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PROSPECTUS

2,100,000 Shares

Common Stock

We are selling 2,000,000 shares of our common stock. The selling shareholder identified in this prospectus is selling an additional 100,000
shares. We will not receive any of the proceeds from the sale of shares being sold by the selling shareholder. Our common stock, including the
offered shares, is traded on the Nasdaq Capital Market under the symbol AMPH.

On June 19, 2007, the reported last sale price of our common stock on the Nasdaq Capital Market was $17.00 per share.

You should consider the risks that we have described in _Risk Factors beginning on page 10 before buying
shares of our common stock.

Per Share Total
Public offering price $ 16.50 $ 34,650,000
Underwriting discounts and commissions $ 099 $ 2,079,000
Proceeds, before expenses, to us $ 15.51 $ 31,020,000
Proceeds, before expenses, to the selling shareholder $ 15.51 $ 1,551,000

The underwriters may purchase up to an additional 315,000 shares from us at the public offering price, less the underwriting discount, within 30
days from the date of this prospectus to cover over-allotments.

Neither the Securities and Exchange Commission nor any state securities commission has approved or disapproved of these securities or
determined if this prospectus is truthful or complete. Any representation to the contrary is a criminal offense.

The underwriters expect to deliver the shares to purchasers on or before June 25, 2007.

RAYMOND JAMES MORGAN KEEGAN & COMPANY, INC.

The date of this prospectus is June 19, 2007
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You should rely only on the information contained in this prospectus. We have not, and the underwriters have not, authorized anyone to provide

you with additional information or information different from that contained in this prospectus. We are offering to sell, and seeking offers to
buy, shares of our common stock only in jurisdictions where offers and sales are permitted. The information contained in this prospectus is

accurate only as of the date of this prospectus, regardless of the time of delivery of this prospectus or of any sale of shares of our common stock.

This prospectus contains terms that are specific to the insurance industry. A glossary of these terms appears beginning on page G-1 of this
prospectus.

For investors outside of the United States: Neither we nor any of the underwriters have done anything that would permit this offering or

possession or distribution of this prospectus in any jurisdiction where action for that purpose is required, other than in the United States. You are

required to inform yourselves about and to observe any restrictions relating to this offering and the distribution of this prospectus.
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PROSPECTUS SUMMARY

This summary highlights certain information contained elsewhere in this prospectus. This summary does not contain all of the information you

should consider before investing in our common stock. You should carefully read the entire prospectus, including Risk Factors and our financial

statements and related notes, before you decide whether to invest in our common stock. References in this prospectus to our restated articles of

incorporation and amended and restated bylaws refer to the articles of incorporation and bylaws as the same shall be in effect upon completion

of this offering. If you invest in our common stock, you are assuming a degree of risk. See Risk Factors, beginning on page 10. References to we,
our, our company, us or the Company referto American Physicians Service Group, Inc.

Overview of Our Business

We are a leading provider of medical professional liability insurance in Texas, where our insurance subsidiary, American Physicians Insurance
Company ( API ), has written business for over 30 years. Historically, we operated as the attorney-in-fact manager for API and, without the
benefit of significant financial capital or a financial strength rating, grew API into a leading medical professional liability insurer in Texas. In
April 2007, we acquired API, thus combining our insurance management expertise with an insurance underwriting entity to allow for expansion
into new markets and continued growth in existing markets. API, together with our managing general agency subsidiary that manages API,
comprise our Insurance Services business.

We believe API s long-term presence in the Texas medical professional liability insurance market provides us with name recognition and strong
relationships with the physicians practicing in Texas. The majority of our insurance business is distributed through independent agents, and we
currently insure approximately 4,775 physicians, dentists and other healthcare providers. Over 99% of API s premiums are written through
purchasing groups, which in Texas currently subjects us to less stringent state regulation of premium rates and policy forms. We carefully
review every new policy we issue and each policy considered for renewal. We meet regularly with an advisory board composed primarily of
practicing physicians who advise us on underwriting and marketing practices as well as review our claims and claims management strategies.

We also offer brokerage and investment services to individuals and institutions, including general securities sales and trade execution,

investment banking and asset management services. In this segment of our business, we focus on sectors of the fixed income market that we

believe are underserved by larger financial services firms. This Financial Services segment of our business is conducted through APS Investment
Services, Inc. and its subsidiaries.

Pro forma for our acquisition of API, as discussed below, our Insurance Services segment would have represented 82% of our total revenues in
2006.

