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December 30, 2014  

 

Mr. Chris Moulder 

Director, General Insurance  

Prudential Regulation Authority 

20 Moorgate 

London 

EC2R 6DA 

United Kingdom 

 

Re: AmTrust Financial Services, Inc.  

 

Dear Mr. Moulder: 

 

I write to alert you to what I believe is a dangerous combination of improper accounting and 

aggressive financial engineering at AmTrust Financial Services, Inc. (“AmTrust” or the 

“Company”) that puts U.K. and other policyholders at risk.  

 

I believe AmTrust exhibits many of the tell-tale signs of a troubled insurer, the largest and most 

pressing of which relates to its authorized U.S., U.K. and Irish subsidiaries’ (collectively, the 

“Authorized Subsidiaries”) utter dependence upon reinsurance arrangements with the Company’s 

Bermuda-domiciled captive reinsurer, AmTrust International Insurance, Ltd. (“AII”). As discussed 

in detail below, I believe AII is functionally insolvent and, therefore, poses a grave risk to 

AmTrust’s authorized subsidiaries and policyholders. 

 

AmTrust is a multinational property and casualty insurance company whose primary lines of 

business are workers’ compensation, extended warranty, commercial auto, general liability, and 

medical malpractice (primarily in Italy). The Company is headquartered in New York City and 

trades on the Nasdaq Exchange under the ticker symbol “AFSI”.  

 

In 2013, AmTrust’s primary U.K.-domiciled subsidiary, AmTrust Europe, Ltd. (“AEL”), wrote 

policies that generated approximately £339.5 million ($559.9 million) of gross premiums, and had 

approximately £546.2 million ($900.8 million) of technical reserves as of December 31, 2013.1 

 

In addition to the U.K. nexus, I believe that U.K. regulators should be especially concerned about 

the apparent functional insolvency of AmTrust’s Bermuda-domiciled captive reinsurer because it 

appears that effectively all of AII’s cash and investments are either pledged to AmTrust’s U.S. 

subsidiaries, collateralize sale-and-repurchase obligations, or are part of the Maiden Holdings, Ltd. 

(“Maiden”) collateral loan, as discussed in more detail below. Furthermore, I believe AmTrust’s 

aggressive financing strategy and AII’s capital deficiency could pose a risk to the Lloyd’s Central 

Fund. 

 

Please note that in preparing this letter, I have relied solely upon publicly available documents such 

as AmTrust filings with the Securities and Exchange Commission (“SEC”) and similar agencies, 

foreign and domestic, whose materials are available online. All sources used for the information set 

                                                 
1 AEL’s 2013 A.M. Best report (enclosed as Exhibit R). 
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forth in this letter are referenced herein. I have also spoken with AmTrust personnel through its 

formal investor relations channel, but the Company’s representatives have declined to answer my 

questions for more than a year. I have not otherwise spoken with AmTrust employees or obtained 

any nonpublic information, material or otherwise. The conclusions expressed in this letter reflect 

my personal opinions, which are based upon the materials referenced in the letter. Please be advised 

that as a result of my analysis and the concerns expressed herein, Alistair Capital Fund, L.P. 

maintains a short position in AmTrust common stock and owns put options on the same. 

 

In addition, AmTrust seems to have chosen to pursue litigation scare tactics designed to silence 

those who raise difficult questions about the Company’s practices rather than address the questions 

raised. The most recent example of these tactics is the Company’s meritless lawsuit against me and 

my firm, which is devoid of any factual allegations and merely contains a conclusory recitation of 

alleged claims.2 

 

Summary  

 

While AmTrust’s Authorized Subsidiaries appear to have adequate policyholder surplus, I believe 

they pose a significant risk to policyholders in ways that may not be obvious because AmTrust 

aggressively exploits regulatory loopholes that Solvency II will address through group supervision. 

 

In Point I of this letter, I provide an overview of AmTrust’s business and organizational structure.  

 

In Point II, I explain my primary concern: the counterparty risk to AmTrust’s Authorized 

Subsidiaries – and thus policyholders – resulting from their reinsurance arrangements with 

AmTrust’s Bermuda domiciled reinsurance captive, AmTrust International Insurance, Ltd. (“AII”). 

As explained below, I believe that AII’s capital position is weak, even relative to the lower 

requirements of Bermuda, and is deteriorating. Additionally, based upon my review of publicly 

available filings, I believe AII’s capital position is overstated and that its equity in affiliates will 

prove to be an illusory asset. In reality, I believe AII is functionally insolvent, as discussed below.   

 

In Point III, I explain why I believe AII’s disclosures and accounting are incorrect in ways that are 

important to those with an interest in the health of the entity. 

 

In Point IV, I discuss why I believe the cost of AII’s functional insolvency is likely to have 

particularly adverse consequences for European policyholders. Specifically, I break-down AII’s 

balance sheet, as reported in an A.M. Best credit report, to show why I believe AII has almost no 

liquid assets that are not already pledged as security for entities other than AEL.  

 

In Point V, I explain why I believe AmTrust’s aggressive use of letters of credit and over-extended 

balance sheet pose a risk to the Lloyds Central Fund. 

 

  

                                                 
2 See AmTrust Financial Services, Inc. v. Alistair Capital Management, LLC, et al., Ind. No. 653816/2014 (N.Y. County), attached 

hereto as Exhibit A. 
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In Point VI, I identify a number of other “warnings signs” at AmTrust which, in light of the above 

concerns, compel a particular urgency: 

 

 Its pattern of under-reserving for loss and loss adjustment expenses; 

 Its rapid growth throughout a soft market; 

 Its seemingly inaccurate and inconsistent financial reporting; 

 Its investments in the dubious asset class of life settlement contracts; and 

 Its potential conflicts of interest. 

 

Finally, in Point VII I discuss why I believe a harbinger of the grave risks facing AmTrust may be 

seen by examining Tower Group International, Ltd (“Tower”), a Bermuda-based holding company 

that employed an organizational structure similar to that of AmTrust, wrote policies in many of the 

same lines of business as AmTrust, and is now owned by a related party of AmTrust. 

  

I.  

 

AmTrust Business Overview and Organizational Structure 

 

AmTrust was founded in 1998 by Michael Karfunkel (Chairman), his brother George Karfunkel 

(Director), and Michael’s son-in-law, Barry Zyskind (CEO & Director),3 and it began trading 

publicly on November 13, 2006.4 

 

AmTrust has grown rapidly by acquiring distribution networks, entering renewal rights transactions, 

and, more recently, by acquiring entire companies.  In 2013, AmTrust’s gross premiums written 

totaled $4.117 billion5 – an enormous amount considering gross premiums written were just $27.5 

million in 2002.6 In 2013, approximately 27% of the Company’s gross written premiums related to 

non-U.S. risks,7 42% of which were written in the U.K.8 

 

For SEC filing purposes, the Company reports four segments: Small Commercial Business 

(primarily workers’ compensation), Specialty Program (primarily workers’ compensation, general 

liability and commercial auto), Specialty Risk and Extended Warranty (73% international), and 

Personal Lines Reinsurance, which is in run-off.9 

 

AmTrust has a uniquely complex organizational structure that utilizes several significant intra-

company and related party reinsurance arrangements that result in the majority of its Authorized 

Subsidiaries’ premiums and policy reserves residing offshore. Specifically, AmTrust’s Authorized 

Subsidiaries cede approximately 65% of direct premiums and losses (or 70% after accounting for 

unaffiliated third party reinsurance) to AII for which the Authorized Subsidiaries receive significant 

                                                 
3 AmTrust 4Q13 Investor Presentation. 
4 AmTrust did not offer securities in conjunction with its initial listing, so it was not an “IPO.”  Instead, the Company registered 

shares it issued in a private placement.  AmTrust 2006 Form 10-K, page 4. 

(http://www.sec.gov/Archives/edgar/data/1365555/000114420407012960/v068175_10k.htm ) 
5 AmTrust 2013 Form 10-K, page F-4. 
6 AmTrust 2006 Form 10-K, page 2. 
7 AmTrust 2013 Form 10-K, page F-68. 
8 AmTrust 2013 Form 10-K, page F-68. This equates to approximately $466.9 million, or £283.0 million but does not consider 

policies written in other European countries.   
9 AmTrust 2013 Form 10-K, pages 6 and 7.  

http://www.sec.gov/Archives/edgar/data/1365555/000114420407012960/v068175_10k.htm
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ceding commissions.10 AII in turn cedes approximately 35% of the original premiums and losses 

(40% of direct premiums written, adjusted for unaffiliated third party reinsurance) to related party 

Maiden and receives a ceding commission that approximates 31% of premiums ceded.11  

 

Finally, AII enters into financial reinsurance agreements with a number of Luxembourg-domiciled 

reinsurance subsidiaries that AII (and therefore AmTrust) wholly-owns through a Luxembourg 

holding company, AmTrust Holdings, Ltd. (“AHL,” previously known as AmTrust Captive 

Holdings, Ltd. or “ACHL”).  A graphic illustrating AmTrust’s organizational structure and 

premium flow is set forth below: 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

The following table is a stylized reconciliation of the consolidated gross and net written premiums 

and which entities within AmTrust receive those premiums. 
 

                                                 
10 Technology Insurance Company & Affiliates Combined Statement for 2012, “Underwriting and Investment Exhibit Part 3” shows 

net-to-gross underwriting expenses of just 15.8% ($72.9 million / $460.8 million), yet net-to-gross premiums earned of 24.9% 

($403.1 million / $1,621.5 million), per Schedule P, Part 1, and net-to-gross premiums written of 24.2% ($460.8 million / $1,906.3 

million), per Part 1B, Premiums Written.  
11 AmTrust 2013 Form 10-K, page 42. 
12 AHL assumes business from AII, but premiums and losses are netted (indicating deposit insurance accounting treatment). Since 

AHL has consistently assumed more losses than premiums, AII’s filings show zero premiums ceded to AHL. 

AmTrust Premiums by Subsidiary 

AmTrust 

Subsidiary 

Direct 

Premiums 

Premiums 

Assumed/ 

(Ceded) 

Within AmTrust 

Contribution to AmTrust 

Gross Premiums - 

Direct & Assumed 

(Ceded) 

(Premiums 

Ceded to 

Third 

Parties) 

Net 

Premiums 

U.S. Subsidiary $100 ($65) $35 ($10) $25 

AII $0 $65 $65 ($35) $30 

AHL $0 Varies12 Varies $0 Varies 

Consolidated  $100 $0 $100 ($45) $55 

Representative Example of AmTrust Premium Flows 

Unaffiliated Third 

Party Reinsurer  
Excess of Loss 

 

Typically ~10% of 

gross premiums U.S. Subsidiaries 

(Direct & Assumed) 

Note: AmTrust’s 

authorized European 

subsidiaries have similar 

structures.  

