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Item 1. Business
General

American Safety Insurance Group, Ltd. (the "Company" or "American Safety") is a specialty insurance holding company organized under
the laws of Bermuda which, through its subsidiaries, develops, underwrites, manages and markets primary casualty insurance and reinsurance
programs in the alternative insurance market in all 50 states for environmental remediation risks, contracting and other specialty risks. The
Company is also the owner/developer of a residential condominium, marina, par 3 golf course and beach club development in Ponce Inlet,
Florida. Unless the context indicates otherwise, all references to the "Company" or "American Safety" refer to American Safety Insurance
Group, Ltd. and its subsidiaries.

American Safety was formed in Bermuda as a group captive insurance company in 1986 to provide stable, long term insurance protection
for the asbestos abatement and environmental remediation industry in the United States, which had suffered from disruptive market cycles in the
standard insurance market. The Company now provides specialty insurance coverages and services in all 50 states and markets its insurance
programs through approximately 190 independent insurance agency and brokerage firms.

The Company develops specialty insurance coverages and custom designed risk management programs not generally available in the
standard insurance market. The Company's specialty insurance programs include coverages for general liability, pollution liability, professional
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liability, workers' compensation, surety, as well as custom designed risk management programs (including captive and rent-a-captive programs),
for contractors, consultants and other businesses and property owners who are involved with environmental remediation, contracting and other
specialty risks.

The Company insures and places risks through its two U.S. insurance subsidiaries, American Safety Casualty Insurance Company
("American Safety Casualty") and American Safety Indemnity Company ("American Safety Indemnity"), as well as its U.S. non-subsidiary risk
retention group affiliate, American Safety Risk Retention Group, Inc. ("American Safety RRG") and unaffiliated insurance companies. The
Company also reinsures and places, through the Company's Bermuda reinsurance subsidiary, American Safety Reinsurance, Ltd. (" American
Safety Re"), and unaffiliated reinsurers, a portion of the risks underwritten directly by its two U.S. insurance subsidiaries, its risk retention group
affiliate and other insurers. Substantially all of the reinsurance business that the Company currently assumes is for primary insurance programs
that the Company has developed and underwritten.

-1-

The Company also provides specialized insurance program development, underwriting, risk placement, reinsurance, program management,
brokerage, loss control, claims administration and marketing services through American Safety Insurance Services, Inc. ("ASI Services"), its
principal U.S. program development, underwriting, brokerage and administrative services subsidiary. The Company selects its roles as program
developer, primary underwriter, reinsurer, program manager and broker based on its assessment of each risk profile. After determining its roles,
the Company utilizes its insurance and reinsurance subsidiaries, its insurance brokerage and management services subsidiaries, and its risk
retention group affiliate to generate risk premium revenues, program management fees, insurance and reinsurance commissions and investment
income.

Industry Ratings

In August, 2001, A.M. Best Company ("A.M. Best"), an independent, nationally recognized insurance industry rating service and publisher,
reaffirmed a rating of "A (Excellent)" on a group basis to American Safety, as well as its U.S. insurance subsidiary, American Safety Casualty
Insurance Company ("American Safety Casualty"), its U.S. property and casualty excess and surplus lines insurance company, American Safety
Indemnity Company ("American Safety Indemnity") its Bermuda reinsurance subsidiary, American Safety Reinsurance, Ltd. ("American Safety
Re"), and its non-subsidiary risk retention group affiliate, American Safety Risk Retention Group, Inc. ("American Safety RRG"). The rating of
"A (Excellent)" is the third highest of A.M. Best's 16 letter ratings. A.M. Best's ratings represent an independent opinion of an insurer's ability to
meet its obligations to policyholders, which opinion is of concern primarily to policyholders, insurance agents and brokers and should not be
considered an investment recommendation. A.M. Best assigned a financial size rating (VII) on a group basis to American Safety representing
capital and surplus in excess of $50 million as a result of the Company's completion of its initial public offering in February 1998.

Alternative Insurance Market

The alternative insurance market has developed over the past two decades to serve insureds whose insurance needs have not been
adequately met by the standard insurance market. According to A.M. Best, the alternative insurance market has grown to approximately 48% of
the total U.S. commercial property and casualty insurance market.

2-

Alternative insurance programs generally involve (i) the underwriting of risks which are characterized by the standard insurance market as
difficult or which generate too little premium for standard insurance companies; and/or (ii) the design of specialized insurance programs, such as
deductible or risk retention programs, and captive or rent-a-captive programs, which enable insureds to assume a portion of their own risks and
share in the underwriting profitability or losses of the program. Originally developed to respond to the needs of insureds for adequate insurance
coverage and affordable premium rates, the alternative insurance market also responds to strategic needs of insureds for better financial
management, improved claims handling, more effective risk management, customized insurance programs, direct access to the worldwide
reinsurance market and greater control over loss prevention. The benefits of such alternative insurance market techniques typically include lower
and more stable costs, greater control by the client of its risk management program and an increased emphasis within the client's organization on
loss prevention and loss control.

Business Strategy

The Company's business strategy is to develop insurance programs for the environmental remediation industry and other specialty
industries and risks. The Company targets niche insurance markets and opportunities where its expertise is required and where competition is
limited. The Company seeks to generate underwriting profits, program management fees and brokerage commissions through such insurance
programs. The Company utilizes a flexible approach to accomplish its strategy by combining (i) intensive underwriting, (ii) value-added
services, including quality coverage enhancements, professional risk management, dedicated loss control and claims management, and (iii)
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superior service to insurance agents, brokers and insureds. Further, the Company differentiates itself by its ability to select its roles as program
developer, primary underwriter, reinsurer, program manager and broker based on its assessment of each specialty risk profile.