Recent Acquisition of API

As part of our strategic goal of expanding our insurance operations, we acquired API on April 1, 2007. From 1975 until our acquisition of API,
we managed all operations of API as its attorney-in-fact and API operated as a reciprocal insurance exchange with limited ability to raise capital
to expand its operations. We considered many different factors and issues when examining the potential acquisition of API, including our
enhanced interest in acquiring an insurance company given the favorable effects of tort reform in various markets, our long-term experience
managing API s operations, the common goals we shared with API s board of directors, the ability to increase API s capital to support future
growth after the acquisition and the increased financial strength of the combined entity.
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In the late 1990 s through most of 2003, the Texas medical professional liability insurance market suffered from high losses driven in part by
large awards to claimants and a high frequency of claims. In response, Texas adopted tort reform legislation in September 2003, which limited
the non-economic damages that can be awarded in many medical professional liability claims and improved the underwriting environment for
medical professional liability insurers in the state. As a result of the benefits of tort reform and API s commitment to sound underwriting
practices, API s net income grew from approximately $5.8 million in 2004 to approximately $15.8 million in 2006, and its equity grew from
approximately $11.9 million to $34.7 million over the same period.

We acquired API by issuing approximately 2 million shares of common stock and approximately 10,198 shares of $1,000 per share redemption
value preferred stock. We are required to redeem at least $1 million of the preferred stock each calendar year beginning in 2007, until
December 31, 2016, at which time all of the preferred stock must have been redeemed. Our preferred stock has a cumulative dividend equal to
3% of the outstanding redemption value per year.

On a pro forma basis, if our acquisition of API had occurred on January 1, 2006, we would have recorded total revenue, net income and diluted
earnings per share of $95.1 million, $18.3 million and $3.72, respectively in 2006 and $23.2 million, $2.3 million and $0.46, respectively for the
three months ended March 31, 2007. Total revenue and pre-tax earnings from our insurance business would have accounted for approximately
82% and 93% of our total revenues and pre-tax earnings before accounting for corporate overhead, respectively, in 2006 and approximately 79%
and 88% of our total revenues and pre-tax earnings before accounting for corporate overhead, respectively, for the first three months of 2007.
See Unaudited Pro Forma Condensed Consolidated Financial Information, beginning on page 30.

Our Strengths

We believe that we are well positioned to capitalize on opportunities in our market as a result of the following competitive strengths:

Long-standing Relationships with Physician Community. ~API was founded in 1975 by physicians to provide a stable source of
medical professional liability insurance in the Texas market and, prior to our acquisition of API, it was governed by a board of
directors primarily composed of practicing physicians. We believe that we have been able to retain this physician-driven insurance
philosophy through the use of our advisory board, which is composed of former directors of API. Our advisory board meets regularly
with API to consult on marketing, underwriting and claims strategy. We believe this active physician involvement is important to the
physician community and gives us an advantage when marketing and servicing our policies and handling claims. Also, we believe
our long-term presence in this market has established our reputation as a long-term, reliable source of medical professional liability
insurance, which aids our efforts in attracting and retaining policyholders.

Innovation in Policy Design and Customization. We believe that our exclusive focus on medical professional liability insurance

and our management team s expertise in this industry allow us to be innovative when customizing policy and coverage terms to meet
the unique needs of our policyholders. We write substantially all of our policies on a claims-made basis, which generally shortens the
time during which a policyholder may submit a claim under a policy. Through the extensive use of our management reporting
technology and our 30-plus years of experience in identifying and meeting the needs of our policyholders, we are able to design new
product offerings and modify our existing policy provisions to react to emerging trends and opportunities. We believe our policy
innovation distinguishes us from our competition and allows us to write profitable business through many market cycles.

Pragmatic Approach to Claims Management. We aggressively defend against non-meritorious claims and strive to quickly resolve
valid claims. Our claims department is staffed by personnel who average
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over 14 years of experience in medical professional liability insurance claims. We meet monthly with members of our physician
advisory board to assess current medical standards of care, claim status and various strategies of claim defense and resolution. We
believe our approach to claims management helps us reduce the cost of claims made against our policyholders.

Comprehensive Customer Relationship Management. 'We maintain regular contact directly with our larger insurance customers and
track the interaction we have with all of our policyholders to ensure that we maintain what we believe to be a strong and valued
customer relationship. We visit the majority of our physician group clients on an annual basis in order to develop and maintain our
relationship with their key insurance decision makers. We also solicit feedback from our insurance customers to help strengthen our
customer relationships and improve the quality of our insurance services. We believe this level of customer relationship
management, combined with a traditional agency distribution model, helps increase our retention rates in various market cycles and
has helped us achieve recent retention rates of approximately 90%.

Value Added Loss Prevention Services. We provide our policyholders with a variety of risk management programs and resources
designed to reduce the risk of professional liability claims being made against our insureds and to increase the defensibility in the
event an insured is named in a medical professional liability claim. We believe our value added services help strengthen our
customer relationships and further distinguish us from our competitors.

Experienced Management Team. Our senior management team averages over 22 years of experience in the financial services
industry and 17 years with us (exclusive of our president and chief operating officer who joined us in April 2007 and who had been
our external legal counsel for 14 years). The president, chief financial officer and vice president of claims of our insurance operations
and our chairman and chief executive officer collectively have over 50 years of experience managing API s operations as its
attorney-in-fact prior to our acquisition of APIL. The president of our Financial Services operations has 22 years of experience in the
investment and investment advisory industry. In addition, upon the closing of our acquisition of API, two physician members of the
API board of directors were added to our board of directors. These physicians served on the board of directors of API prior to the
acquisition for 31 and 29 years, respectively. We believe this experienced management team provides us with a competitive
advantage and experience managing our operations through different market cycles.