 

Maiden 

Quota Share 

 

Typically ~35% of 

gross premiums 

AII (Bermuda) 

Quota Share 

 

Typically ~65% of 

gross premiums 

 

 

AHL (Luxembourg) 

Stop-Loss, et al 

 

Participation varies; 

Assumes more losses 

than premiums 
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II. 

 

AII (Bermuda) Appears to be Functionally Insolvent 

 

As discussed above, AmTrust aggressively leverages its offshore captive structure by having its 

Authorized Subsidiaries cede a significant portion of premiums and losses to AII.13 As a result, 

these subsidiaries are highly dependent on AII’s ability to fund future claim payments. This is 

concerning because AII appears to be functionally insolvent.   

 

While AmTrust’s collateralized trust agreements (“Reg. 114”) may mitigate immediate concerns for 

U.S. regulators, AmTrust’s U.K. subsidiary does not appear to benefit from any collateral 

agreements. Regardless, I believe AII’s capital deficiency will soon become apparent due to the 

Company’s persistent and significant adverse development charges14 which continue to increase 

AII’s collateral requirements towards AmTrust’s U.S. subsidiaries. Furthermore, AmTrust’s adverse 

development shows no signs of abating, as explained further in Point VI.  

 

Immediately below, I explain why I believe: 

 AII has a weak and deteriorating capital position; 

 AII is alarmingly dependent upon equity investments in its affiliates; and 

 AII’s insolvency is shown by comparing its financials with related party Maiden. 

 

1. AII’s Weak and Deteriorating Capital Position  

 

Even on an “as reported” basis, AII’s capital is low relative to its capital requirements. For instance, 

AII only has 2.14x the disclosed “Minimum Solvency Margin” required by the Bermuda Monetary 

Authority as of December 31, 2013 ($416.0 million / $194.6 million15), even though the “Minimum 

Solvency Margin” standard is less demanding than capital requirements applied to U.S. and U.K. 

entities. In comparison, the public filings of other Bermuda reinsurers reveal that they typically 

have 4x-6x the minimum capital requirement.16 For example, related party Maiden, which is also 

domiciled in Bermuda, had 4.33x ($1,106.1 million / $255.3 million) the required amount of capital 

as of December 31, 2013.17 Since the AmTrust quota share represented over half of Maiden’s 

premiums,18 one can reasonably infer that a similar capital level would be appropriate for AII. 

 

Furthermore, AmTrust disclosed in its 2013 Form 10-K that AII’s capital declined from $498.6 

million to $416.0 million.19 One can verify that the decline in capital was not the result of dividends 

paid with the Schedule Y,20 which shows AII did not pay dividends in 2013. AII’s decline in capital 

is particularly concerning in light of AmTrust’s rapid growth and AII’s critical role within AmTrust.  

 

                                                 
13 Technology Insurance Company, Inc. 2013 Annual Statement, page 18 (Statutory Page 14.4). 
14 Technology Insurance Company & Affiliates’ 2010-2012 Combined Annual Statements, Schedule P Part 1. 
15 AmTrust 2013 Form 10-K, F-67. 
16 Class 3B insurers are the most similar to AmTrust (http://www.bma.bm/Insurance/Filings/SitePages/Class%203B.aspx). 
17 Maiden Holdings 2013 Form 10-K, page 42 (http://www.sec.gov/Archives/edgar/data/1412100/000141210014000016/mhld-

20131231x10k.htm). 
18 Maiden Holdings 2013 Form 10-K, page F-16. 
19 AmTrust 2013 Form 10-K, F-67. 
20 Technology Insurance Company Schedule Y, Part 2 - Summary of Insurer’s Transactions with any Affiliates.  

http://www.bma.bm/Insurance/Filings/SitePages/Class%203B.aspx
http://www.sec.gov/Archives/edgar/data/1412100/000141210014000016/mhld-20131231x10k.htm
http://www.sec.gov/Archives/edgar/data/1412100/000141210014000016/mhld-20131231x10k.htm
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2. AII’s Alarming Dependence on Equity in its Affiliates (“Double-Pledged” Capital) 

 

I believe AII’s weak and understated capital position is even more troubling when one examines the 

composition of AII’s assets. Specifically, AII is highly dependent upon equity investments in 

affiliates (i.e., other AmTrust subsidiaries), which are illiquid and leave AII particularly vulnerable 

to adverse development since AII reinsures the underwriting entities it owns. In other words, the 

value of AII’s assets (equity in affiliates) could fall at the same time its liabilities rise (vis-a-vis 

reinsurance provided to these affiliates). This is of course a dangerous situation for policyholders.  

 

In my opinion, including the equity of other AmTrust subsidiaries in AII’s equity results in “double-

pledging” because the capital of AII’s subsidiaries is already “pledged” to support the policies they 

issued and the exposure they retained.  

 

Since these subsidiaries of AII are subject to capital requirements and restrictions on the amount 

they can pay in dividends, there is only a limited amount of capital AII can access to fund its 

obligations to these and other AmTrust subsidiaries. For example, Motors Insurance Company, Ltd. 

(“MIC”), a U.K. subsidiary of AII, had $95.6 million of statutory capital as of December 31, 2013, 

which only exceeded the “minimum amount required to avoid regulatory oversight” by $20.5 

million.21 As such, it is unlikely AII could access much, if any, of MIC’s capital. 

 

In addition, if the subsidiaries that AII owns falter, those entities may not be able to distribute any 

capital to AII. As a result, I believe a more realistic view of AII’s ability to fund its obligations 

requires ignoring, or at the very least severely discounting (as one would under a risk-based capital 

requirement regime), the capital AII gets from equity in affiliates of other AmTrust insurance 

subsidiaries to reflect the inaccessibility of the capital reflected in the table below.  

 
Insurance Subsidiaries Indirectly Owned by AmTrust International 

Insurance, Ltd. (“AII”)22 

Statutory Capital  

(in millions) 

   Rochdale Insurance Company (U.S.) $ 58.8 

   AmTrust Insurance Luxembourg, S.A. (Luxembourg)23 $ 7.2 

   AmTrust International Underwriters, Ltd. (Ireland) $ 169.5 

   AmTrust Europe, Ltd. (U.K.) $ 246.3 

   Motors Insurance Corp (U.K.) $ 95.6 

   AmTrust at Lloyd’s Limited (U.K.)24 $ 59.6 

Subtotal of “Double-Pledged” Capital (via AmTrust Equity Solutions) $637.0 

   AII’s (Indirect) % Ownership of AmTrust Equity Solutions 50% 

AII Capital Resulting from Indirect Ownership of Insurance Subsidiaries  $ 318.5 

 

Upon removing the capital held by AII in regulated insurance subsidiaries, which is subject to 

limited accessibility, AII’s available capital as of December 31, 2013 would have been just $97.5 

million instead of the $416.0 million25 amount reported.  

                                                 
21 AmTrust 2013 Form 10-K, page 33. 
22 AII owns 100% of AII Insurance Management, Ltd. which in turn owns 50% of AmTrust Equity Solutions. Per AmTrust’s U.S. 

subsidiaries’ 2013 Schedule Y, Part 1A [Detail of Insurance Holding Company System], AmTrust Equity Solutions owns 100% of 

the entities listed above. 
23 AmTrust Insurance Luxembourg, SA is distinct from the LRCs discussed elsewhere in this letter. 
24 Formerly Sagicor; AmTrust at Lloyd’s Limited’s Statutory Capital was not disclosed, so I estimated it using the tangible equity 

reported in the Company’s purchase price allocation (3q14 Form 10-Q, page 39). 
25 AmTrust’s 2013 Form 10-K, page F-67. 
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Capital Available to AII  Amount (millions) 

  AII Capital, As Reported $ 416.0 

  Less Equity in Affiliates  $ (318.5) 

AII Capital, Adjusted for Equity in Affiliates  $ 97.5 

 

Alarmingly, this limited capital base supported approximately $2.6 billion of gross policy 

liabilities26 that AII assumed from AmTrust’s U.S. subsidiaries (as well as an unknown amount of 

policy liabilities assumed from AmTrust’s U.K. and Irish subsidiaries).  

 

3. Discrepancies with Maiden Tip AII Into Functional Insolvency  

 

As discussed above, AII and Maiden have a reinsurance agreement that results in AII ceding a 

significant portion of its premiums and losses to Maiden. Because Maiden and AmTrust are related 

parties, AmTrust discloses the amounts it cedes to Maiden for premiums earned and losses incurred 

in its related party footnote of its SEC filings. In addition, balance sheet items associated with 

Maiden are parenthetically quantified on AmTrust’s balance sheet as related party.  

 

Similarly, since the AmTrust quota share agreement represents a significant portion of Maiden’s 

business, it discloses income statement and balance sheet items associated with the agreement in its 

segment footnotes. To confirm that these disclosures cover the same business, I verified that 

AmTrust’s earned premiums ceded to Maiden, and Maiden’s earned premiums assumed from 

AmTrust match on a cumulative basis.27 

 

As such, the prepaid reinsurance premiums, reinsurance recoverables, and ceded reinsurance 

premiums payable AmTrust recognizes on its balance sheet should approximately match the 

corresponding amounts Maiden recognizes on its balance sheet for unearned premiums, loss and 

loss adjustment expense reserves, and reinsurance balances receivable, net, respectively. However, 

that is not the case. Instead, there is a substantial discrepancy between the amounts AmTrust 

recognizes as assets and the amounts Maiden recognizes as liabilities. 

  

                                                 
26 AmTrust’s U.S. Subsidiaries’ Schedule F - Part 3, Ceded Reinsurance. 
27 Cumulative premiums earned, ceded from AmTrust and cumulative premiums earned, assumed by Maiden have consistently 

matched over the course of the agreement indicating the companies’ respective disclosures reflect the same business ceded 

(assumed). As of December 31, 2013, AmTrust had reported cumulative earned premiums ceded to Maiden of $3,525.9 million and 

Maiden had reported cumulative earned premiums assumed from AmTrust of $3,520.0 million. 
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AmTrust Assets (Liabilities)28 vs. Maiden’s Corresponding Liabilities (Assets),29 

As of December 31, 2013 

Amount 

(millions) 

  AmTrust Prepaid Reinsurance Premiums (vis-à-vis Maiden) $ 739.7 

  Maiden Unearned Premiums (AmTrust Quota Share Segment) $ 687.4 

Difference $ 52.4 

  AmTrust Reinsurance Recoverables (vis-à-vis Maiden) $ 1,144.2 

  Maiden Loss & LAE Reserves (AmTrust Quota Share Segment) $ 796.0 

Difference $ 348.230 

  AmTrust Ceded Reinsurance Premiums Payable (vis-à-vis Maiden) $ (393.9) 

  Maiden Reinsurance Balances Receivable, Net (AmTrust Quota Share Segment) $ (278.6) 

Difference $ (114.8)31 

Net Difference (across all line items) $ 285.2 

 

Based on publicly available information, it is unclear whether AmTrust overstates its assets vis-à-

vis Maiden or whether Maiden understates its liabilities to AmTrust. However, the discrepancy 

poses a risk to AmTrust and its policyholders either way.  