The Company's real estate development subsidiary, Ponce Lighthouse Properties, Inc., is the owner/developer of a residential
condominium, marina, par 3 golf course and beach club development known as the Harbour Village Golf and Yacht Club ("Harbour Village) in
Ponce Inlet, Florida. The Company organized Rivermar Contracting Company, a subsidiary, to be the general contractor for the construction of
the Harbour Village project. The Company acquired the property that is being developed as Harbour Village through foreclosure in April 1999.
Management believes the development of Harbour Village will provide significant value to the Company's shareholders over the anticipated
development period.

3.

Insurance Program Development, Management and Administrative Operations

The Company's U.S. brokerage and management subsidiaries, in combination with the Company's primary insurance and reinsurance
companies, provide a broad range of dedicated services in connection with the development and implementation of specialty risk insurance
programs.

Insurance Services. American Safety Insurance Services, Inc. ("ASI Services") provides insurance program development, underwriting,
risk placement, reinsurance placement, program management, brokerage, loss control, claims administration, marketing and administrative
services to the Company's U.S. insurance operations, its risk retention group affiliate, and unaffiliated insurers and reinsurers.

ASI Services identifies and evaluates potential new program business and also receives submissions for new programs from insurance
brokers and other intermediaries throughout the United States. When a submission for a new program is received, ASI Services identifies the
resources needed to evaluate and develop the program. In evaluating and developing a new program, ASI Services considers the following
factors: whether the submitting party will bear risk and the collateral security required therefor; the analysis of historic loss data; the integrity
and experience of the submitting party; the availability of reinsurance; and the potential profitability of the program to the Company. If the
prospects for a new program appear favorable, ASI Services designs the structure for the new program and determines what additional services,
such as program management, brokerage, reinsurance, loss control, claims administration, marketing, or other services will be required. ASI
Services determines which entities, both affiliated and unaffiliated, are best able to provide such services in a cost-effective manner and
implements the program.

ASI Services has developed many of the Company's primary insurance and reinsurance programs. ASI Services also has served since 1990
as the program manager for the Company's risk retention group affiliate, providing it with program management, underwriting, loss control,
brokerage, marketing and financial services pursuant to guidelines and procedures established by the board of directors of the risk retention

group.
Management and Administrative Services. In the development and implementation of programs, ASI Services provides a number of fee and

commission-based services. ASI Services provides (i) program management services for the overall management and administration of a
program; (ii) underwriting services for evaluating individual risks or classes of risk; (iii) risk placement services for
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determining the most effective means of providing particular coverages; (iv) brokerage services for placing risks with affiliated or unaffiliated
insurers; (v) reinsurance intermediary services for placing ceded reinsurance for a program; (vi) loss control services for evaluating the risks
posed by a particular class of risk, as well as the ability of insureds to control their losses; (vii) claims administration services for the prompt
reporting and handling of claims, and the supervision of claims adjusters and third party administrators; (viii) marketing services for designing
and placing advertisements and other marketing materials, as well as marketing insurance programs to independent agents and brokers; and (ix)
administrative services, including billing, collecting and reporting primary and reinsurance premiums, producing financial reports on programs
and paying claims.

Other Insurance Service Subsidiaries. The Company has three other U.S. subsidiaries engaged, under the direction of ASI Services, which
provide various administrative and insurance agency services. Environmental Claims Services, Inc. operates as a specialized claims
administration facility engaged in the administration and analysis of environmental and other specialty program claims. Sureco Bond Services,
Inc. is a surety bond agency authorized to write contract performance and payment bonds for unaffiliated insurers. American Safety Purchasing
Group, Inc. was formed to facilitate the provision of certain insurance coverages through a purchasing group (as defined by the Risk Retention
Act) by licensed insurance companies.

Primary Insurance Operations
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The Company, through its two U.S. insurance subsidiaries and its risk retention group affiliate, provides primary casualty insurance in the
alternative insurance market in all 50 states for environmental remediation risks, general contracting, and other specialty risks. The Company's
specialty insurance programs include coverages for general liability, pollution liability, professional liability, workers' compensation, surety,
commercial automobile and property, as well as custom designed risk management programs (including captive and rent-a-captive programs),
for contractors, consultants and other businesses and property owners who are involved with environmental remediation, contracting and other
specialty risks.

Environmental Insurance Programs. The Company has developed specialty insurance programs for a broad range of environmental
concerns and believes that its intensive underwriting, dedicated loss control and claims management, and superior service orientation will enable
it to expand its insurance program base to other environmental coverages not currently being provided. Since 1986, the Company's insurance
programs have helped asbestos abatement and other environmental remediation contractors and consultants, as well as property owners, perform
remediation work in schools, hospitals, commercial, industrial and other facilities.

5.

The Company's in-house underwriting department consists of trained environmental and other specialty risk underwriters. The underwriting
staff analyzes loss histories of prospective insureds, as well as the insureds' technical capabilities and experience with similar projects to those
for which insurance is being requested. The underwriting staff may also request references and financial information. Some of the underwriters
have technical backgrounds and experience in various environmental fields. The Company's in-house loss control department also is involved in
the underwriting process, in reviewing technical work guidelines provided by applicants, such as safety and health practices and procedures, as
well as inspecting contractor insureds' environmental remediation project sites and recordkeeping throughout the United States.