Diverse Set of Products and Services Offered by Our Financial Services Business. Through our Financial Services operations, we
provide a broad range of products and services including trade execution, fixed-income research, investment banking services,
fixed-income asset management as well as trading and analysis of syndicated bank loans, trade claims and distressed private loan
portfolios. We believe this broad product offering allows us to leverage trends in various segments of the financial services markets
instead of relying on a single product or service for our operating results.

Our Strategy

Our strategy is to utilize superior medical professional liability insurance underwriting and claims management expertise in new and existing
markets and includes the following key elements:

Prudently Grow our Existing Texas Insurance Business. While we currently write approximately 13% of the medical professional
liability premiums in Texas, we believe that there are additional opportunities to expand in this market, through both internal growth
initiatives and selective acquisitions. We believe that the strength of our underwriting, loss prevention, claims management and
policyholder services will allow us to profitably increase our market share in Texas. We intend to leverage our quality service,
experience, people and relationships to retain existing policyholders and expand in the Texas market.
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Conservatively Expand into New Markets. We intend to pursue profitable growth in new geographic markets, through both internal
growth initiatives and selective acquisitions. We intend to focus on markets where we identify profitable underwriting opportunities
and where we believe that we can hire or collaborate with qualified and experienced people to aid in our expansion efforts. Our
expansion strategy will depend upon the competitive environment, the extent of tort reform in potential target markets, rate adequacy
and our ability to collaborate with qualified local personnel experienced in the markets we choose to enter.

Focus on Underwriting Profitability. We are focused on maintaining adequate premium rate levels to allow for underwriting
profitability. We intend to maintain our selective underwriting practices that involve careful review of every application we receive
and a thorough review of every physician being considered for renewal. In addition, we will consider retaining a larger portion of the
risks we cede to third-party reinsurers as we identify profitable opportunities to do so.

Obtain a Favorable Rating. Without the benefit of a financial strength rating, we established API as a leading medical professional
liability insurer in Texas. We believe that a favorable financial strength rating will aid our future expansion efforts in new markets
and support our growth in existing markets since many potential insurance customers require minimum financial strength ratings of
their insurers. We intend to utilize a portion of the net proceeds from this offering to strengthen the capital of API and may pursue a
favorable financial strength rating from A.M. Best or another qualified rating agency.

Maintain Profitability of Our Financial Services Operations. We intend to continue to generate favorable returns on invested
capital in our Financial Services segment and build upon its track record of success. We believe that we can continue to increase the
value of our investment banking and distressed debt trading operations through continued marketing and sales efforts.

Recent Additions to our Management

In April 2007, Timothy L. LaFrey joined us in the position of president and chief operating officer of the Company and as a director. He is also a
director and chief executive officer of APIL. He joined us to increase the depth of our management team as the Company capitalizes on its growth
potential in light of the acquisition of APIL

Upon the closing of our acquisition of API, Norris K. Knight, Jr., M.D. and William J. Peche, M.D. were added to our board of directors. Both
had served on the board of directors of API prior to the acquisition.

Risks Affecting Us

Geographic Concentration. Our written premiums are almost exclusively in Texas. Our revenues and profitability for the
foreseeable future will be substantially impacted by prevailing regulatory, economic, demographic and competitive conditions in
Texas.

Effective Pricing of Insurance Policies. If we fail to accurately assess the risks associated with the policyholders we insure, we
may fail to establish appropriate premium rates, and our reserves for unpaid losses and loss adjustment expenses (which we refer to
as loss and LAE reserves) may be inadequate to cover our actual losses.

Reliance on a Limited Group of Independent Agents. We distribute our insurance products through a limited group of
independent agents, one of which represented 45% of our gross premiums and maintenance fees written in 2006. If our relationship
with one or more of these agents changes or terminates, it could materially affect our revenues and results of operations.

Successful Challenges to Tort Reform. Texas enacted legislation in 2003 specifically directed at medical professional liability
reform. This legislation includes limits on certain damages.
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Tort reform may not be upheld by courts. In addition, if tort reform is effective, the business of providing professional and other
liability insurance may become more attractive, causing an increase in competition.

Impact of Lock-up Agreements. A significant portion of our outstanding shares are subject to lock-up agreements, which, when
they terminate, could result in a large number of our shares being sold, which could lower the market price at which our shares trade.

Potential Losses and Litigation Risk Associated with Our Financial Services Business. APS Capital Corp., one of our Financial
Services subsidiaries, trades bank debt and trade claims, which subject us to potential losses and litigation risk.
Corporate Information

We were organized in October 1974 under the laws of the State of Texas. Our principal executive office is at 1301 S. Capital of Texas Highway,
Suite C-300, Austin, Texas 78746, and our telephone number is (512) 328-0888. Our website is www.amph.com. We make available free of
charge on our website our Annual Report on Form 10-K, Quarterly Reports on Form 10-Q, Current Reports on Form 8-K and any amendments
to those reports filed or furnished pursuant to Section 13(a) or 15(d) of the Securities Exchange Act of 1934, as amended (the Exchange Act ), as
soon as reasonably practicable after such material is electronically filed with, or furnished to, the Securities and Exchange Commission (the

SEC ).

