Accounting Firm on Internal Controls over Financial Reporting
Report of Independent Registered Public Accounting Firm

(a) (2) The following additional financial statement schedules and independent auditors’ report are furnished herewith
pursuant to the requirements of Form 10-K:

Schedules required to be filed under the provisions of Regulation S-X Article 7:

Schedule II - Condensed Financial Information of Registrant

Schedule IV - Reinsurance

Schedule V - Valuation and qualifying accounts

Schedule VI - Supplemental information concerning property - casualty insurance operations

All other schedules pursuant to Article 7 of Regulation S-X are omitted because they are not applicable, or because
the required information is included in the consolidated financial statements or in the notes thereto.

(a) (3) The following is a list of the exhibits filed as part of this Form 10-K. The exhibit numbers followed by an
asterisk (*) indicate exhibits that are management contracts or compensatory plans or arrangements.
ExhibitDescription

Memorandum

of Association

of Atlas

Financial

Holdings. Inc.

dated

December 24

2010

3.1 (incorporated
by reference
from our
general form

for registration
of securities

on Form 10
filed March
26.2012)

3.2 Special
Resolution
amending
Article Six of
the Amended
and Restated
Memorandum
of
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Officer Pursuant

to 18 U.S.C.

Section 1350. as
322 Adopted

Pursuant to

Section 906 of

the

Sarbanes-Oxley

Act of 2002
Item 101 - Interactive Data Files
101.INS XBRL Instance Document
101.SCH XBRL Taxonomy Extension Schema Document
101.CALXBRL Taxonomy Extension Calculation Linkbase Document
101.DEF XBRL Taxonomy Extension Definition Linkbase Document
101.LAB XBRL Taxonomy Extension Label Linkbase Document
101.PRE XBRL Taxonomy Extension Presentation Linkbase Document

(1) Incorporated by reference from our annual report on Form 10-K for the year ended December 31, 2011, filed on

March 26, 2012.

(2) Incorporated by reference from our quarterly report on Form 10-Q for the quarter ended June 30, 2012, filed on

August 13, 2012.

(*) Management contracts and compensatory plans or agreements.
Item 16. Form 10-K Summary

None.
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SIGNATURES

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

ATLAS
FINANCIAL
HOLDINGS,
INC.
(Registrant)

/s/ Paul A.
Romano

By: Paul A.
Romano
(Vice
President and
Chief
Financial
Officer)
April 2, 2018

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the
following persons on behalf of the registrant and in the capacities and on the dates indicated.

Signature

/s/ Scott D. Wollney
Scott D. Wollney

/s/ Paul A. Romano
Paul A. Romano

/s/ Gordon G. Pratt
Gordon G. Pratt

/s/ Jordan M. Kupinsky
Jordan M. Kupinsky
/s/ John T. Fitzgerald
John T. Fitzgerald
/s/ Walter F. Walker

Walter F. Walker
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Title

President, Chief Executive Officer
and Director

Vice President, Chief Financial Officer

and Principal Accounting Officer

Director, Chairman of the Board

Director

Director

Director

Date

April 2, 2018

April 2, 2018

April 2, 2018

April 2, 2018

April 2, 2018

April 2, 2018
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Schedule II — Condensed Financial Information of Registrant
Statements of Income (Loss) and Comprehensive Income (Loss)
($ in ‘000s)

Net investment (expense) income

Other underwriting expense (income)

Interest expense

(Loss) income from operations before income taxes
Income tax benefit

(Loss) income before equity in net income of subsidiaries
Equity in net (loss) income of subsidiaries

Net (loss) income

Other comprehensive income (loss):

Changes in net unrealized investment gains (losses)
Reclassification to net (loss) income

Effect of income taxes

Other comprehensive income (loss)

Total comprehensive (loss) income

See accompanying Notes to Condensed Financial Information of Registrant
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Year ended December 31,
2017 2016 2015
$4 )$—  $7
1,436 (4,550 )2,566
1,266 — —
(2,706 )4,550 (2,559 )
(115 )(559 (57T )
$(2,591 )$5,109 $(1,982)
(36,219 )(2,463 )16,412
$(38,810)%$2,646 $14,430

437 855 (1,912 )
(49 )394 203
(136 V(437 )597
252 812 1,112 )
$(38,558)$3,458 $13,318
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Schedule II — Condensed Financial Information of Registrant (continued)
Statements of Financial Position

($ in ‘000s, except share and per share data) December 31,
2017 2016
Assets
Cash and cash equivalents $4,233  $271
Deferred tax asset, net 4,116 3,404
Investment in subsidiaries 109,897 126,564
Total Assets $118,246 $130,239
Liabilities
Notes payable, net $24,031 $—
Other liabilities and accrued expenses 3,570 2,897
Total Liabilities $27,601 $2,897

Shareholders’ Equity
Ordinary voting common shares, $0.003 par value, 266,666,667 shares authorized, shares issued

and outstanding: December 31, 2017 - 12,164,041 and December 31, 2016 - 11,895,104 $36 $36
Restricted voting common shares, $0.003 par value, 33,333,334 shares authorized, shares issued

and outstanding: December 31, 2017 - 0 and December 31, 2016 - 128,191 o T
Additional paid-in capital 201,105 199,244
Retained deficit (110,535 )(71,718 )
Accumulated other comprehensive income (loss), net of tax 39 (220 )
Total Shareholders’ Equity 90,645 127,342
Total Liabilities and Shareholders’ Equity $118,246 $130,239