The Company's general and pollution liability policies for environmental risks cover bodily injury and property damage to third parties
arising out of the operations of insureds, which may include losses arising from exposure to specific hazardous substances that are released
during a remediation project. Coverages provided for professional liability protect insureds against claims arising out of bodily injury or property
damage and/or negligent acts, errors or omissions which occur as a result of the performance of professional consulting, testing, laboratory and
similar services, such as the failure to detect hazardous materials in connection with assessments for same, or the failure to properly design or
monitor performance on remediation projects in accordance with contracts entered into by such insureds. The Company also provides workers'
compensation coverage for contractors involved in environmental remediation, which may include risks such as occupational diseases from
exposure to hazardous substances.

The Company provides insurance coverage for a broad range of environmental risks, including:

Asbestos Abatement. Asbestos is a fibrous mineral which has been commercially produced for, among other things, insulation and reduction
of fire and heat in buildings and products. In spite of the usefulness of asbestos, health problems have arisen with its use. In response to the need
for detection, abatement and removal of asbestos, the asbestos abatement industry developed in the mid-1980's and sought insurance for risks
involved with its business. Since 1986, the Company has provided general, pollution and professional liability coverages as well as workers'
compensation coverage for contractors, consultants, other businesses and property owners involved with asbestos abatement.

Lead Abatement. The Company provides general, pollution and professional liability coverages and workers' compensation coverage for
lead paint abatement contractors, consultants and property owners in connection with the abatement of lead paint from both public and private
facilities, including housing authority complexes.

-6-

Underground Storage Tank Removal. The Company provides general, pollution and professional liability coverages as well as workers'
compensation coverage to contractors and consultants for the removal and replacement of underground storage tanks, including associated soil
remediation activities attributed to leaking underground storage tanks.

Other Hazardous Substances. The Company provides general, pollution and professional liability coverages, and workers' compensation
coverage in connection with the removal and remediation of other hazardous substances, including hazardous waste, polychlorinated biphenyls
(PCBs) and various petroleum products.

Other Environmental Risks. The Company provides environmental insurance coverages that offer protection against environmental
exposures arising from general business or fixed site operations. Environmental impairment liability insurance is offered for varied purposes
such as facilitating the financing of real estate transactions, transferring real estate and protecting against the release of hazardous substances
from treatment and disposal sites.
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Surety. The Company's U.S. insurance subsidiary, American Safety Casualty, is licensed to write surety bonds in 47 states and the District
of Columbia primarily providing contract performance and payment bonds to environmental and general construction contractors. American
Safety Casualty is listed as an acceptable surety on federal bonds, commonly known as a "Treasury Listed" or "T-listed" surety, enabling it to
issue surety bonds for federal projects, as well as state and private projects that utilize such designation as a reference in determining the
acceptability of surety companies. American Safety Casualty's underwriting limitation, as determined by the Department of the Treasury as of
July 1, 2001, was $1,203,000 on a per-bond basis; however, this limitation does not constrain the amount of a bond that can be written, provided
that the excess exposure is protected with approved reinsurance or other methods prescribed by the Department of the Treasury. During 2001,
the Company's U.S. insurance subsidiary, American Safety Casualty, substantially reduced writing contract surety business as a result of adverse
loss experience and the lack of affordable reinsurance.

The Company also provides insurance coverage for a broad range of specialty risks, including:

-

Excess and Surplus Lines. The Company's U.S. insurance subsidiary, American Safety Indemnity, writes excess and surplus lines
insurance. These risks are generally of a specialized or unique nature which are not served by the standard insurance market. The Company's
excess and surplus lines insurance typically covers construction and products liability.

Program Business. The Company, through its U.S. brokerage and management services subsidiaries, works with brokers and program
administrators to develop and design tailor-made programs for a wide range of specialty industries, including environmental, construction, pest
control, bail bond, transportation and professional liability. The Company can serve as the policy-issuing insurer, place reinsurance, coordinate
claims handling, implement loss control services, and complete regulatory filings as may be required by the program.

Commercial Lines. During 2001, the Company's U.S. insurance subsidiary, American Safety Casualty, discontinued writing commercial
lines insurance for insureds, including retail stores, strip shopping centers, office buildings and hotel/motel franchisees.

Employee Leasing and Staffing Industry. During 2001, the Company's U.S. insurance subsidiary, American Safety Casualty, discontinued
writing workers' compensation and general liability insurance for employee leasing companies (also known as professional employer
organizations) and staffing industry companies as a result of adverse loss experience.

Underwriting. ASI Services's underwriting staff handles all insurance underwriting functions for programs business, with specific
underwriting authority related to the experience and knowledge level of each underwriter. Risks that are perceived to be more difficult and
complex are underwritten by experienced staff and reviewed by management. ASI Services uses management information reports to measure
risk selection and pricing in order to control underwriting performance. The principal underwriting factors used by ASI Services for
underwriting liability, workers' compensation and surety coverages, are a financially stable business, an established operating history, favorable
loss histories and a demonstrated commitment to loss control practices.