A summary organizational chart showing our corporate structure is shown below:
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The Offering

Common stock we are offering

Common stock offered by the selling
shareholder

Common stock to be outstanding after this
offering

Over-allotment option

Use of proceeds

Nasdaq Capital Market Symbol

2,000,000 shares

100,000 shares

6,826,355 shares

We have granted the underwriters a 30-day option to purchase up to 315,000 additional
common shares to cover over-allotments, if any.

We intend to use the net proceeds from this offering to implement our business strategy by

(1) contributing approximately $10 million in capital to our insurance subsidiary in order to
grow our current markets and prudently expand into new markets; and (2) using the balance of
the net proceeds for general corporate purposes including possible acquisitions. See Use of
Proceeds, beginning on page 24.

AMPH

Unless otherwise indicated, the information in this prospectus is based on the number of shares outstanding as of April 30, 2007 and, unless

otherwise indicated, excludes:

exercise of the underwriters over-allotment option to purchase up to 315,000 additional shares of common stock in this offering;

760,000 shares of common stock issuable upon exercise of options outstanding under our 1995 and 2005 Incentive and
Non-Qualified Stock Option Plans, at a weighted average exercise price of $12.42 per share; and

206,000 shares of common stock reserved for future grants under our 2005 Incentive and Non-Qualified Stock Option Plan and our
Affiliated Group Deferred Compensation Master Plan (the Deferred Compensation Plan ).
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SUMMARY FINANCIAL DATA
Summary Consolidated Historical Financial and Operating Data of American Physicians Service Group, Inc.

The following table sets forth selected historical financial and operating data for the Company. The income statement data set forth below for

each of the years in the five-year period ended December 31, 2006 and the balance sheet data as of December 31, 2006, 2005, 2004, 2003 and
2002 are derived from our audited consolidated financial statements included elsewhere herein and should be read in conjunction with, and are
qualified by reference to, such statements and the related notes thereto. The income statement data for the three months ended March 31, 2007

and 2006, and the balance sheet data as of March 31, 2007 and 2006, are derived from our unaudited consolidated financial statements which
management believes incorporate all of the adjustments necessary for the fair presentation of the financial condition and results of operations for
such periods, but may not be comparable as data stated for periods 2006 and later were impacted by the implementation of Statements of

Financial Accounting Standards ( SFAS ) No. 123(R), Accounting for Stock-Based Compensation ( SFAS No. 123(R) ). All information is
presented in accordance with accounting principles generally accepted in the United States of America ( GAAP ). Actual financial results through
March 31, 2007 may not be indicative of future financial performance.

Equity compensation costs of approximately $1.2 million related to our acquisition of API are included in the three month period ended
March 31, 2007.

Three Months
Ended March 31,
(unaudited) Year Ended December 31,
2007 2006 2006 2005 2004 2003 2002
(in thousands, except per share data)
Selected Income Statement Data:
Revenues:
Insurance services $ 3,657 $ 3,655 $15555 $15514 $15316 $10.826 $ 9454
Financial services 5,216 3,578 16,805 18,459 16,705 19,623 13,623
Total revenues 8,873 7,233 32,360 33,973 32,021 30,449 23,077
Expenses:
Insurance services 3,823 2,754 11,262 10,262 9,968 7,841 7,066
Financial services 4,437 3,285 15,145 16,263 14,538 16,584 11,876
General and administrative 777 518 2,128 2,737 2,227 2,069 1,951
Gain on sale of assets 5) 29) (134) (56) (8) (515)
Total expenses 9,032 6,557 28,506 29,128 26,677 26,486 20,378
Net income (loss) $ 95 $ 562 $ 3,194 $ 5460 $ 2,152 $ 2,799 $ 3411
Per share amounts:
Basic: Net income (loss) $ 003 $ 020 $ 115 $ 203 $ 08 $ 127 $ 153
Diluted: Net income (loss) $ ©03) $ 019 $ 109 $ 186 $ 076 $ 114 $ 145
Diluted weighted average shares outstanding 2,822 2,909 2,933 2,931 2,838 2,449 2,345
Cash dividends $ 030 $ 025 $ 0.20
Book value per share $ 10.81 $ 1016 $ 1049 $ 995 $ 923 $ 778 $ 8.03
Selected Balance Sheet Data:
Total assets $41,606 $33,149 $36,276 $33,505 $30443 $25,638  $24,981
Long-term obligations 1,133 1,576 2,665
Total liabilities 10,668 5,147 6,687 5,783 6,229 6,532 7,455
Minority interests 21 16 21 15 1 384
Total shareholders equity $30,917 $27,986 $29,568 $27,707 $24213 $19,106 $17,142
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Summary Historical Financial and Operating Data of American Physicians Insurance Company