 

If AmTrust is overstating its assets, then its capital is clearly overstated. If instead Maiden is 

understating its liabilities, AmTrust’s assets may be subject to reduced recovery from Maiden. Since 

AII is the AmTrust subsidiary that directly interacts with Maiden in the reinsurance agreement, any 

overstatement of assets or shortfall from Maiden would directly affect AII.  

 

Interestingly, such discrepancies would not be possible if both AII and Maiden were U.S.-domiciled 

entities because differences would be prevented by statutory requirements such as “General 

Interrogatories, Part 2 - Property and Casualty Interrogatories,” which asks: 

 

10. If the reporting entity has assumed risks from another entity, there should be charged on 

account of such reinsurances a reserve equal to that which the original entity would have 

been required to charge had it retained the risks. Has this been done?32 

 

I believe the discrepancy with Maiden, and the fact that the existing onshore regulatory framework 

in the U.S. would prevent it, demonstrates why this discrepancy should be of significant concern to 

regulators, regardless of AII and Maiden’s domiciles. 

 

The table set forth below adjusts AII’s capital to exclude AII’s equity in affiliates, as discussed 

above, and half of the balance sheet discrepancy AII has with Maiden.  

 
AII’s Capital Position Amount (millions) 

  AII Capital, As Reported $ 416.033 

    Less Equity in Affiliates  $ (318.5) 

    Less 50% of Maiden Discrepancies $ (142.6) 

AII Capital, Adjusted for Equity in Affiliates  $ (45.1) 

                                                 
28 AmTrust’s 2013 Form 10-K, page F-3. 
29 Maiden’s 2013 Form 10-K, pages F-19 and S-5. 
30 Approximately $114.8 million of the $348.2 million difference appears to be the result of differences in how AmTrust and Maiden 

classify paid losses ceded. AmTrust continues to recognize paid losses recoverable from Maiden as reinsurance recoverables, while 

Maiden reclassifies amount owed to AmTrust as a contra-asset within reinsurance balances receivable, net. 
31 As discussed in the footnote immediately above, this appears to be the result of classification differences.  
32 Technology Insurance Company 2013 Annual Statement (Statement Page 16.1). 
33 AmTrust’s 2013 Form 10-K, page F-67. 
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If one adjusts AII’s capital for half of the overstatement of assets34 (or understatement of 

liabilities, as the case may be) related to Maiden and excludes AII’s equity in affiliates, as 

discussed above, AII would have been insolvent since its capital position would have been 

negative $(45.6) million.    

III. 

 

AII’s Potentially Erroneous Disclosures & Accounting Violations 

 

In addition to the concerns expressed above regarding AII’s solvency, I believe AmTrust and AII 

have reporting errors and accounting problems that mislead observers in important ways. As 

explained below, I believe:  

 AII’s capital requirement, as reported in AmTrust’s SEC filings, is understated; 

 AII overstates its profits (and therefore its ability to generate capital); and 

 AmTrust’s SEC filings fail to properly account for intra-company reinsurance arrangements. 

 

1. AII Appears to Understate its Capital Requirement 

 

The capital requirement for AII, which even as reported is quite low as discussed in Point II above, 

appears to have been calculated incorrectly. AmTrust’s 2013 Form 10-K explains: 

 

Bermuda requires Class 3 insurers to maintain a minimum solvency margin equal 

to the greatest of: [1] $1.0 million; [2] 20% of net premiums written up to $6.0 

million plus 15% of net premiums written over $6.0 million; and [3] 15% of loss 

and other insurance reserves.35 

 

Using data from A.M. Best, one can see that AII’s capital requirement seems to be a function of its 

net premiums written capital requirement (20% up to $6.0 million, 15% over $6.0 million).  

 

As shown in the table below. AII’s reported capital requirement appears to understate its true 

capital requirement as of December 31, 2013. Based upon the historical alignment of “Calculated 

Net Premiums Written Capital Requirement” and the “Disclosed Minimum Capital Requirement”, it 

appears AII’s already meager 2.14x coverage of the “Minimum Solvency Margin” December 31, 

2013 is overstated. Instead, AII’s coverage was likely only 1.88x ($416.0 million / $221.3 million). 

 

Year 
Net Premiums 

Written36 

Calculated Net Premiums Written 

Capital Requirement37 

Disclosed Minimum 

Capital Requirement38 
Difference 

2009 $ 364.1 $ 54.9 $ 54.9 $ 0.0 

2010 $ 412.0 $ 62.1 $ 62.1 $ 0.0 

2011 $ 701.4 $ 105.5 $ 105.5 $ 0.0 

2012 $ 934.7 $ 140.5 $ 140.5 $ 0.0 

2013 $ 1,473.5 $ 221.3 $ 194.6 $ 25.7 

                                                 
34 Since it is unclear which party is at fault for the discrepancy, I have assumed half is attributable to each party. 
35 AmTrust 2013 Form 10-K, page 33 (emphasis added). 
36 AII’s 2013 A.M. Best Report; 2009 and 2010 figures also confirmed by AII’s 2010 financial statements.  
37 Calculated based on the formula referenced herein. (20% of NPW up to $6.0 million and 15% of NPW thereafter).  
38 AmTrust Forms 10-K for 2011-2013; 2009 and 2010 capital requirements per AII’s 2010 financial statements. 
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2. AII Overstates Its Income (And Thus Its Ability to Generate Capital To Fund Future 

Obligations) 

 

I believe AII overstates its profitability and thus its ability to generate capital to fund claim 

payments. Specifically, my analysis indicates that AmTrust may have improperly accounted for 

intra-company reinsurance agreements in the Company’s SEC filings and AII’s financial statements 

indicate that it was AII’s improper accounting that resulted in AmTrust over-reporting income. 

As disclosed in AmTrust’s SEC filings, the Company has been a frequent purchaser of Luxembourg 

reinsurance companies (“LRCs”), which are essentially shell companies since all previous 

exposures are novated prior to AmTrust’s purchase. The LRCs are held by AmTrust Holdings 

Luxembourg, SA (“AHL,” previously referred to as “ACHL”),39 a wholly-owned subsidiary of AII.    

Once AmTrust owns the LRCs, it causes them to enter into financial reinsurance arrangements with 

AII. These financial reinsurance arrangements consistently produce losses for AHL (and thus 

income for AII), suggesting that the transactions may not be arms-length. 

Specifically, AII’s income statement 40 reflects a reduction in incurred loss expenses that results 

from the net loss ceded by AII (i.e., ceded loss expenses incurred in excess of ceded premiums 

earned) to AHL.41 Therefore, one would expect AII to report significant losses on its investment in 

AHL which AII accounts for using the equity method. Instead, AII reported income (mostly from 

negative expenses) on its investment in AHL despite AHL’s pure-captive nature and AII ceding 

losses in excess of premiums (or no premiums at all).42 The fact that AII reduces its carrying value 

in AHL for the ceded losses in excess of ceded premiums provides additional proof that AII should 

report a loss on its investment in AHL.   

 

As set forth in the table below, AII’s carrying value of AHL was $29.5 million as of December 31, 

2009. During 2010, AII acquired Euro International Reinsurance, S.A. for $58.3 million, resulting 

in a pro forma beginning balance of $87.8 million. However, AII reported a carrying value of $31.1 

million ($56.7 million decline) as of December 31, 2010, inclusive of the $5.3 million of net income 

which was largely a function of negative expenses.43 Before including the $5.3 million of net 

income, the 2010 carrying value would have been $25.8 million ‒ a $62.0 million decline.  

 

                                                 
39 AmTrust Holdings Ltd, SA (“AHL”, previously known as AmTrust Captive Holdings Ltd, SA, or “ACHL”), a subsidiary of AII 

(Bermuda), holds AmTrust’s direct interest in LRCs. Throughout this letter I use AHL regardless of the date.  
40 AII 2010 Financial Statements, pages 33 and 34. I focus on 2010 because that is the year for which we have the most robust set of 

data. AII’s 2010 Financial Statements (enclosed Exhibit A) were critical to my discovery of AmTrust’s LRC accounting problems. I 

found them via Google and compared them against AII’s 2010 A.M. Best reports (enclosed Exhibit B) to ensure their authenticity. 

Since premiums written, premiums earned, and net loss expenses incurred matched, I was comfortable that the filing was authentic. 

While only AII’s 2010 financial statements were available, my analysis can be applied to subsequent years since A.M. Best reports 

align with the AII financial statements as prepared under U.S. GAAP and A.M. Best reports are available for subsequent years.  
41 Subsequent comments by the AmTrust representatives indicate that premiums are ceded, but are netted against losses.  See 

SunTrust Robinson Humphrey Note: “Reiterate Buy Rating Following Travel with Management,” December 18, 2013 (enclosed 

Exhibit C).  The netting of premiums and losses and AmTrust representatives’ description of the arrangements (as an “aggregate 

treaty” (per December 16, 2013 conference call, enclosed Exhibit D) and as a “stop-loss” (per February 14, 2014 conference call, 

enclosed Exhibit E)) indicate that premiums and losses are netted because the transactions are accounted for as financial reinsurance 

(deposit accounting) and fail to meet risk transfer requirements. 
42 AII 2010 financial statements, page 13 (enclosed Exhibit A). 
43 I suspect the negative expenses were deferred tax liabilities reversals, which are discussed at length in AmTrust’s SEC filings. 
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I highly doubt that it is a mere coincidence that AII ceded to AHL $62.1 million of loss expenses 

incurred in excess of premiums earned ceded.44  

 
Item Amount (millions) 

  AII Carrying Value of AHL as of December 31, 2009 $ 29.5 

  Purchase Price of Euro International Reinsurance, S.A. $ 58.3 

Pro Forma Beginning Balance $ 87.8 

  AII Carrying Value of AHL as of December 31, 2010 $ 31.1 

Decrease (Increase) in Carrying Value $ 56.7 

  Add back AHL’s Net Income $ 5.3 

Implied Change from Operating Results $ 62.0 

Net Losses Ceded to AHL from AII $ 62.1 

Difference $ (0.1) 

 

AII appears to “paper over” this unreported loss, primarily by classifying – I believe improperly – 

capital contributions from its parent company as operating cash flows, rather than financing cash 

flows. For example, AII recognized $16.3 million of equity in earnings from its Irish insurance 

subsidiary, AmTrust International Underwriters, Ltd. (“AIUL”) in its income statement, which is 

confirmed in the cash flow statement and footnote 2.45 However, AII’s balance sheet shows an 

increase in AII’s investment in AIUL of $33.3 million ($110.3 million - $77.0 million).46 As such, 

AII’s carrying value of AIUL was either over-stated as of December 31, 2010 or AII’s parent 

contributed capital to AIUL without receiving an equity interest.  