Claims. Claims arising under the policies and treaties issued or reinsured by the Company are reviewed and managed by ASI Services's
internal claims department. When ASI Services receives notice of a loss, its claims personnel open a claim file and establish a reserve with
respect to the loss. For programs business, ASI Services retains claims settlement authority, delegating only limited settlement authority to
certain third party administrators. ASI Services emphasizes prompt and fair settlement of meritorious claims, maintenance of adequate loss
reserves and careful control of claims adjustment and legal expenses.

-8-

Reinsurance Assumed

Reinsurance is a contractual arrangement under which one insurer (the ceding company) transfers to another insurer (the reinsurer) all or a
portion of the risk(s) that the ceding company has assumed under the insurance policy or policies it has issued. A ceding company may purchase
reinsurance for any number of reasons, including to obtain, through the transfer of a portion of its liabilities, greater underwriting capacity than
its own capital resources would support, to stabilize its underwriting results, to protect against catastrophic loss, and to enter into or withdraw
from a line of business. Reinsurance can be written on either a quota share or excess of loss basis, under either a treaty or facultative reinsurance
agreement.

Substantially all of the reinsurance business that the Company currently assumes is for primary insurance coverages that the Company has
developed and underwritten. The Company, through its Bermuda reinsurance subsidiary, enters into treaties with its U.S. insurance subsidiaries,
its risk retention group affiliate and unaffiliated insurers with whom the Company has developed insurance programs. The Company reinsures,
generally on an excess of loss basis, the general liability, pollution liability, professional liability and workers' compensation risks for
contractors, consultants and other businesses and property owners who are involved with environmental remediation, general contracting and
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other specialty risks.

For the year ended December 31, 2000, of the $22.6 million of gross reinsurance premiums written by the Company, approximately $7.9
million was assumed from its risk retention group affiliate, with the balance of approximately $14.7 million assumed from unaffiliated insurers.
For the year ended December 31, 2001, of the $26.8 million of gross reinsurance premiums written by the Company, approximately $10.9
million was assumed from its risk retention group affiliate, with the balance of approximately $15.9 million assumed from unaffiliated
reinsurers.

The Company's assumed reinsurance business for general liability, pollution liability, and professional liability is written under excess of
loss treaties primarily with its risk retention group affiliate. In the layer of the first $350,000 of loss per occurrence, the Company assumes 75%
of the losses arising from claims covered under the policies written after the reinsured pays the first $100,000 of claims in the aggregate on an
annual basis; and the reinsured retains 25% of the risk after payment of the aggregate amount.

The Company's two U.S. insurance subsidiaries cede certain risks on a quota share basis to the Company's Bermuda reinsurance subsidiary
in order to provide for a spread of risk among the respective companies as well as to increase the capacity of the Company's U.S. insurance
subsidiaries to write insurance business.

9.

Management's reinsurance underwriting strategy is to utilize the underwriting expertise of ASI Services, the Company's principal U.S.
program development, underwriting and administrative services subsidiary, to practice discipline in selecting and retaining risks and structuring
insurance programs which the Company reinsures. The Company utilizes ASI Services to provide direct contact with reinsureds, either by
underwriting or claim audits or periodic loss control visits to the insureds and the producing brokers, both to enhance the quality of the
underwriting process and to develop and retain business relationships.

Selected Operating Information

Gross Premiums Written and Produced. As a result of the Company's roles in connection with insurance program development, risk
bearing on a primary and reinsurance basis, insurance and reinsurance brokerage, and production and administration, the Company is involved in
a number of insurance and reinsurance premium and fee-generating activities. The Company places insurance and reinsurance with its insurance
and reinsurance subsidiaries and its risk retention group affiliate, and also acts as an agency and broker for its risk retention group affiliate,
unaffiliated insurers and reinsurers for which the Company receives brokerage commissions of approximately 10% of gross premiums written
and produced. For the year ended December 31, 2001, the Company was involved with the placement of approximately $176.3 million of gross
premiums through its various programs and subsidiaries.

The following table sets forth the Company's premiums written and produced for the years ended December 31, 2000 and December 31,
2001:

-10-
December 31, 2000 Decemb
Gross Ceded Net Gross
(Dollars in thousands)
The Company $86,872 $44,872 $42,000 $158,017
American Safety RRG (1) 18,683 15,863
Other Insurers and Reinsurers (2) 12,594 13,256
Less: Ceded from American Safety RRG to
the Company (3) (7,923) (10, 864)
$110,226 $176,272

. Represents premiums written by American Safety RRG, the Company's non-subsidiary affiliate.

. Represents premiums produced by the Company, as an agency and broker, for unaffiliated insurers and
reinsurers.

3. Represents premiums ceded to the Company from American Safety RRG.

[\
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Net Premiums Written. The following table sets forth the Company's net premiums written by principal lines of insurance and reinsurance
for the years ended December 31, 2000 and December 31, 2001:

Net Premiums Written December 31, 2000

December 31, 2001

(Dollars in thousands)

General Liability $ 11,731 27.9%
Workers' Compensation 13,318 31.7
Surety 8,387 20.0
Commercial Lines 4,293 10.2
Program Business 4,271 10.2
Total $42,000 100.0%
-11-

$45, 664
21,371
1,562
3,120
7,351
$79,068
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The following table sets forth the Company's net premiums written by specialty industry for the years ended December 31, 2000 and

December 31, 2001:

Environmental
Employee Leasing
Program Business
Commercial Lines
Excess & Surplus
Total

December 31, 2000

(Dollars in thousands)

$17,545 41.