The following table sets forth selected historical financial and operating data for API. The income statement data for each of the years in the
three-year period ended December 31, 2006 and the balance sheet data as of December 31, 2006 and 2005 are derived from the audited financial
statements of API included elsewhere herein and should be read in conjunction with, and are qualified by reference to, such statements and the
related notes thereto. The income statement data for the year ended December 31, 2003 and the balance sheet data for the year ended

December 31, 2004 are derived from the audited financial statements of API. The income statement data for the year ended December 31, 2002
and for the three months ended March 31, 2007 and 2006, and the balance sheet data as of December 31, 2003 and 2002 and March 31, 2007
and 2006, are derived from unaudited financial statements of API which management believes incorporate all of the adjustments necessary for
the fair presentation of the financial condition and results of operations for such periods and all adjustments are normal recurring in nature. All
selected data are presented in accordance with GAAP.

Three Months
Ended March 31, Year Ended December 31,
2007 2006 2006 2005 2004 2003 2002

(in thousands)
Income Statement Data:
Gross premiums and maintenance fees written direct and assumed $ 15466 $ 20,115 $ 74,833 $ 79,301 $ 84,571 $ 70,993 $ 58,815

Premiums ceded (2,407) 2,777) (4,709) (12,885) (12,878) (10,352) (7,596)
Net premiums and maintenance fees written 13,059 17,338 70,124 66,416 71,693 60,641 51,219

Net premiums and maintenance fees earned 16,311 17,631 70,859 64,183 64,616 52,844 38,168

Investment income, net of investment expenses 1,791 1,451 6,466 5,131 4,089 3,119 3,300

Realized capital gains (losses) net 126 102 6 552 608 185 (214)
Total revenues 18,228 19,184 77,331 69,866 69,313 56,148 41,254

Losses and loss adjustment expenses 10,934 12,153 38,970 43,976 48,655 44,546 29,616

Other underwriting expenses and net change in deferred

acquisition costs 3,355 3,168 14,213 12,671 11,422 9,699 10,213

Total expenses 14,289 15,321 53,183 56,647 60,077 54,245 39,829

Income from Operations 3,939 3,863 24,148 13,219 9,236 1,903 1,425

Federal income tax expense (benefit) 1,326 1,445 8,397 4,188 3,421 1,211 (116)
Net income $ 2613 $ 2418 $ 15751 $ 9,031 $ 5815 $ 692 $ 1,541

GAAP Underwriting Ratios:
Loss ratio (1)

Current accident year 67% 66% 61% 44% 45% 64% 60%
Prior years 0% 3% -6% 25% 30% 20% 17%
Calendar year 67% 69% 55% 69% 75% 84% 77%
Expense ratio (2) 21% 18% 20% 19% 18% 18% 27%
Combined ratio (3) 88% 87% 75% 88% 93% 102% 104%

Balance Sheet Data:

Cash and cash equivalents and investments $163,457 $125,702 $144,583 $116,749 $106,457 $ 85,671 $ 68,582
Premiums and maintenance fees receivable 14,647 14,427 16,493 13,703 14,971 10,354 8,294
Reinsurance recoverables 31,058 34,220 37,217 34,653 16,162 18,321 19,656
All other assets 9,179 8,646 8,025 9,728 8,138 9,174 5,907
Total Assets 218,341 182,995 206,318 174,833 145,728 123,520 102,439
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Reserve for losses and loss adjustment expenses 116,227 103,275 110,089 95,372 69,445 63,713 54,187
Unearned premiums and maintenance fees 36,516 40,303 39,786 40,698 38,346 31,035 23,223
Refundable subscriber deposits 10,198 10,457 10,227 10,568 11,001 11,461 11,578
All other liabilities 18,135 8,369 11,498 8,953 15,035 11,407 8,279
Total Liabilities 181,076 162,404 171,600 155,591 133,827 117,616 97,267

Total Members Equity $ 37265 § 20591 § 347718 $ 19242 § 11901 $§ 5904 $ 5172

(1) Loss ratio is defined as the ratio of losses and loss adjustment expenses to net premiums and maintenance fees earned.

(2) Expense ratio is defined as the ratio of other underwriting expenses and net change in deferred acquisition costs to net premiums and maintenance fees
earned.

(3) Combined ratio is the sum of the loss ratio and the expense ratio.
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Summary Unaudited Pro Forma Financial Information

The following selected unaudited pro forma consolidated financial data has been derived from and should be read in conjunction with the
unaudited pro forma condensed consolidated financial statements included elsewhere herein and related notes thereto. This information is based
on the historical unaudited consolidated balance sheets as of March 31, 2007 and the consolidated unaudited statements of income of the
Company and API for the three months ended March 31, 2007 and the audited statements of income of the Company and API for the year ended
December 31, 2006. The statements include pro forma adjustments as described in the notes accompanying the financial statements.