 

If AII over-stated its investment in AIUL, the problem is self-evident. If instead AII’s parent 

contributed capital to AIUL, then that contribution should have been accounted for as a contribution 

to AII since AII continues to own 100% of the common equity of AIUL. However, this would result 

in an increase in AII’s paid-in capital, rather than retained earnings, thereby rendering AII’s net 

income irreconcilable with its retained earnings.  

 

In this way, I believe AII’s accounting is incorrect and therefore reveals the overstatement of AII’s 

reported net income. In reality, I believe AII generates significant underwriting losses, even with the 

benefit of financial reinsurance transactions with AHL that boost AII’s stand-alone results. For 

instance, the Schedule Y (column 9) filed by AmTrust’s U.S subsidiaries show that from 2010-

2012, AII lost $109.7 million on underwriting, and AHL lost $245.0 million (assumed from AII).47 

Since AII and AHL are captive reinsurers, the Schedule Y amounts should represent the entirety of 

their respective underwriting results.  

 

I am concerned about, and believe regulators should be concerned about, AII’s apparent accounting 

problems because it indicates that observers are being misled about AII’s profitability and, 

therefore, its ability to generate capital to fund future claim payments it owes to AmTrust’s 

Authorized Subsidiaries.  

 

                                                 
44 AII 2010 Financial Statements, Footnotes 2 & 9. 
45 AII 2010 financial statements, pages 6, 8, & 10 (enclosed Exhibit A). 
46 AII 2010 financial statements, page 5 (enclosed Exhibit A). 
47 2010-2012 Technology Insurance Company & Affiliates Combined Annual Statement, Schedule Y, Part 1A, Column 9 (enclosed 

Exhibits J, K, and L). 
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3. AII’s Improper Accounting for AHL Appears to Result in AmTrust Overstating Income and 

Shareholders’ Equity in its SEC Filings  

 

AII’s accounting problems appear to create even more significant accounting problems for its 

parent, AmTrust. As discussed above, AII’s losses incurred and loss reserves benefit from amounts 

ceded to AHL without recognizing the loss. Then, AII appears to “paper over” the losses it cedes to 

AHL by misclassifying capital contributions from its parent.  

However, as the ultimate parent, AmTrust cannot “paper over” unreported losses because it does 

not have a parent company to contribute additional assets. Therefore, the loss expense ceded to 

AHL should be reflected in its consolidated financial statements. As I explain below, that does not 

appear to be the case, which leads me to believe AmTrust’s SEC filings are materially false.  

The tables below compare the net premiums earned and the net loss expenses incurred for AmTrust 

entities and/or groups – AII, AEL, AIUL (Irish subsidiary), and the U.S. group (consolidated U.S. 

subsidiaries) – with the consolidated net premiums earned and net loss expenses incurred, as 

reported in AmTrust’s 10-K. I focus on the net premium earned and net loss expenses incurred to 

avoid consolidation problems given substantial intra-company reinsurance arrangements. 

As the table below demonstrates, the amounts closely approximate what AmTrust reported for these 

income statement items in its 10-K. However, this does not provide a complete picture because AII 

benefitted from transactions with AHL.  

2010 Excluding AHL U.S. Subs48 AEL49 AIUL50 AII51 Subtotal SEC Filings Difference 

Net Premiums Written $ 290.3 $ 95.2 $ 29.7 $ 412.0 $ 827.3 $ 827.2 $ (0.0) 

Net Premiums Earned $ 257.0 $ 67.6 $ 25.5 $ 395.0 $ 745.0 $ 745.7 $ 0.6 

Net Loss & LAE Expense $ 169.7 $ 28.8 $ 27.5 $ 249.5 $ 475.6 $ 471.5 $ (4.1) 
 

Note: Where there were differences between A.M. Best and statutory filings (U.S. Subsidiaries & AEL), I use 

the statutory filing amount. Across all subsidiaries, the difference was less than $5 million for net loss and loss 

adjustment expenses.52  

 

Instead, I believe the correct comparison for AFSI’s SEC filing disclosures would incorporate the 

losses ceded to AHL, which I show below, because AHL and its subsidiaries are wholly-owned 

subsidiaries of AmTrust.  

 
2010 Including AHL U.S. Subs AEL AIUL AII AHL53 Subtotal SEC Filings Difference 

Net Premiums Written $ 290.3 $ 95.2 $ 29.7 $ 412.0 $ 0.0 $ 827.3 $ 827.2 $ (0.0) 

Net Premiums Earned $ 257.0 $ 67.6 $ 25.5 $ 395.0 $ 0.0 $ 745.0 $ 745.7 $ 0.6 

Net Loss & LAE Expense $ 169.7 $ 28.8 $ 27.5 $ 249.5 $ 62.1 $ 537.7 $ 471.5 $ (66.2) 

 

                                                 
48 Technology Insurance Company & Affiliates Combined Annual Statement, Statement of Income (enclosed Exhibit M) and 

AmTrust Group 2010 A.M. Best Report (enclosed Exhibit N). 
49 AEL 2010 A.M. Best Report (enclosed Exhibit O) and AmTrust Europe, Ltd. 2010 Financial Statements (enclosed Exhibit F). 
50 AIUL 2010 A.M. Best Report (enclosed Exhibit P) and AmTrust International Underwriters, Ltd. 2010 Financial Statements 

(enclosed Exhibit G). 
51 AII 2010 Financial Statements, pages 6 & 34 (enclosed Exhibit A) and AII 2010 A.M. Best Report (enclosed Exhibit B). 
52 To translate AEL and AIUL’s financial statements from their respective local currencies to USD, I use the foreign exchange rates 

provided in the subsidiaries’ respective A.M. Best reports. 
53 U.S. Subsidiaries’ 2010 Schedule Y (enclosed Exhibit J) & AII 2010 Financial Statements (enclosed Exhibit A). 
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I believe this second table is the more appropriate comparison for AmTrust’s SEC filings because 

all majority-owned subsidiaries should be consolidated and all intra-company transactions should be 

eliminated. Instead, AmTrust appears to reflect only the favorable side of the AII-AHL transactions 

(AII’s net gain) while ignoring the unfavorable side of the transactions (AHL’s net loss). For 

perspective, AFSI’s reported pre-tax income was $171.4 million (restated) in 2010.54 As such, a 

$62.1 million potential misstatement would be quite significant. 

The obvious question is: “Are U.S. GAAP rules for loss and loss adjustment expenses the same as 

they are for A.M. Best and statutory filing purposes?” 

My understanding is that they are.   

A.M. Best uses statutory filing data to prepare reports55 and, as noted above, I used the financial 

statements as filed with local regulators where there were any differences. For AIUL and AEL, this 

meant using financial statements as prepared in accordance with U.K. GAAP which closely 

approximates U.S. GAAP with regard to loss and loss adjustment expenses.56 In the case of AII, the 

A.M. Best report, which reflects local statutory accounting, lined up perfectly with AII’s 2010 

financial statements which were prepared in accordance with U.S. GAAP.  

Further, any differences in reserves (and implicitly any differences between loss and loss 

adjustment expenses) between U.S. GAAP57 and SAP are required to be disclosed and reconciled in 

SEC filings.58 AmTrust’s Form 10-K does not provide any such reconciliation, and from 2010 

through 2012, AmTrust’s gross reserves for workers’ compensation policies were the same in its 

Form 10-K and its combined statutory filings.59 As such, I believe it is reasonable to infer that the 

Company’s accounting policies are the same for SAP and U.S. GAAP purposes which makes the 

discrepancy in the table above (“2010 Including AHL”) all the more concerning.60 .   

 

By contrast, Meadowbrook Insurance Group, Inc. (“Meadowbrook”) provided the following 

reconciliation of U.S. GAAP Equity and Statutory Consolidated Surplus,61 which shows no 

adjustment for differences between U.S. GAAP and SAP reserves, indicating they are the same. 

 

                                                 
54 AmTrust 2013 Form 10-K, page 59. 
55 http://www.ambest.com/sales/AMBdata.pdf. 
56 U.K. GAAP recognizes equalization reserves, but only in minor amounts and I removed the impact of U.K. equalization reserves 

for the comparison discussed above (to align with U.S. GAAP).  
57 Differences between U.S. and U.K. GAAP for insurance companies appear to be minor. 
58 SEC Industry Guideline 6: https://www.sec.gov/about/forms/industryguides.pdf. 
59 Technology Insurance Company & Affiliates Combined Annual Statement, Schedule P, Part 1D; AmTrust 2010-2012 Form 10-K. 

In 2013, AmTrust’s workers’ compensation reserves under SAP diverged from its U.S. GAAP reserves without explanation.  
60 AmTrust’s 2013 Form 10-K notes that “All significant intercompany transactions and accounts have been eliminated in the 

consolidated financial statements” (page F-10) and, in reference to LRCs specifically “The effects of these intercompany reinsurance 

agreements are appropriately eliminated in consolidation” (page F-34) which leads me to suspect they have used “significant” 

liberally to avoid reflecting the losses ceded to AHL in their reports to investors. Other market participants, including A.M. Best (per 

August 2013 phone call) rely on SEC filings for certain measures, thus making them relevant for insurance regulators. 
61 Meadowbrook Insurance Group, Inc. 2013 Form 10-K, page 41. 

http://www.ambest.com/sales/AMBdata.pdf
https://www.sec.gov/about/forms/industryguides.pdf
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In summary, AII does not appear to reflect those losses in its equity in earnings of AHL, though it 

does appear to reflect the losses in its carrying value of AHL but seems to obfuscate the error by 

misclassifying capital contributions. AmTrust appears to exclude the net losses of the LRCs from 

investor reports filed with the SEC. However, AmTrust does not appear to reflect the losses in its 

balance sheet (else its financial statements would not tie-out).  

 

The table below provides the amount of net losses AII ceded to AHL which I believe AmTrust has 

failed to reflect in its SEC filings.62  

 

Year 
Net Losses Ceded 

to LRCs 
Source 

2009 $ (31.9) AII 2010 Financial Statements 

2010 $ (62.1) AII 2010 Financial Statements 

2011 $ (96.1) AmTrust’s U.S. Subsidiaries’ Schedule Y 

2012 $ (86.9) AmTrust’s U.S. Subsidiaries’ Schedule Y 

2013 $ (97.6) AHL 2013 Financial Statements63 

Cumulative $ (374.6) Calculation 

 

AmTrust’s Luxembourg filings64 approximately confirm this amount, as set forth below. 