9,226 22.

and Other 6,602 15.
4,292 10.

Lines 4,335 10.
$42,000 100.

8
0

7
2
3
0

% $22,624 28.6%
7,809 9.9
9,765 12.4
3,120 3.9
35,750 45.2
% $79,068 100.0%

Commissions and Fees. The Company generates fee and commission income in connection with the Company's program development and
management, insurance and reinsurance brokerage services, and production and other insurance related services. Fee and commission income
was $4.7 million for the year ended December 31, 2000, and $3.9 million for the year ended&#160;December 31, 2001.

Combined Ratio. The combined ratio is a standard measure of a property and casualty insurer's performance in managing its losses and
expenses. Underwriting results are generally considered profitable when the combined ratio is less than 100%. The following table compares the
statutory combined ratios of the Company with the property and casualty industry over the past three years.

Combined Ratio (Statutory Basis)

1999 2000 2001
The Company (1) (2) «vee v iieeeeeeenn. 70.9% 80.9% 91.5%
Property and casualty industry(3)..107.5 110.3 117.0

1. Data has been derived from the consolidated financial statements of the Company.

2. Payments by American Safety Casualty and American Safety Indemnity to ASI Services for management
services are included in the combined ratio.

3. The statutory industry data was obtained from A.M. Best.

Although the combined ratio is the generally accepted measure for comparing results within the property and casualty insurance industry,
the combined ratio does not distinguish betweenproperty and casualty companies based upon their mix of business. The Company focuses
primarily on long-tail liability coverages and writes a very limited amount of short-tail liability coverages. Long-tail liability insurance
coverages often produce greater underwriting losses than short-tail liability insurance. Long-tail liability coverages also produce more investable
cash flow for an insurance company because claims may not be reported for many years. Therefore, the companies writing long-tail insurance
coverages may be able to mitigate their higher underwriting losses by deriving investment income. Accordingly, a higher combined ratio (on a
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statutory basis) for a company writing long-tail liability insurance does not necessarily mean lower profitability.

Premium and Loss Summary. The Company is engaged in the development of programs and underwriting of coverages as both a primary
casualty insurer and a reinsurer. The following table provides selected historical information based on generally accepted accounting principles
in the United States of America("GAAP")concerning the business written by the Company and the associated underwriting risks. This data
should be read in conjunction with the consolidated financial statements and notes thereto and the Selected Financial Data included elsewhere in
this Report.

-12-
1999 2000 2001
(In thousands, except ratio data)
Reinsurance
Gross Premiums Written $ 12,584 $22,646 $26,764
Net Premiums Written 11,647 20,448 24,971
Net Premiums Earned 10,609 16,706 22,364
Loss & Loss Adjustment Expense Ratio 54.3% 73.7% 64.1%
Primary:
Gross Premiums Written $ 10,821 $64,226 $131,253
Net Premiums Written 2,894 21,552 54,097
Net Premiums Earned 1,516 10,099 42,423
Loss & Loss Adjustment Expense Ratio 35.2% 58.0% 69.7%
Combined:
Gross Premiums Written $ 23,405 $86,872 $158,017
Net Premiums Written 14,541 42,000 79,068
Net Premiums Earned 12,125 26,805 64,787
Loss & Loss Adjustment Expense Ratio 56.9% 69.0% 67.9%
Expense Ratio 16.7% 18.6% 24.9%
Combined 73.6% 87.6% 92.8%

Significant fluctuations in demand for and supply of various casualty insurance and reinsurance lines of business have led to substantial price
fluctuations over time. The Company's management seeks to expand and contract various lines of business based on the relative favorability of
the pricing environment for its products. As a writer of both primary insurance and reinsurance, the Company has additional flexibility to adjust
its business mix in response to price differences in these markets and to utilize its knowledge of primary insurance markets to guide its
assumption of insurance and reinsurance risks. During the past decade, the Company has operated in a soft market cycle which was
characterized by excess insurance capacity and declining insurance premium rates; however, commencing in fiscal year 2000 the Company has
operated in a hardening market with increased insurance premium rates for workers' compensation and excess and surplus lines.

Reinsurance Ceded

The Company obtains reinsurance for its primary insurance and reinsurance operations from unaffiliated reinsurers to protect and mitigate
the exposures of the Company. The Company's reinsurance program for general, pollution and professional liability, and excess and surplus
lines risks operates on an excess of loss basis, with the Company's maximum exposure, on a per occurrence basis, limited to $262,500 for
general and pollution liability risks and $350,000 for excess and surplus lines risks. For workers' compensation reinsurance business assumed by
the Company, the Company's maximum exposure is $350,000 per occurrence. Some of the reinsurance treaties maintained by the Company for
its protection have certain aggregate limits of liability.