The unaudited pro forma condensed consolidated financial information does not purport to represent what our results of operations or financial
condition would have been had the transactions noted above actually occurred on the dates specified, nor does it purport to project our results of
operations or financial condition for any future period or as of any future date. The unaudited pro forma condensed consolidated financial
information is not comparable to our historical financial information due to the inclusion of the effects of the API acquisition.

Equity compensation costs of approximately $1.2 million related to our acquisition of API are included in the three month period ended March
31, 2007.

The unaudited pro forma condensed consolidated balance sheet as of the period ended March 31, 2007 is presented as if the API acquisition

occurred on March 31, 2007. The unaudited pro forma condensed consolidated statements of operations for the year ended December 31, 2006

and the three months ended March 31, 2007 and March 31, 2006 are presented as if the API acquisition occurred on January 1, 2006. See
Unaudited Pro Forma Condensed Consolidated Financial Information, beginning on page 30.

Three Months Ended
Year Ended
March 31, December 31,
2007 2006 2006 2005

(in thousands, except per share data)
Pro Forma Income Statement Data:

Net premiums and maintenance fees earned $ 16,311 $17,631 $ 70,859 $ 64,183
Investment income, net of investment expenses 2,119 1,682 7,635 5,832
Financial services revenues 4910 3,457 16,050 18,459
Total revenues 23,165 22,980 95,139 92,595
Net income 2,258 3,544 18,274 14,212
Net income per share
Basic 0.47 0.75 3.84 3.04
Diluted 0.46 0.72 3.72 2.89
As of March 31,
2007
(in
thousands,
except per

share

data)
Pro Forma Balance Sheet Data:
Investments $ 175,489
Total assets 255,413
Reserve for losses and loss adjustment expenses 116,227
Total liabilities 189,581
Minority interests 21
Shareholders equity 65,811
Book value per share 13.59
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RISK FACTORS

Investing in our common stock involves a high degree of risk. You should carefully consider the following risks and all other information
contained in this prospectus before purchasing our common stock. Our business, financial condition or results of operations could be materially
and adversely affected by any of these risks. The trading price of our common stock could decline due to any of these risks and you may lose all
or part of your investment.

RISKS RELATED TO OUR BUSINESS AND OUR INDUSTRY

Our geographic concentration means that our insurance business performance may be affected by economic, regulatory and demographic
conditions of our operations within the State of Texas.

Our business is concentrated in Texas, in which we generated 99% of our premiums written for each of the three months ended March 31, 2007
and the year ended December 31, 2006. Accordingly, unfavorable economic, regulatory and demographic conditions in Texas would negatively
impact our business. We focus exclusively on medical professional liability insurance. In the event there is meaningful change in the existing
legislation and claims environment, our financial condition and results of operations could be adversely affected. We may be exposed to greater
risks than those faced by insurance companies that conduct business over a larger geographic area. For example, our geographic concentration
could subject us to pricing pressure as a result of market or regulatory forces.

Our Insurance Services subsidiaries operate in highly competitive businesses against competitors with greater financial, marketing,
technological and other resources.

The insurance industry is highly competitive. Many of our competitors possess greater financial, marketing, technological and other resources.
We may not be able to continue to compete successfully.

All of our revenue from the Insurance Services segment is attributable to API. API competes with several insurance carriers, including Medical
Protective Insurance Services Inc., Texas Medical Liability Trust ( TMLT ), ProAssurance Corporation, The Doctors Company, Advocate MD
RPG, Inc., the Texas Medical Liability Insurance Underwriting Association, which is the state-sponsored insurer of last resort, and Medicus
Insurance Company. We consider these companies API s competitors because they are the companies to which policyholders who cancel their
policies with API typically move. Many of our competitors have greater financial strength and broader resources than us. We compete with these
companies on a variety of factors including price, customer service, expertise in claims handling, policy coverage, risk management services and
financial strength. In premiums written and asset size, Medical Protective Insurance Services Inc., TMLT, ProAssurance Corporation and The
Doctors Company are significantly larger than API, and Advocate MD RPG, Inc. and Medicus Insurance Company are smaller than API. Texas
Medical Liability Insurance Underwriting Association is larger than API in terms of asset size and smaller than API in terms of annualized
earned premiums. We do not have the capacity to write the volume of business equal to that of some of the other major carriers. With the
implementation of tort reform in late 2003, additional companies have re-entered, and other national companies may re-enter, the Texas market,
resulting in further increases in competition. As a result of this increased competition, API continues to face price pressure on both existing
renewals and new business.

Our largest insurance competitor, TMLT was established under the provisions of a statute that authorized a statewide association of physicians
or dentists to create a trust to self-insure its members. By statute, only members of the founding association may obtain insurance from TMLT.
TMLT is subject to limited government regulation in comparison to other insurance companies, such as API, in regards to statutory financial
reporting and financial examinations by the Texas Department of Insurance. TMLT further benefits from a low-cost structure as it is not required
to pay premium taxes and does not participate in the guaranty association. As a result, we are at a competitive disadvantage in competing against
TMLT.
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Our reliance on key executives could affect our results of operations.