 
AHL (2013) Amount (in millions) 

  Market Value of Luxembourg Captives $ 671.9 

  Cumulative Cost of Acquisitions $ 993.0 

Cumulative Impairments $ (321.2) 

Adjustment Factor 90%65 

Est. Cumulative Net Losses Ceded to LRCs $ (356.8) 

                                                 
62 2010-2012 Technology Insurance Company & Affiliates Combined Annual Statement, Schedule Y, Part 1A, Column 9 (enclosed 

Exhibits J, K, and L). 
63 $97.6 million = $87.9 million of write-downs / 90% valuation factor for equalization reserves. AmTrust’s disclosures with respect 

to net losses ceded to LRCs in 2013 have been inconsistent. However, the CEO’s 4q13 earnings call comments and AHL’s filings 

corroborate one another, so I believe they are more reliable than the Schedule Y in 2013. 
64 AHL 2013 Annual Filing, Footnote 3 (enclosed Exhibit H). 
65 AHL’s 2013 Annual Filing. AHL uses the cost method for LRCs. AHL’s investment in LRCs is then impaired when the “market 

value,” which is calculated as net equity (Luxembourg GAAP) plus 90% of the remaining equalization reserves, is less than cost. As 

such, impairments only reflect 90% of the losses incurred and should be “grossed-up” to estimate the losses ceded.  
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I believe these disclosures corroborate one another and make clear that AmTrust has failed to 

report loss expenses in its SEC filings in significant amounts, particularly compared to the 

Company’s $669.3 million tangible book value.66  

 

IV. 

 

AII’s Functional Insolvency Poses Great Risk to European Policyholders 

 

I believe AII’s financial condition should be of particular interest to the Prudential Regulation 

Authority (“PRA”) due to AEL’s dependence upon reinsurance agreements with AII. Furthermore, 

my analysis of AII’s 2013 financial statements, as reported in AII’s 2013 A.M. Best report67 and 

recreated below, indicates that AII has almost zero liquid assets that are not already pledged as 

collateral for agreements other than those benefitting AEL.68  

 

Regardless of where or whether any collateral may be pledged, I find it notable that AII’s “Invested 

Assets” are significantly below its “Total Policy Reserves,” ($1,247.2 million vs. $1,821.7 million; 

highlighted orange in the table below) which indicates AII is likely to struggle to meet its 

obligations as they come due. I believe this is largely because AII’s “Equity in Unconsolidated 

Subsidiaries” – illiquid assets with limited ability to dividend capital to AII, as discussed above – is 

greater than its equity ($820.6 million vs. $445.6 million; highlighted in yellow in the table below). 

  

AII’s 2013 A.M. Best Report Amount 

    Cash & Equivalents $ 186.2 

    Long Term Fixed Maturity Investments $ 973.6 

    Equity Investments $ 87.4 

  Invested Assets $ 1,247.2 

  Receivables $ 798.3 

  Equity in Unconsolidated Subsidiaries $ 820.6 

  Other Assets $ 220.0 

Total Assets $ 3,086.1 
  

    Property & Casualty Reserves $ 1,083.6 

    Unearned Premium Reserves $ 738.1 

  Total Policy Reserves $ 1,821.7 

  Debt & Notes Payable $ (0.5) 

  Other Liabilities $ 819.4 

Total Liabilities $ 2,640.5 
  

Total Equity $ 445.0 

 

While AII’s ability to meet its obligations to other AmTrust subsidiaries is dubious, I believe its 

ability to meet its obligations to AEL specifically is especially unlikely because substantially all of 

AII’s liquid assets are already pledged to AmTrust’s U.S. subsidiaries.  

 

                                                 
66 AmTrust 2013 Form 10-K. Tangible book includes Deferred Acquisition Costs and Prepaid Expenses that would be non-admitted 

assets under SAP. I use the December 31, 2013 figure to remain consistent with the annual data referenced in this section. 
67 Enclosed Exhibit Q. 
68 Directive 2005/68/EC. 
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First, consider AII’s receivables of $798.3 million. This amount corresponds almost perfectly with 

the amount disclosed in AmTrust’s U.S. subsidiaries’ combined statement as “Funds Held by 

Company under Reinsurance Treaties,”69 which are withheld so that the U.S. subsidiaries can 

receive “credit for reinsurance.” As such, this asset is already pledged as security to AmTrust’s U.S. 

subsidiaries.   

 

Second, consider AII’s $1,247.2 million of invested assets. The equity investments appear to be 

AII’s stake in National General Holdings Corp. (“National General”)70, a publicly traded insurance 

company controlled by the Karfunkels. Due to the companies’ common controlling shareholders 

and greater than 10% stake71, this asset is somewhat illiquid. With that said, AII’s equity 

investments are a relatively small part of AII’s invested assets.  

 

More concerning for AEL is the fact that the remaining $1,159.8 million of invested assets at AII 

are substantially all subject to some type of priority claim, as set forth in the table below.  

 

Item Amount (millions) 

Invested Assets $ 1,159.8 

  Estimated Assets in Reg. 114 Trusts for U.S. Subsidiaries $ (697.3) 

  Maiden Collateral Loan $ (168.0) 

  Estimated Securities Sold Under Agreements to Repurchase $ (293.2) 

Unpledged Liquid Assets $ 1.3 

 

I estimate that AII has approximately $697.3 million of assets in Reg. 114 trusts for the benefit of 

AmTrust’s U.S. subsidiaries based on Technology Insurance Company & Affiliates’ Combined 

Annual Statement and disclosures in AmTrust’s SEC filings. Specifically, the U.S. subsidiaries 

report “Trust Funds and Other Allowed Offset Items” of $1,795.7 million,72 approximately $1,097.4 

million of which was provided by Maiden,73 leaving approximately $697.3 million to be provided 

by AII. 

 

AmTrust’s SEC filing also describe a “collateral loan” of $168.0 million from Maiden to AII which 

is used to secure Maiden’s proportion of the quota share for policies written by AmTrust’s U.S. 

subsidiaries.74  

 

AmTrust’s SEC filings indicate the Company had $172.8 million and $347.6 million as of 

December 31, 2009 and 2010, 75 respectively, of “Securities Sold under Agreements to 

Repurchase.” AII’s 2010 Financial Statements report the same amounts,76 indicating that this repo 

financing was done entirely at AII. As such, I suspect the vast majority, if not all, of AmTrust’s 

$293.2 million77 of repo financing was done at AII. 

                                                 
69 Technology Insurance Company & Affiliates Combined Annual Statement, Schedule F, Part 5. 
70 AmTrust 2013 Form 10-K. “Equity investment in unconsolidated subsidiaries – related parties” was reported as $89.756 million 

(slight difference). AmTrust had only $15.148 million of “Equity Securities” otherwise.  
71 AmTrust 3q14 Form 10-Q, page 19 (13.2%). 
72 Technology Insurance Company & Affiliates Combined Annual Statement, Schedule F, Part 5. 
73 AmTrust 2013 Form 10-K, page F-50. 
74 AmTrust 2013 Form 10-K, page F-49. 
75 AmTrust 2010 Form 10-K, page F-3. 
76 AII’s 2010 Financial Statements, page 5. 
77 AmTrust 2013 Form 10-K, page F-3. 



Mr. Chris Moulder  

Page 17 of 30    

 

 

 

 

In light of AII’s seeming inability to meet its obligations to AEL and AEL’s significant 

dependence on reinsurance from AII, I believe AEL is also functionally insolvent since its 

reinsurance assets vis-à-vis AII78 likely exceed its reported equity of $246.3 million.79  

 

Therefore, I urge you to investigate AEL’s reinsurance agreements with AII, consider 

requiring AEL secure its reinsurance assets vis-à-vis AII with collateral, or, should you deem 

it appropriate, refer the case to the Financial Services Compensation Scheme.80  

 

V. 

 

Risk to Lloyd’s Central Fund 

 

The Prudential Regulation Authority may also be interested in the risk that I believe AmTrust poses 

to the Lloyd’s Central Fund. As discussed immediately below, I believe: 

 

 AmTrust managed syndicates are highly dependent upon unsecured letters of credit; 

 AmTrust is likely to breach covenants of its credit facility, thereby triggering a full 

collateralization event; 

 AmTrust would likely struggle to collateralize this facility should the need arise; and 

 The Lloyd’s Central Fund may face losses for a shortfall at AmTrust.  

 

1. AmTrust Managed Syndicates Are Highly Depend Upon Unsecured Letters of Credit 

 

As a result of AmTrust’s December 2013 acquisition of Sagicor’s Lloyd’s operations, AmTrust 

became the managing agent and sole capital provider for Syndicate 1206 and Syndicate 44. 

AmTrust is also a member of Syndicate 2526. As of December 31, 2013, the member’s balances for 

Syndicates 1206, 44, and 2526 (collectively, the “AmTrust Syndicates”) was negative £47.8 million 

(negative £90.3 million excluding deferred acquisition costs).81  

 

The combined capital position of AmTrust Corporate Member, Ltd., AmTrust Corporate Member 

Two, Ltd., and AmTrust Corporate Capital, Ltd. (the capital providers for Syndicates 1206, 44, and 

2526, respectively) was only slightly better at negative £24.5 million (negative £62.5 million 

excluding DAC).82 As such, these entities can provide only a modest amount of Funds at Lloyd’s 

required by the AmTrust Syndicates. 

 

To fill the sizeable gap between the AmTrust Members’ capital position and their respective Funds 

at Lloyd’s requirements, AmTrust utilizes letters of credit pursuant to a credit facility with ING 

                                                 
78 Details of AEL’s reinsurance assets vis-à-vis AII are not specifically available. However, as of December 31, 2010, AEL’s 

reinsurance assets vis-à-vis AII were approximately $95.9 million (AII 2010 Financial Statements), and AEL’s reinsurance assets 

have more than tripled (AEL 2010 and 2013 Financial Statements). In addition, AEL’s third party reinsurance agreement for Italian 

Med Mal was in effect at December 31, 2010 but was commuted in 2012, thus likely increasing the proportion of AEL’s reinsurance 

assets that AII represents.  
79 AmTrust 2013 Form 10-K, page F-67. 
80 http://www.fscs.org.uk/what-we-cover/search-for-companies-in-default/default-policy/ 
81 Syndicate 1206, 44, and 2526 Annual Accounts for 2013. 
82 AmTrust Corporate Capital, Ltd., AmTrust Corporate Capital Two, Ltd., and AmTrust Corporate Capital, Ltd. Annual Financial 

Statements for 2013.  

http://www.fscs.org.uk/what-we-cover/search-for-companies-in-default/default-policy/
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Bank, N.V. (the “ING Facility”). As of December 31, 2013, AmTrust had letters of credit 

outstanding of approximately £194.3 million ($322.6 million) under this facility. 

 

2. Likely Covenant Breaches Would Trigger Full Collateralization Event 

 

While AmTrust’s letters of credit may satisfy its Funds at Lloyd’s obligations currently, I believe 

AmTrust is at risk of losing access to the ING Facility letters of credit due to possible breaches of 

covenants in the credit agreement.  