-13-

The Company purchases reinsurance for its primary insurance business lines and its reinsurance business. Gross reinsurance premiums
ceded in 2000 were $44.9 million, which constituted 52% of the gross premiums written, and in 2001 were $78.9 million, which constituted 50%
of the gross premiums written. The amount of reinsurance obtained by the Company varies with the line of business insured or reinsured. The
Company experienced increased reinsurance costs in 2001, and expects such increased reinsurance costs to continue in 2002, as a result of a
hardening reinsurance market.
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The Company evaluates the credit quality of the U.S. reinsurers and retrocessionaires to which it cedes business. The following table sets
forth certain information relating to the Company's unaffiliated reinsurers and retrocessionaires as of December 31, 2001 with recoverables in
excess of 5% of the Company's total shareholders' equity:

A.M. Best for Year Ended for Year Ende
Reinsurers Rating (1) December 31, 2001 December 31, 2
Berkley Insurance Company A 32,382 2,453
Louisiana Pest Control Insurance Company B+ 9,095 9,117
Zurich International (UK) Ltd. NR-5 8,430 8,466
Alea London Ltd. A- 8,107 7,887
American Constantine Insurance Company
Limited N/A 6,053 8,783
Various Lloyd's Syndicates N/A 6,688 208
Everest Re A+ 3,534 -
Dorinco Re A 3,236 -

(1) A.M. Best rating currently assigned.

During the fourth quarter of 2001, one of the Company's former reinsurers, Berkley Insurance Company (formerly known as Signet Star
Reinsurance Company), disputed its obligations under several reinsurance treaties entered into during the "soft reinsurance market" that existed
in 1998 and 1999. As a result of adverse loss experience to the reinsurer from certain lines of business, Berkley has stopped reimbursing the
Company for amounts due under such treaties and has requested that the Company retroactively consider taking a greater portion of the losses
than is required under the treaties. As of December 31, 2001, unreimbursed paid claims under the treaties totaled $6.5 million and additional
ceded case reserves and reserves for incurred but not reported losses totaled approximately $25.8 million. The Company is discussing resolution
of this matter with Berkley, although the Company believes the reinsurer's request has no merit and was made in bad faith. If this dispute cannot
be resolved, the Company will institute legal and arbitration proceedings against the reinsurer. Berkley is a subsidiary of W.R. Berkley Corp.
(NYSE:BER). The Company does not believe this dispute will have a material adverse effect on the overall financial condition or liquidity of the
Company as management believes the Company has sufficient current cash flows and other invested assets to meet its insurance obligations.

-14-

Loss and Loss Adjustment Expense Reserves

The Company is required to maintain reserves to cover its estimated ultimate liability for losses and loss adjustment expenses with respect
to reported and unreported claims incurred. The Company engages an independent internationally recognized actuarial consulting firm to
provide reserve studies, rate studies and opinions. Reserves are estimates at a given time, which are established from actuarial and statistical
projections by the Company of the ultimate settlement and administration costs of claims occurring on or prior to such time, including claims
that have not yet been reported to the insurer. The establishment of appropriate loss reserves is an inherently uncertain process, and there can be
no assurance that ultimate payments will not materially exceed the Company's reserves.

With respect to reported claims, reserves are established on a case-by-case basis. The reserve amounts on each reported claim are
determined by taking into account the circumstances surrounding each claim and policy provisions relating to the type of loss. Loss reserves are
reviewed on a regular basis, and as new data becomes available, appropriate adjustments are made to reserves.

Approximately 16% of the Company's net reserves relate to liability associated with asbestos abatement and other environmental general
liability insurance programs, 28% of such reserves are attributable to the workers' compensation insurance, 26% of such reserves relate to excess
and surplus lines, and the balance of 30% of such reserves is allocated among surety and other lines of insurance business.

-15-

In establishing reserves for its general liability insurance program, the Company uses paid and reported Bornhuetter-Ferguson methods
which are based in part on developing paid and reported losses and an initial expected loss level. Initial expected losses reflect an expected loss
ratio estimated from the ten year experience of the Company and a loss cost model applied to premium by coverage year. This loss indication
and paid/reported losses are assigned respective weights to obtain estimates of ultimate losses which are considered in establishing ultimate loss
levels.
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In establishing reserves for its workers' compensation insurance program, several methods are employed in determining ultimate losses: a
pure premium method; two Bornhuetter-Ferguson methods - paid and reported; and two loss development methods - paid and incurred. The first
three methods use industry expected losses adjusted for the Company's experience while the last two methods rely on industry payment and
reporting patterns to develop the Company's actual losses. The Company reviews all methods each coverage year in determining ultimate losses.

In establishing reserves for its surety and other coverages, the Company uses an expected loss ratio method due to the limited amount of
exposure assumed and the lack of historical Company specific information available.

All the methods used are generally accepted actuarial methods and, with the exception of the pure premium method, rely in part on loss
reporting and payment patterns while considering the long tail nature of the coverages and inherent variability in projection results from
year-to-year. The patterns used are generally based on industry data with supplemental consideration given to Company experience as deemed
warranted.

The Company's independent actuarial consulting firm also relies on industry data to provide the basis for reserve analysis on newer lines of
business. Provisions for inflation are implicitly considered in the reserving process. For GAAP purposes, the Company's reserves are carried at
the total estimate for ultimate expected loss, without any discount to reflect the time value of money. Reserve calculations are reviewed regularly
by management and periodically by regulators. The Company's independent actuarial consulting firm annually expresses an opinion on the
adequacy of statutory reserves established by management, which is filed with the various jurisdictions in which the Company's insurance and
reinsurance subsidiaries and its risk retention group affiliate are licensed. Based upon practices and procedures employed by the Company,
without regard to independent actuarial opinions, management believes that the Company's reserves are adequate.