We believe that our success depends on the efforts and abilities of a relatively small group of our executive personnel. The loss of services of
one or more of these key executives could have a material adverse effect on our business. We do not maintain key man life insurance on any of
our key executives. We have identified our key executives as: Kenneth S. Shifrin, chairman of the board and chief executive officer; Timothy
LaFrey, president and chief operating officer; George Conwill, president of APS Investment Services; Maury Magids, president of

APS Insurance Services, Inc.; and William Hayes, chief financial officer. In 2000, Mr. Shifrin was diagnosed with chronic lymphocytic
leukemia. We anticipate that the treatments Mr. Shifrin is taking for this condition in 2007 may have an impact on the amount of time he will be
able to devote to our business and that worsening of the effects of this condition could further reduce our access to Mr. Shifrin s services, which
could adversely affect our business.

If we do not effectively price our insurance policies, then our financial results will be adversely affected.

Our premium rates are established when coverage is initiated and based on factors that include estimates of expected losses generated from the
policies we underwrite. We analyze many factors when pricing a policy, including the policyholder s prior loss history, medical specialty and
practicing territory. If we underprice our insurance policies, actual costs for providing insurance coverage to policyholders may be significantly
higher than associated premiums. When initiating coverage on a policyholder, we must rely on information provided by the policyholder or
previous carriers to properly estimate future claims exposure. If any information is inaccurate, we could underprice our policies by using claims
estimates that are too low. As a result, actual costs for providing insurance coverage to policyholders may be significantly higher than associated
premiums. We assume the risk that policies in force were written at inadequate premium rates.

If our relationships with certain of our independent agencies, one of which accounts for a significant part of our business, were terminated,
our financial condition and results of operations could be materially adversely affected.

We market and sell our insurance products through a group of approximately 22 active independent, non-exclusive insurance agents. In addition,
for the year ended December 31, 2006, approximately 45% of our gross premiums written were produced by one agency. This agency also
serves as APl s primary reinsurance broker.

We do not have exclusive arrangements with our agents, and either party can terminate the relationship at any time. These agents are not
obligated to promote our products and also sell our competitors products. We must offer medical professional liability insurance products and
services that meet the requirements of these agents and their customers. We must also provide competitive commissions to these agents.

Thus, our relationships with our distribution partners may not continue or may continue under terms that are not as favorable to us as our current
agreements. Also, if we do not maintain good relationships with the agents with which we contract to sell our products, these agents may sell our
competitors products instead of ours or may direct less desirable risks to us, and our revenues or profitability may decline. In addition, these
agents may find it easier to promote the broader range of programs of some of our competitors than to promote our single-line medical
professional liability insurance products. The loss of a number of our independent agents or the failure of these agents to successfully market our
products could result in lower gross premiums written and have a material adverse effect on our financial condition and results of operations if
we are unable to replace them with agents that produce comparable premiums.

Loss reserves in our Insurance Services business are based on estimates and may be inadequate to cover actual loss and loss adjustment
expenses.

As a risk-bearing insurance entity, we must establish and maintain reserves for our estimated liability for losses and loss adjustment expenses in
our Insurance Services business. We establish loss reserves in our
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financial statements that represent an estimate of amounts needed to pay and administer claims with respect to insured events that have occurred,
including events that have not yet been reported to us. Loss reserves are estimates of the ultimate cost of individual claims based on actuarial
estimation techniques and are inherently uncertain. Judgment is required in applying actuarial techniques to determine the relevance of historical
payment and claim closure patterns under current facts and circumstances. We periodically review our established reserves and may adjust
reserves based on the results of these reviews. If we change our estimates, these changes are reflected in results of operations during the period
in which they are made. These adjustments could be significant.

As a holding company, our financial condition and results of operations are dependent on our subsidiaries and our ability to pay expenses
and dividends will be dependent on our ability to receive dividends from our subsidiaries, which may be restricted.

We are principally a holding company with assets consisting primarily of cash, investment securities and the capital stock of our subsidiaries.
Consequently, our ability to pay our operating expenses, make redemption payments on our Series A redeemable preferred stock and service our
other indebtedness is dependent upon the earnings of our subsidiaries and our ability to receive funds from such subsidiaries through loans,
dividends or otherwise. Our subsidiaries are legally distinct entities and have no obligation, contingent or otherwise, to make funds available to

us for such obligations. In addition, our subsidiaries ability to make such payments is subject to applicable state laws and claims of our
subsidiaries creditors will generally have priority as to the assets of such subsidiaries. Accordingly, our subsidiaries may not be able to pay funds
to us sufficient to enable us to meet our obligations. The ability of API to pay dividends to us or redeem any of the API preferred stock that we
hold is subject to regulation by the Texas Department of Insurance. In addition to restrictions on dividends and distributions applicable to all
Texas stock insurance companies, for so long as any Series A redeemable preferred stock is outstanding, the Texas Department of Insurance
prohibits API from paying dividends to us on the API common stock that we hold in any fiscal year unless and until we comply with our
redemption and dividend payment obligation to the holders of our Series A redeemable preferred stock for that year. We have also agreed that,
without prior approval of the Texas Department of Insurance, aggregate annual dividends on API common stock and payments made to redeem
API preferred stock held by us may not exceed the lesser of 10% of API s prior year-end policyholder statutory earned surplus or API s prior year
net income, and in no event may exceed API s policyholder statutory earned surplus. By way of illustration, if this dividend and redemption
restriction had been in place in 2004, 2005 and 2006, possible dividends paid by API to us for those years would have been limited to $357,268,
$870,465 and $1,555,400, respectively. Accordingly, our subsidiaries may not be able to pay funds to us and, even if paid such funds may not be
sufficient to enable us to meet our obligations.