 

Among the covenants included in the ING Facility are requirements to maintain a consolidated 

fixed charge coverage ratio of 4.0 to 1.0 and a minimum consolidated surplus of $1,511 million plus 

50% of the consolidated net income (in accordance with SAP) of the guarantor (AmTrust Financial 

Services, Inc.) and its subsidiaries beginning with the fiscal year ending December 31, 2014.83  

 

While all of the data needed to calculate whether AmTrust is in compliance with these covenants is 

not publicly available, I suspect AmTrust is at risk of failing both of these covenants. With respect 

to the fixed charge coverage ratio, I suspect the Company may be using dividends available from its 

regulated insurance companies rather than dividends available to the guarantor, as required in the 

credit agreement. In addition, I question whether AmTrust is including EBITDA from related party 

transactions – in violation of the credit agreement – in its calculation of the numerator. Based on 

AmTrust’s segment level reporting, it appears that these related party transactions contribute the 

majority of AmTrust’s service and fee profits. Finally, if stock repurchases are included in the 

definition of shareholder distributions, AmTrust’s denominator will have increased significantly 

after the Company’s aggressive repurchase activity in September 2014.84 

 

With respect to AmTrust’s consolidated statutory surplus requirement, I suspect the Company may 

not be fully eliminating intra-company balances, such as AII’s equity in affiliates which I discussed 

in Point II. The primary reason I suspect this is because AmTrust’s CFO appears to be confused on 

the subject. When asked on the 3q14 earnings call about AmTrust’s consolidated statutory surplus, 

the Company’s CFO referred to a “combined” surplus of $2.2 billion as of September 30, 2014 as 

compared $1.7 billion as of December 31, 2013. 

 

Ron Pipoly: The statutory capital and surplus of our insurance subsidiaries as of September 

30 totaled $2.2 billion, which compares to $1.7 billion at December 31, 2013. 

… 

Question – Randy Binner: There was a lot of good stuff covered there, so I just wanted to 

review some of the numbers as a starting point. Ron, did you say that there was -- you 

quoted $2.2 billion of consolidated statutory surplus. Is that the right number and is that just 

for the US subs? 

Answer – Ron Pipoly: Hi, Randy. The combined surplus of all of our insurance 

subsidiaries, not just the US, but the international subsidiaries, is $2.2 billion, yes.  

                                                 
83 http://www.sec.gov/Archives/edgar/data/1365555/000136555514000231/exhibit101.htm 
84 AmTrust 3q14 Form 10-Q, page 73. 

http://www.sec.gov/Archives/edgar/data/1365555/000136555514000231/exhibit101.htm
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However, AmTrust did not have $1.7 billion of consolidated statutory surplus at year end – that is 

the sum of the surplus amounts in its subsidiaries before eliminating intra-company balances like 

the ones at AII discussed in Point II and as set forth in the table below.  

 
 

The data necessary to estimate total intra-company eliminations is not publicly available. However, 

as discussed in Point II, I estimate that eliminating AII’s equity in affiliates of regulated insurance 

subsidiaries was approximately $318.5 million as of December 31, 2013. Therefore, I believe 

AmTrust’s consolidated statutory surplus is currently well below $2.2 billion and may be below the 

covenant required by the ING Facility. 

 

Furthermore, adjusting the $1,717.6 million figure for just AII’s equity in affiliates of regulated 

insurance subsidiaries would have left AmTrust with $1,399.1 million, at most, and AmTrust would 

therefore have been in breach of this covenant on December 31, 2013.  

3. Fully Collateralizing ING Facility Appears Implausible; Lloyd’s Central Fund At Risk 

 

Should I be proven correct that AmTrust is or will soon be in breach of the covenants in its ING 

Facility, AmTrust would be required to increase its collateralization of the letters of credit 

outstanding under its ING Facility from 40% to 100% within one banking day.  

 

I doubt the Company could achieve this feat because substantially all of the Company’s pledgeable 

assets are held by AmTrust’s Authorized Subsidiaries, which are subject to dividend restrictions and 

capital requirements. In addition, AmTrust’s holding company and AII, the obligors of the ING 

Facility outside of AmTrust’s Corporate Members, appear to have very little in the way of 

unpledged assets,85 so a covenant breach could prompt ING to withdraw its letters of credit on short 

                                                 
85 AII discussed in Point IV; AmTrust holding company: AmTrust 2013 Form 10-K, page S-2. 
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notice. In this way, AmTrust’s funds at Lloyd’s may prove to be illusive and leave Lloyd’s Central 

Fund the bill associated with fulfilling AmTrust’s obligations to policyholders. 

 

VI. 

 

Classic Warning Signs of a Troubled Insurer 

 

In addition to the significant risks to AmTrust policyholders that I describe above, above, I believe 

there are several additional warning signs that suggest AmTrust is heading down a path that could 

lead to financial disaster. A.M. Best’s annual “Impairment Review”86 identifies the leading causes 

of insolvency among property and casualty insurers as: insufficient reserves, rapid growth, affiliate 

problems, alleged fraud, catastrophe losses, overstated assets, significant change in business and 

reinsurance failure, as set forth in the figure below. 

 

 
 

In Points II and III, above, I discussed what I believe are AmTrust’s possible affiliate problems (i.e., 

AII), potential fraud (i.e., AII’s accounting regarding Luxembourg), and the potential for the 

primary reinsurer of AmTrust’s Authorized Subsidiaries (again, AII) to fail. Below, I discuss why I 

believe AmTrust is under-reserved, is growing too rapidly, and files reports with the SEC that are 

inconsistent with one another. In addition, I discuss my view that AmTrust is investing in dubious 

assets in the form of life settlement contracts and is rife with potential conflicts of interest. In short, 

AmTrust is, in my opinion, plagued by many of the primary causes of insolvency among property 

and casualty insurers.  

 

  

                                                 
86“A.M. Best Special Report: Pace of P/C Impairments Slowed in 2012”, page 14 (enclosed Exhibit I).  
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1. Insufficient Reserves for Future Claims at AmTrust  

 

AmTrust’s has a history of under-reserving for future claims that has resulted in meaningful adverse 

development charges taken in subsequent years. In fact, it has recognized adverse development 

charges in each of the last four years.87 However, the impact of these charges has been muted by the 

Company’s rapid premium growth and continued practice of using aggressive loss picks – so far. I 

believe the Company’s reserve deficiency is too great to ignore though, and I expect it to result in 

serious problems in the future. 

  

AmTrust’s reserve deficiency can be seen by converting the Company’s calendar year loss 

triangles, as presented in its most recent Form 10-K,88 into accident year results. Upon doing so, it 

becomes clear that accident years 2008 and 2009 are significantly under-reserved because the 

Company has already paid claims in excess of the Company’s revised estimate of ultimate claim 

payments for those accident years, implying negative remaining reserves – an “accounting 

impossibility.  

 

 
 

I believe AmTrust is under-reserved for other accident years as well, but chose to focus on these 

accident years because I believe it is the clearest demonstration that the Company has under-

estimated its liabilities for claims.   

 

2. Rapid Growth in a Soft Market 

 

As noted by A.M. Best, rapid growth of a property and casualty insurer can often lead to problems. 

One does not have to look back very far to see that this is the case, as several commercial insurance 

companies that grew rapidly in from 2008 to 2012 have stumbled recently, including Tower, 

Meadowbrook, and QBE Insurance.89   

                                                 
87 AmTrust 2012 and 2013 Forms 10-K, Schedule VI. Statutory filings indicate gross adverse development charges that are 

meaningfully higher than those reported in the Company’s Forms 10-K. For example, 2012 gross adverse development was reported 

as $26.6 million. However, the Company’s consolidated U.S. statutory filing showed $129.8 million of gross adverse development. 

AEL also reported adverse development, and AIUL’s gross reserve balance was not large enough to bridge the discrepancy, even if 

the entire reserve had been reversed (a highly implausible scenario). I suspect that the explanation (however incompatible with 

accounting rules), relates to reinsurance agreements between LRCs and AII such as the “aggregate stop loss” treaty mentioned on 

their 4q13 earnings call and the Company’s apparent failure to fully eliminate intra-company transactions in their consolidated 

financial statements. 
88 AmTrust 2013 Form 10-K, pages 19 and 20.  
89 See “Top 5 Reserve Boosts in 2013; Fitch Reveals Carriers with Unfavorable Development” at: 

http://www.carriermanagement.com/news/2014/01/26/118088.htm. 

http://www.carriermanagement.com/news/2014/01/26/118088.htm
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As the table below demonstrates, in the past several years, AmTrust has grown as quickly as, or 

more quickly than, peers that write the same lines of business (primarily workers’ compensation and 

commercial auto liability).    
 

 
Note: Tower’s 2009 net premiums written growth is largely attributable to a merger. 

 

AmTrust, Tower, and Meadowbrook also seem to have shared an aggressive reserving philosophy, 

as evidenced by their similarly low initial loss picks, despite the weak rates from 2008 to 2012. 

Please note that AmTrust used initial loss picks that were, on average, essentially in-line with 

Tower and Meadowbrook indicating AmTrust is similarly exposed to adverse development 

resulting from rapid growth in the soft market. 

 

 
Sources: Companies’ respective Form 10-Ks. 

 

However, the table below demonstrates that in recent years, unlike their quite similar peers Tower 

and Meadowbrook, AmTrust has somehow avoided taking large reserve charges for prior years 

when they grew at a time of loose industry underwriting – for now.  

 

 
 

I believe the above tables provide recent examples that validate A.M. Best’s warning about the risks 

associated with rapid growth in a soft market, and Tower and Meadowbrook have suffered the 

consequences of loose underwriting and aggressive reserving during a soft market.  

 

I believe they also show that AmTrust was (and continues to be) similarly aggressive in growing 

premiums and estimating losses.  In a competitive, regulated industry such as commercial 

Gross Premiums Written 2008 2009 2010 2011 2012 CAGR 2008-2012

Tower 21.1% 68.7% 39.8% 21.0% 8.8% 25.5%

Meadowbrook 32.1% 50.5% 16.4% 12.7% 18.0% 22.8%

Average of Tower & Meadowbrook 26.6% 59.6% 28.1% 16.9% 13.4% 24.1%

AmTrust 32.3% 8.0% 30.2% 37.8% 27.8% 24.1%

Net Premiums Written 2008 2009 2010 2011 2012 CAGR 2008-2012

Tower 32.7% 157.6% 48.3% 24.7% 6.2% 32.8%

Meadowbrook 33.9% 54.6% 19.6% 11.9% 2.7% 16.4%

Average of Tower & Meadowbrook 33.3% 106.1% 33.9% 18.3% 4.4% 24.6%

AmTrust 32.2% 16.0% 28.6% 54.3% 29.1% 29.7%

Year over Year Growth Rate

Initial Loss Pick for Accident Year 2007 2008 2009 2010 2011 2012 Average

Tower 55.8% 54.6% 55.9% 56.0% 58.6% 61.9% 57.1%

Meadowbrook 58.9% 62.1% 62.2% 65.3% 65.3% 69.3% 63.9%

Average of Tower & Meadowbrook 57.3% 58.3% 59.1% 60.6% 61.9% 65.6% 60.5%

AmTrust 61.9% 54.4% 58.0% 62.2% 64.2% 64.1% 60.8%

AmTrust vs. Average 4.5% -3.9% -1.1% 1.5% 2.3% -1.5% 0.3%

Calendar Year Adverse Development 

(as a % of Net Premiums Earned)
2011 2012 2013

Tower 2.4% 5.1% 35.2%

Meadowbrook 1.0% 10.0% 9.8%

Average of Tower & Meadowbrook 1.7% 7.6% 22.5%

AmTrust 1.2% 0.9% 1.4%

AmTrust vs. Average -0.5% -6.7% -21.2%
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insurance, it is highly unlikely that AmTrust can avoid a similar fate.  As a result, AmTrust appears 

to be at risk for significant reserve charges in the near future.  