The following table provides a reconciliation of beginning and ending liability balances on a GAAP basis for the years indicated:

-16-
1999 2000 2001
(In thousands)

Gross losses and loss adjustment expense

reserves at beginning of year $14,701 $20,413 $50, 509
Ceded reserves at beginning of year 1,841 6,065 27,189
Net losses and loss adjustment expense

reserves at beginning of year 12,860 14,348 23,320
Add:
Incurred losses related to:

Current accident year 7,449 17,356 42,469

Prior accident years (553) 1,150 1,517

Total incurred losses 6,896 18,506 43,986

Less:
Claims payments related to:

Current accident year 1,707 4,291 12,952

Prior accident years 3,701 5,243 10,514

Total claims paid 5,408 9,534 23,466

Net losses and loss adjustment expense

reserves at end of year 14,348 23,320 43,840
Ceded reserves at end of year 6,065 27,189 77,583
Gross losses and loss adjustment expense

reserves at end of year $20,413 $50,509 $121,423
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The following table shows the development of the reserves for unpaid losses and loss adjustment expenses from 1991 through 2001 for the
Company's primary insurance and reinsurance subsidiaries on a GAAP basis. The top line of the table shows the liabilities at the balance sheet
date for each of the indicated years and reflects the estimated amounts for losses and loss adjustment expenses for claims arising in that year and
all prior years that are unpaid at the balance sheet date, including losses incurred but not yet reported to the Company. The upper portion of the
table shows the re-estimated amount of previously recorded liability based on experience as of the end of each succeeding year. The lower
portion of the table shows the cumulative amounts subsequently paid as of successive years with respect to the liability. The estimates change as
more information becomes known about the frequency and severity of claims for individual years. A redundancy (deficiency) exists when the
re-estimated liability at each December 31 is less (greater) than the prior liability estimate. The "cumulative redundancy" or deficiency depicted
in the table, for any particular calendar year, represents the aggregate change in the initial estimates over all subsequent calendar years.

-17-
1991 1992 1993 1994 1995 1996 1997 1998
(In thousands)
Reserves for unpaid losses
and loss adjustment
expense $4,552 $4,135 $4,798 $6,048 $8,288 $8,869 $10,793 $12,860
Reserves re—-estimated at
December 31:
1 year later 3,264 4,266 4,653 5,854 7,482 9,850 11,587 12,307
2 years later 3,057 4,100 4,584 5,381 7,518 9,926 12,253 12,967
3 years later 2,956 4,148 3,920 4,823 7,398 9,606 12,550 12,677
4 years later 2,933 3,644 3,063 4,373 7,027 9,767 11,556
5 years later 2,607 2,987 2,740 3,941 7,251 8,677 -
6 years later 1,953 2,765 2,535 4,062 6,261 - -
7 years later 1,693 2,504 2,641 3,324 - - -
8 years later 1,422 2,630 2,002 - - - -
9 years later 1,456 2,070 - - - - -
10 years later 1,066 - - - - - -
Cumulative redundancy
(deficiency) 3,486 2,065 2,796 2,724 2,027 192 (763) 18
Cumulative amount of
liability paid through
December 31:
1 year later 99 524 152 501 931 1,827 3,007 3,70
2 years later 308 651 382 997 2,056 3,506 5,707 6,56
3 years later 380 872 621 1,552 2,906 4,918 7,443 9,05
4 years later 531 1,095 776 1,899 3,656 6,034 8,991
5 years later 697 1,235 1,064 2,162 4,619 6,638 - -
6 years later 701 1,511 1,252 2,428 4,906 - - -
7 years later 699 1,516 1,500 2,617 - - - -
8 years later 700 1,733 1,500 - - - - -
9 years later 820 1,733 - - - - - -
10 years later 820 - - - - - - -
Net reserve
December 31 14,3
Ceded Reserves 6,0
Gross Reserve 20,4

Investments

The Company has an Investment Services Agreement with Invesco Capital Management, Inc. ("Invesco") whereby Invesco provides
investment advisory services to the Company, subject to the investment policies and guidelines established by the Company's Board of
Directors. The Company has consistently invested primarily in investment grade fixed income securities, with the objective of providing
reasonable returns while limiting liquidity risk and credit risk. The Company's investment strategy has been to increase its investments in high
quality bonds, as opposed to equity securities, in order to avoid market fluctuations. The investment portfolio consists primarily of government
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and governmental agency securities and high quality marketable corporate securities which are rated at investment grade level.

At December 31, 2001, the Company's total assets of $297 million consisted of the following: cash, investments and notes receivable 47%;
premiums receivable and agent's balances 9%; reinsurance recoverables 36%; and other assets 8%. At December 31, 2001, the Company held
investment grade fixed income debt securities valued at $62 million and secured notes receivable valued at $8.1 million which represented
secured loans to unaffiliated parties, at or above market rates, secured by corporate and personal guarantees, real estate and other collateral.

-18-

The Company's cash and investments at December 31, 2001 totaled approximately $130.4 million, and were classified as follows:

Book Value Percent of
—————————— Portfolio
Type of Investment (In thousands)  ————————-—
Cash and short-term investments $ 32,056 24.5%
United States government securities 28,618 21.9
Mortgage-backed securities 7,914 6.1
Corporate bonds 23,153 17.8
Foreign investments 1,004 0.8
Real estate 37,663 28.9
Total $130,408 100.0%

The statement and fair values of the bond portfolio, classified by rating, as of December 31, 2001 were as follows:

Fair Amount Reflected Percent of
S&P's/Moody's Rating (1) Value on Balance Sheet Total

AAA/RAaa (including
United States Treasuries of

529, 607) e e e e e e e $ 39,455 $ 39,455 63.8%
AA/RE e e e e e e e e e e e, 4,684 4,684 7.6
72N/ 10,390 10,390 16.8
BBB/BAA it ettt ettt 7,307 7,307 11.8
1180 o= P $ 61,836 $ 61,836 100.0%

(1) Ratings are assigned by Standard& Poor's ("S&P") or, if no S&P rating is available, by Moody's Investors Service Inc. ("Moody's").