See accompanying notes to Condensed Financial Information of Registrant
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Schedule II — Condensed Financial Information of Registrant (continued)
Statements of Cash Flow
($ in ‘000s)

Operating Activities:
Net (loss) income

Adjustments to reconcile net (loss) income to net cash flows (used in) provided by

operating activities:

Equity in net loss (income) of subsidiaries

Share-based compensation expense

Deferred income taxes

Amortization of financing costs

Expenses (recovered) incurred pursuant to stock purchase agreements
Net changes in operating assets and liabilities:

Other assets

Other liabilities and accrued expenses

Net cash flows (used in) provided by operating activities

Investing activities:
Capital contributions made to subsidiaries
Net cash flows used in investing activities

Financing activities:

Preferred share buyback

Capital contribution

Proceeds from notes payable, net of issuance costs
Preferred dividends paid

Options exercised

Net cash flows provided by (used in) financing activities
Net change in cash and cash equivalents

Cash and cash equivalents, beginning of year

Cash and cash equivalents, end of year

Supplemental disclosure of cash information:

Cash paid (recovered) for:
Interest
Income taxes

Supplemental disclosure of noncash investing and financing activities:
Issuance of preferred shares related to acquisition of subsidiary

Issuance of preferred shares related to Gateway stock purchase agreement
Redemption of preferred shares related to Gateway stock purchase agreement
Cancellation of preferred shares related to Anchor stock purchase agreement

See accompanying notes to Condensed Financial Information of Registrant
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Year Ended December 31,
2017 2016 2015

$(38,810)$2,646 $14,430

36,219 2463 (16,412)
1,176 1,612 1,819
(712 Y417 H(251 )
152 — —

— (6,623 )941

— 479 476 )
673 2,897 (34 )
(1,302 )3,057 17

(19300 )—  (23.428)
(19300 )—  (23,428)
— (2,539 )—
30 - -
23879 — @ —
— 409 )—
655 — 145

24,564 (2,948 )145
3,962 109 (23,266 )
271 162 23,428
$4,233  $271 $162

$828 $—  $—
(192 )(3,464 )85

$— $—  $4,000
— — 941
— (2,297 )—
— (4,000 )—
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Schedule II — Condensed Financial Information of Registrant (continued)

Notes to Condensed Financial Information

The financial statements of the Registrant should be read in conjunction with the Consolidated Financial Statements
and notes thereto included in Item 8.

On April 26, 2017, Atlas issued $25 million of five-year 6.625% senior unsecured notes and received net proceeds of
approximately $23.9 million after deducting underwriting discounts and commissions and other estimated offering
expenses, as described in Note 18, ‘Notes Payable’. Atlas has no other long-term debt obligations.

See Note 21, ‘Subsequent Events’ for the details of potential litigation.

Atlas has no material contingencies or guarantees except as disclosed in Note 21, ‘Subsequent Event’ to the
Consolidated Financial Statements.

Atlas has not received cash dividends from its subsidiaries since its inception on December 31, 2010.

Schedule IV — Reinsurance

% of
Cededto  Assumed
. Gross Net Amount
($ in ‘000s) Other from Other
Amount . . Amount Assumed
Companies Companies t Net

December 31, 2017
Premiums earned $251,293% (45,318 )$ 9,796  $215,77145 %

December 31, 2016
Premiums earned $217,053%$ (49,069 )$ 3,074 $171,0581.8 %

December 31, 2015
Premiums earned $182,376% (30,946 )$ 634 $152,06404 %

Schedule V — Valuation and qualifying accounts

Balance at Charged Balance
. .. Other . atEnd
($ in “000s) Beginning to . Deductions
. Additions of
of Period Expenses .
Period

December 31, 2017
Allowance for uncollectible receivables $2366 $2365 $ — $ (1,313 )$3,418
Valuation allowance for deferred tax assets — — — — —

December 31, 2016
Allowance for uncollectible receivables $ 846 $2397 $ 12 $(889 )$2,366
Valuation allowance for deferred tax assets — — — — —

December 31, 2015

Allowance for uncollectible receivables $ 560 $ 566 $ 8 $(288 )$846
Valuation allowance for deferred tax assets — — — — —
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Schedule VI - Supplemental information concerning property-casualty insurance operations

($ in “000s) ;{lear Ended December
2017 2016 2015

Deferred
policy —  ¢14797$13.222$10,235
acquisition
costs
Claims

. 211,648 139,004 127,011
liabilities
Unearned

premium 128,043 113,171 108,202
reserves
Net
premiums 215,771 171,058 152,064
earned
Net
investment 4,897 4,824 3,976
income
Claims and
claims
adjustment
expenses
incurred

Current year 128,476 102,133 89,828

Prior year 75,397 32,613 166
Amortization
of deferred
policy 27,885 18,803 18,592
acquisition
costs
Paid claims
and claims
adjustment
expenses
Gross
premiums 275,961 225,095 209,286
written

150,622 128,831 97,824
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