 

Finally, I believe this corroborates the “Insufficient Reserves” section above – AmTrust’s 

increasingly severe under-reserving seems to be the only way it can avoid recognizing significant 

adverse development along the lines of Meadowbrook and Tower.  

 

3. Inconsistent Financial Reporting  

 

As discussed above, I am concerned about the substantial and increasing discrepancies between 

AmTrust’s reinsurance recoverables and prepaid reinsurance premiums vis-a-vis Maiden, relative to 

the corresponding liabilities Maiden recognizes.  However, that is not the only area where 

AmTrust’s numbers do not add up.  

 

The table below compares various data points AmTrust disclosed in Form 8-Ks announcing 

quarterly results to the same items reported in the Company’s corresponding Form 10-K or 10-Q.  

One can see that there is a distinct pattern of irreconcilable discrepancies.   

 

 
 

The Company has not provided any explanatory notes in its SEC filings, and differences are not 

attributable to purchase price allocation changes, since goodwill and intangibles have not been the 

source of such discrepancies.  By contrast, a review of AmTrust’s peer entities did not reveal any 

such discrepancies in line items that were not re-stated or detailed in an explanatory note.90  

                                                 
90 I did the same exercise for Meadowbrook and found only one difference over the same period. Subsequent to Meadowbrook’s 

2q13 earnings report, they were downgraded by A.M. Best which prompted them to write-off goodwill in their Form 10-Q. This 

difference was announced in a separate Form 8-K prior to their filing of the related Form 10-Q. 
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I believe the discrepancies between AmTrust filings and those of related party Maiden, as well 

as the internal discrepancies between AmTrust’s announced financials and its own filings, 

raise serious questions about the integrity of AmTrust’s financial reporting. 

 

4. Investments in Dubious Life Settlement Contracts 

 

As of December 31, 2013, AmTrust had investments in life settlement contracts that it carried at 

approximately $116.5 million (net of non-controlling interest) through a series of joint ventures 

with related party National General.  

 

A life settlement contract is a contract between the owner of a life insurance policy and a third party 

investor who does not have an insurable interest in the underlying insured. In a life settlement 

contract, the investor pays a premium to the cash surrender value (or the seller would simply 

redeem it with the issuer of the policy) and agrees to pay the premiums required to keep the policy 

in-force. In exchange, the investor will receive the death benefits of the policy when the underlying 

insured passes away. Life settlement contracts were criticized in a GAO report91 as well as a related 

SEC report92 and have been a frequent area of malfeasance, as discussed in the SEC report.93 

 

While the asset class may have problems, my primary concern with respect to AmTrust’s 

investment in life settlement contracts is the way the Company values these highly convex 

instruments. I believe that AmTrust’s discount rate of 7.5% is unrealistically low. In comparison, 

for example, Imperial Holdings Inc. uses a discount rate of 19.14%.94 

 

5. Potential Conflicts of Interest with Closely Affiliated Entities 

 

I believe many of the problems discussed throughout this letter are manifestations of the myriad 

potential conflicts of interest between AmTrust and related parties controlled by the Karfunkel 

family.  

 

For instance, Barry Zyskind serves as President and CEO of AmTrust, as Chairman of Maiden, and 

as a director of National General. Barry’s father-in-law, Michael Karfunkel, is the Chairman of 

AmTrust as well as the President, CEO and Chairman of National General. Michael’s brother, 

George Karfunkel, is a Director of AmTrust. Zyskind, Michael Karfunkel, and George Karfunkel 

comprise the executive committee of AmTrust. Additionally, George’s son-in-law, Yehuda 

Neuberger serves as a director of Maiden, and Michael Karfunkel’s son, Barry Karfunkel, serves as 

a director of National General. 

 

  

                                                 
91 See Life Insurance Settlements, Regulatory Inconsistencies May Pose a Number of Challenges, at 

http://www.gao.gov/products/GAO-10-775. 
92 See Life Settlements Task Force, Staff Report to the United States Securities and Exchange Commission at 

http://www.sec.gov/news/studies/2010/lifesettlements-report.pdf. 
93 For example, Mutual Benefits Corp misrepresented life expectancies to inflate returns (page 30 of SEC report). 
94 Imperial Holdings, Inc. Form 10-K, page 1. 

http://www.gao.gov/products/GAO-10-775
http://www.sec.gov/news/studies/2010/lifesettlements-report.pdf
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AmTrust Maiden 

National 

General 
ACP  Re 

Relationship with 

Michael Karfunkel 

Barry Zyskind CEO Chairman Director 
Spouse of 

Beneficiary 
Son-in-law 

Michael Karfunkel Chairman 
8.4% 

Owner 

Chairman 

& CEO 

Grantor of 

99% Owner 
N/A 

George Karfunkel Director 
8.3% 

Owner  
N / A Brother 

2005 MK GRAT /  

Leah Karfunkel 

Largest Single 

Holder (13.4%) 
N / A 

35.3% 

Owner 
99% Owner 

Wife (Zyskind’s wife 

is a beneficiary) 

Barry Karfunkel N / A N / A Director N / A95 Son 

Yehuda Neuberger N / A Director 
  

Nephew 

 

The dizzying overlap of directorships and family control of multiple entities is especially 

concerning in light of the multitude of related party transactions among AmTrust, Maiden, and 

National General. As Bentzion Turin, former General Counsel to Maiden, can attest, these conflicts 

have real world implications ‒ Zyskind promptly dismissed Turin in December 2008 when Turin 

raised concerns about potential conflicts of interest related to a contemplated acquisition.96  

 

I believe a number of the related party transactions among AmTrust, National General, Maiden, and 

ACP Re deserve scrutiny. One significant example is the quota share agreement between AmTrust 

and Maiden referenced above.   

 

Another aspect of this agreement that I believe deserves review relates to disclosures to U.S. 

regulators. Question 7.1 of “General Interrogatories - Part 2” asks whether the entity has a quota 

share reinsurance agreement with certain features including a loss ratio cap or loss corridor, among 

others. AmTrust’s U.S. subsidiaries do not have agreements with these features (per their response), 

but AmTrust’s SEC filings indicate that AII’s agreement with Maiden is subject to a loss corridor.97  

Therefore, insurance regulators appear to be receiving only part of the story.  

 

In addition to the conflicts of interest among publicly traded entities discussed above, I have 

concerns about AmTrust and its affiliates’ transactions with private companies the Karfunkels own. 

A prime example is ACP Re, a private company owned by the Michael Karfunkel 2005 GRAT 

whose primary beneficiaries include AmTrust CEO Barry Zyskind’s wife. As such, transactions 

between AmTrust and ACP Re might be structured in ways that benefit ACP Re at the expense of 

policyholders or other interested parties. However, the more immediate threat that ACP Re poses to 

AmTrust relates to its stake in AmTrust and a series of reinsurance transactions associated with 

ACP Re’s acquisition of Tower, which I discuss further in Point VII below. 

  

                                                 
95 Possible beneficiary of the 2005 MK GRAT, which owns 99% of ACP Re. 
96 http://www.oalj.dol.gov/PUBLIC/ARB/DECISIONS/ARB_DECISIONS/SOX/11_062.SOXP.PDF  
97 Maiden 2013 Form 10-K, page F-36. 

http://www.oalj.dol.gov/PUBLIC/ARB/DECISIONS/ARB_DECISIONS/SOX/11_062.SOXP.PDF


Mr. Chris Moulder  

Page 26 of 30    

 

 

 

VII. 

Parallels to Troubled Tower Group 

 

My careful examination of property and casualty insurance companies has produced only two other 

insurance companies that have offshore captives that reinsure a significant portion of their 

respective U.S. underwriting: Tower and National General.  

 

Similar to AmTrust, National General is controlled by the Karfunkels. It was recently formed to 

purchase insurance assets from GMAC. While I have concerns about National General, its capital 

raises throughout 2013 and 2014 mitigate my concerns relative to AmTrust.  

 

1. Similarities between AmTrust and Tower 

 

On the other hand, I believe Tower provides a disconcerting example of how an insurance carrier 

can develop capital deficiencies by writing long-tail lines of business, like workers’ compensation, 

employing an aggressive corporate structure and aggressive accounting practices.   

 

Like AmTrust, Tower had an arrangement among its subsidiaries whereby the Bermuda subsidiaries 

reinsure its U.S. subsidiaries’ underwriting,98 thus exposing policyholders to the risk that an 

offshore affiliate would not be able to meet its obligations if liabilities are under-estimated.99 

 

In addition, Tower “double-pledged” the capital of statutory subsidiaries as AmTrust continues to 

do, which had the effect of enhancing reported capital at individual subsidiaries, but simultaneously 

creating a “fault line” for the company. The fault line was exposed when adverse development 

directly increased the liabilities of subsidiaries in the pooling arrangement and indirectly decreased 

certain entities’ assets through write-downs of the equity investments in affiliates that incurred 

adverse development. However, Tower’s cross-ownership was concentrated among U.S. 

subsidiaries and disclosed in its statutory filings, including a group filing that eliminated 

overlapping holdings when calculating its consolidated statutory capital. As such, Tower’s double-

pledging was well known to U.S. regulators and thus appropriately reflected in its risk-based capital 

requirements (which nonetheless proved inadequate due to the degree of under-reserving at Tower). 

By contrast, AmTrust’s cross-holdings are obscured from regulators’ view because the vast 

majority of investments in the equity of affiliates is done at AII (Bermuda), which is not subject to 

risk-based capital requirements. As a result, I believe the structure AmTrust employs is even more 

aggressive in its exploitation of the regulatory blind spots highlighted in “Shadow Insurance,” a 

report published by the New York Department of Financial Services.100  

 

If or when the potential problems discussed in this letter reveal themselves, I believe capital 

shortfalls could be even more severe at AmTrust due to their more aggressive exploitation of the 

offshore captive structure and what I believe are significant accounting problems, as discussed 

above.  