The National Association of Insurance Commissions ("NAIC") has a bond rating system by which it assigns securities to classes called
"NAIC designations" that are used by insurers when preparing their annual financial statements. The NAIC assigns designations to publicly
traded as well as privately placed securities. The designations assigned by the NAIC range from class 1 to class 6, with a rating in class 1 being
the highest quality. As of December 31, 2001, all of the Company's bond portfolio, measured on a statutory carrying value basis, was invested in
securities rated in class 1 or class 2 by the NAIC, which are considered investment grade.

-19-

The weighted average maturity of the Company's bond portfolio at December 31, 2001 was 7.90 years. The composition of the Company's
bond portfolio, classified by maturity, as of December 31, 2001 was as follows:

Amortized Market
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Maturity (1) Cost Value

Due 1in one year or leSS........... S 550 $ 563
Due from one to five years........ 22,933 23,883
Due from five to ten years........ 21,759 21,934
Due after ten vears............... 7,534 7,618
Mortgage-backed securities........ 7,914 7,838
Total e $ 60,690 $ 61,836
@))] Based on stated maturity dates with no prepayment assumptions.

The Company's investment grade fixed maturity securities included mortgage backed bonds of $7.8 million, which are subject to risks
associated with the variable prepayments of the underlying mortgage loans.

At December 31, 2001, the Company had two secured notes receivable from an unrelated party totaling $8.1 million, whose maturity
dates (July 15 and October 2, 2001) were extended until March 1, 2002. These notes carry an interest rate of 12% and are collateralized with
various forms of real estate, and personal and corporate guarantees. The Company ceased accruing interest on these loans after the original
maturity dates. These notes are currently in default and the Company is discussing resolution of this matter with the borrower.

American Safety Risk Retention Group, Inc.

Organization History. Following the enactment of the Risk Retention Act, American Safety, in order to establish a U.S. insurance
company to market and underwrite specialty environmental coverages, provided financial and technical assistance in connection with the
organization of American Safety RRG in 1988. American Safety RRG is not owned by the Company but is managed by ASI Services, the
Company's principal U.S. program development, underwriting and administrative services subsidiary, on a fee-for-service basis. American
Safety RRG is authorized to write liability insurance in all 50 states as a result of the Risk Retention Act, its license from the Vermont
Department of Banking, Insurance, Securities and Health Care Administration (the "Vermont Department") under the Vermont Captive Act as a
stock captive insurance company, and other state insurance filings. Presently, four of the directors of American Safety RRG are also directors of
the Company. The directors of American Safety RRG are elected annually by the insureds/shareholders of American Safety RRG.
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American Safety transferred its book of primary insurance business to American Safety RRG in 1988 and American Safety RRG
replaced American Safety as the policy issuing carrier insuring general, pollution and professional liability risks for contractors, consultants and
other businesses and property owners who are involved with environmental remediation. American Safety then became the quota share reinsurer
of the risks transferred and subsequently underwritten by American Safety RRG. All reinsurers of American Safety RRG are required to be
approved as reinsurers by the Vermont Department, and American Safety has been an authorized reinsurer of American Safety RRG since 1988.
The Company, through its insurance subsidiaries, participates in the business of American Safety RRG as its primary reinsurer under an excess
of loss/quota share reinsurance arrangement. For policies written by American Safety RRG, the Company receives 45% of the premium and
assumes 75% of the risk in the layer of the first $350,000 of loss per occurrence, subject to American Safety RRG's retention of the first
$100,000 of loss in the aggregate each year. American Safety RRG also cedes 100% of the risk in the layer of $650,000 in excess of $350,000
per occurrence, 100% of the risk in the layer of $4 million in excess of $1 million, and 100% of the risk in the layer of $5 million in excess of $5
million, to unaffiliated reinsurers.

Regulation. The Risk Retention Act facilitates the establishment of risk retention groups to insure certain liability risks of its members.
The statute applies only to "liability" insurance and does not permit coverage of personal risk liability or workers' compensation. Membership in
a risk retention group is limited to persons engaged in businesses or activities that are similar or related with respect to the liability to which the
members are exposed by virtue of any related, similar, or common business, trade, products, services (including professional services), premises
or operations. Ownership in a risk retention group is limited to persons who are members of the group and who are provided insurance by the
group.

The Risk Retention Act and the Vermont Captive Act require that each insured of American Safety RRG be a shareholder. Each
insured is required to purchase one share of the American Safety RRG's common stock upon the acceptance of the applicant as an insured. There
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is no trading market for the shares of common stock of American Safety RRG and each share is restricted as to transfer. If and when a holder of
American Safety RRG common stock ceases to be an insured, whether voluntarily or involuntarily, such person's share of common stock is
automatically canceled and such person is no longer a shareholder of American Safety RRG. The ownership interests of members in a risk
retention group are considered to be exempt securities for purposes of the registration p