                                                 
98 Tower did not have a U.K. subsidiary to reinsure. 
99 Tower’s 2013 Form 10-K (page F-60) reveals Tower’s Bermuda captives had combined statutory surplus of $60.3 million, 

inclusive of $26.5 million from U.S.-based insurance subsidiaries that are owned by CastlePoint Re (Bermuda). 
100 http://www.dfs.ny.gov/reportpub/shadow_insurance_report_2013.pdf 

http://www.dfs.ny.gov/reportpub/shadow_insurance_report_2013.pdf
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2. Tower’s Capital Deficiency 

 

Tower’s capital deficiency appears to be the result of classic insurance carrier problems – rapid 

growth and aggressive reserving practices. The long-tail nature of casualty-focused lines allow 

carriers with deficient reserves to obscure problems for a time (if they choose), but extended soft 

markets like the period from 2007 to 2012 typically bring them to light.101  

 

The stage was set for an eventual tragedy by Tower’s aggressive reserving practices and attempts to 

grow out of the problem, but I believe it was Tower’s use of offshore captives that made the 

problem more surprising, more sudden and more acute than it would have been if the business had 

been maintained in its domicile of origin.  

 

Tower’s problems were only made apparent when an actuarial review prompted it to take reserve 

charges totaling approximately $539.8 million102 in its Commercial Insurance segment, which 

writes the same lines of business as AmTrust. These reserve charges represent an increase of 

approximately 45.7%103 compared to the December 31, 2012 balance of estimated liabilities for 

accident years 2012 and prior. Since Tower’s Bermuda captives reinsured its U.S. subsidiaries, the 

reserve charges required them to post additional collateral to trusts. However, Tower’s Bermuda 

captives were unable to fully fund the Reg. 114 trusts ($67.2 million deficiency104) because of 

liquidity and capital deficiencies in one of the captives, thereby exposing Tower’s capital shortfall. 

Should AmTrust incur meaningful adverse development, as I suspect they will, I believe AmTrust’s 

collateral shortfall would greatly exceed that of Tower because, as detailed above, effectively all of 

AII’s liquid investments are already pledged as collateral. Should AII also be required to fully 

collateralize its obligations to AEL and AIUL or should AmTrust be required to fully collateralize 

its outstanding letters of credit, I suspect the collateral deficiency would dwarf that of Tower.  

3. Conditions of Regulatory Approval for Tower Acquisition Appear to Validate Concerns 

Tower recently experienced some of the same capital adequacy problems I foresee at AmTrust. As a 

result, Tower management sought a sale of the company and was acquired by an affiliate of 

AmTrust in a complex transaction that had ACP Re, a private company controlled by the Karfunkel 

family, acquire Tower.  

 

However, regulatory approval was only given after AmTrust and the New York Department of 

Financial Services (“NYDFS”) came to agreement about certain conditions.105 As set forth in the 

table below, I believe these conditions indicate the NYDFS may share my concerns about 

AmTrust’s aggressive corporate structure, its potentially erroneous accounting, and the risk they 

pose to policyholders.  

 

                                                 
101See: http://www.businesswire.com/news/home/20140102005822/en/Fitch-Downgrades-Tower-Groups-Ratings#.U1rJxIU15m0  
102 Tower 2013 Form 10-K, page F-45. 
103 $539.8 million / $1,180.1 million (Tower 2013 Form 10-K, page 17). 
104 Tower 2013 Form 10-K, page 97 ($581.7 million funded vs. $648.9 million collateral obligation). 
105 AmTrust Form 8-K, filed September 16, 2014: 

http://www.sec.gov/Archives/edgar/data/1365555/000136555514000201/approvalletter091214.htm. 

http://www.businesswire.com/news/home/20140102005822/en/Fitch-Downgrades-Tower-Groups-Ratings%23.U1rJxIU15m0
http://www.sec.gov/Archives/edgar/data/1365555/000136555514000201/approvalletter091214.htm
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Condition Possible Concern 

AmTrust will “strengthen its actuarial resources” by hiring more actuaries, 

and ensuring its current actuarial staff is adequately credentialed; 
Actuarial Independence 

Maintenance of a 3 to 1 ratio of premiums to surplus and a reduction in the 

amount ceded by other AmTrust subsidiaries to AII in each of the next two 

years; 

Capital Adequacy 

Eliminating the “intercompany receivables” included on line 4 of AII’s 

2013 statutory balance sheet by the end of 2015, half of which must be 

paid off by the end of 2014; 

Organizational Structure 

& Counterparty Risk 

Engaging an external auditing firm with “corresponding global resources 

and skills” for the audit of its 2015 annual results, the selection of which is 

“subject to the review and prior approval of the Department;” and 

Reliability of Financial 

Statements 

Providing the NYDFS with “any and all financial information as the 

Department may request” for at least three years beginning September 30, 

2014. 

Reliability of Financial 

Statements 

 

4. Highly Circular Arrangement with ACP Re May Pose a Threat to AmTrust 

 

In connection with ACP Re’s acquisition of Tower, ACP Re entered into a series of agreements 

with AmTrust and National General. First, AmTrust and National General each loaned $125 million 

to ACP Re. Second, CastlePoint Re, a Bermuda-domiciled reinsurance captive of Tower (now ACP 

Re), entered into “stop-loss” reinsurance agreements with AmTrust (AII) for commercial lines and 

National General (National General Re) for personal lines – each covering 100% of any adverse 

development on those respective lines of business. Third, AII and National General Re entered into 

stop-loss reinsurance agreements with ACP Re that were effectively the same agreements they have 

with CastlePoint Re.  

I believe AmTrust’s loans to and reinsurance agreements with ACP Re in conjunction with ACP 

Re’s concentrated position in AmTrust stock further exacerbate the problems discussed throughout 

this letter. In fact, I believe it has created the potential for a rapid downward spiral of AmTrust’s 

financial position similar to some of the special purpose entities (“SPE”) employed by Enron 

Corporation ("Enron") in that an unconsolidated, offshore entity whose primary asset to 

collateralize a loan to the SPE is stock in a financial counterparty (AmTrust in this case) is 

supporting that financial counterparty’s operations. However, AmTrust will bear a significant 

portion of the losses of its SPE should it fail – just as Enron did.106 

 

The downward spiral contemplated above could be triggered by either adverse development for 

Tower reserves that exceeds ACP Re’s claims-paying abilities or simply a decline in the price of 

AmTrust shares because either one could cause ACP Re’s liabilities to exceed its assets. Regardless 

of what may trigger the potential downward spiral, the high degree of circularity embedded in the 

structure is likely to have a highly destructive domino effect if or once it takes hold.  

 

                                                 
106 See “Chewco” transactions: http://www.nytimes.com/images/2002/02/03/business/03powers.pdf 

http://www.nytimes.com/images/2002/02/03/business/03powers.pdf
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For instance, if Tower’s reserves prove inadequate and ACP Re incurs adverse development, ACP 

Re will likely be unable to make good on its obligations under reinsurance agreements and make 

repaying the loan difficult. Such a shortfall would likely trigger a write-down of AmTrust’s 

reinsurance recoverables and AmTrust’s loan to ACP Re which may in turn cause AmTrust shares 

to decline, thus causing further deterioration of ACP Re’s balance sheet – starting the write-down 

and share decline process over again. In addition, AmTrust is likely to experience worse 

underwriting results on the business originated by Tower if ACP Re experiences adverse 

development, thereby exacerbating the problem. 

 

Concluding Comments 

 

For the reasons discussed throughout this letter, I believe that AmTrust’s European policyholders 

are at great risk of receiving less than they are due for policies issued by AEL or one of the Lloyd’s 

syndicates controlled by AmTrust.  

 

Many of the events against which policyholders are insured would prevent individuals from 

returning to work for extended periods of time or would impose a significant, undue burden on the 

policyholder if AmTrust were unable to meet its obligations. Accordingly, the practices of AmTrust 

discussed in this letter may bring further harm to an already vulnerable population.  

 

Therefore, I urge you to investigate the concerns expressed in this letter, consider requiring 

AEL obtain collateral to secure its reinsurance assets vis-à-vis AII, or, should you deem it 

appropriate, refer this matter to the Financial Services Compensation Scheme.  

 

I would welcome the chance to explain my concerns via telephone or at a time and place that is 

convenient to you or your staff, should you deem them worthy of further inquiry. Thank you for 

your consideration. 

Sincerely, 
 

 
 

Casey H. Nelson 

President 

Alistair Capital Management, LLC  

 

cc: Sean McGovern, Chief Risk Officer & General Counsel, Lloyd’s of London 

Mick McAteer, Risk Committee Chairman, Financial Conduct Authority 

Mark Neale, Chief Executive, Financial Services Compensation Scheme 

Andrew Gibbs, Director of Supervision (Insurance), Bermuda Monetary Authority 

Sylvia Cronin, Director of Insurance Supervision, Central Bank of Ireland 
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Exhibit B: 2010 A.M. Best Report on AII 

 

Exhibit C: SunTrust Robinson Humphrey Note: “Reiterate Buy Rating Following Travel with 

Management,” December 18, 2013 

 

Exhibit D: Transcript of December 16, 2013 conference call 

 

Exhibit E: Transcript of February 14, 2014 conference call 

 

Exhibit F: 2010 AEL Financial Statements108 

 

Exhibit G: 2010 AIUL Financial Statements 

 

Exhibit H: AHL 2013 Annual Filing 

 

Exhibit I: A.M. Best Special Report: Pace of P/C Impairments Slowed in 2012 

 

Exhibit J:  2010 Schedule Y, Part 1A (see column 9) 

 

Exhibit K: 2011 Schedule Y, Part 1A (see column 9) 

 

Exhibit L: 2012 Schedule Y, Part 1A (see column 9) 

 

Exhibit M: Technology Insurance Company & Affiliates Combined Annual Statement, Schedule of 

Income 

 

Exhibit N: AmTrust Group (US subsidiaries only) 2010 A.M. Best Report 

 

Exhibit O: 2010 A.M. Best Report on AEL 

 

Exhibit P: 2010 A.M. Best Report on AIUL 

 

Exhibit Q: 2013 A.M. Best Report on AII 

 

Exhibit R: 2013 A.M. Best Report on AEL 

                                                 
107 I found AII’s 2010 Financial Statements (via Google). It was previously available at: 

http://www.dsnrrg.com/forms/AmTrust%20International%20Financials%20for%20year%20ending%2012-31-10.pdf. Now available 

at: http://blog.geoinvesting.com/wp-content/uploads/2013/12/AmTrust-International-Financials-for-year-ending-12-31-10.pdf). I 

compared the filing against AII’s 2010 A.M. Best reports (enclosed Exhibit B) to ensure its authenticity. 
108 Financial statements for AEL and AIUL are publicly available (for purchase): www.gbrdirect.eu. 

http://www.dsnrrg.com/forms/AmTrust%20International%20Financials%20for%20year%20ending%2012-31-10.pdf
http://blog.geoinvesting.com/wp-content/uploads/2013/12/AmTrust-International-Financials-for-year-ending-12-31-10.pdf
file:///C:/Users/Casey/AppData/Local/Temp/www.gbrdirect.eu