If tort reform is successfully challenged, it could materially affect our insurance operations.

Tort reforms generally restrict the ability of a plaintiff to recover damages by imposing one or more limitations, including, among other
limitations, eliminating certain claims that may be heard in a court, limiting the amount or types of damages, changing statutes of limitation or
the period of time to make a claim and/or limiting venue or court selection. Texas enacted legislation in 2003 specifically directed at medical
professional liability reform. Among the more significant aspects of the legislation were caps on non-economic damages and caps on
non-economic damages against a single institution and against all healthcare institutions combined.

While the effects of tort reform may be generally beneficial to our insurance business, such reforms may not be effective or ultimately upheld by
the courts. In the event that we begin experiencing an increase in claims frequency and/or severity, we will have to respond with corresponding
increases to premium rate levels. These changes in rates may prevent us from having the ability to expand our Insurance Services business in the
Texas marketplace. In addition, the benefits of tort reform may be accompanied by regulatory actions by state insurance authorities that may be
detrimental to our insurance business, such as expanded coverage requirements and premium rate limitations or rollbacks.
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Prior-year favorable experiences on our variable premium reinsurance contracts may not continue to result in favorable adjustments to
ceded premiums.

Our reinsurance contracts for 2002 through 2007 contain variable premium ceding rates based on loss experience and thus, a portion of
policyholder premium ceded to the reinsurers is calculated on a retrospective basis. The variable premium contract is subject to a minimum and
a maximum premium range to be paid to the reinsurers, depending on the extent of losses actually paid by the reinsurers. A provisional premium
is paid during the initial policy year. The actual percentage rate ultimately ceded under these contracts will depend upon the development of
ultimate losses ceded to the reinsurers under their retrospective treaties.

For the year ended December 31, 2006, API recorded favorable net development to ceded premiums of $7,743,000 related to prior variable
premium reinsurance treaties as a result of lower estimated loss and loss adjustment expenses for treaty years 2002 through 2005. Prior-year
favorable experiences on our variable premium reinsurance contracts may not continue to result in favorable adjustments to ceded premiums.

Our Financial Services subsidiaries operate in highly competitive businesses against competitors with greater financial, marketing,
technological and other resources.

Our Financial Services businesses are engaged in a highly competitive industry. We compete with numerous other broker-dealers, many of
which are well known national or large regional firms with substantially greater financial and personnel resources. We also compete with a
number of smaller regional brokerage firms in Texas and the southwestern United States.

In many instances APS Financial Corporation (  APS Financial ), our broker-dealer subsidiary, competes directly with these organizations. In
addition, there is competition for investment funds from the real estate, insurance, banking and thrift industries. APS Financial competes for
brokerage transactions principally on the basis of our research, our reputation in particular markets, and the strength of our client relationships.
In our investment banking activities, we compete with large, well-known investment banks as well as regional service providers who offer
placement and advisory services to small-and middle market companies. We compete for these investment banking assignments on the basis of
our relationships with the issuers, potential investors, industry experience and transactional fees.

There is also significant competition in the financial services industry for qualified employees. We compete with other securities firms for
investment bankers, sales representatives, securities traders, analysts and other professionals. Our ability to compete effectively depends on our
ability to attract, retain and motivate qualified employees.

Our Financial Services businesses are subject to market forces beyond our control, which could affect us more severely than our
competitors.

Our Financial Services businesses, like other securities firms, are directly affected by economic and political conditions, broad trends in business
and finance and changes in volume and price levels of securities transactions. In recent years, the U.S. securities markets have experienced
significant volatility. If our trading volume decreases, our revenues decline. Also, when trading volume is low, our profitability is adversely
affected because our overhead remains relatively fixed, despite lower compensation costs associated with commission revenues. Severe market
fluctuations in the future could have a material adverse effect on our business, financial condition and operating results. Certain of our
competitors with more diverse product and service offerings might withstand such a downturn in the securities industry better than we would.

Our Financial Services segment is dependent on a limited number of customers and the loss of one or more of these customers could
adversely affect our profitability.

We receive a substantial portion of our Financial Services revenues from a limited number of customers. In 2006, one customer and its related
entities comprised approximately 44% of our total Financial Services

13

Table of Contents 18



Edgar Filing: AMERICAN PHYSICIANS SERVICE GROUP INC - Form 424B4

Table of Conten
revenues. The loss of this customer could significantly negatively affect the operating results of our Financial Services segment.
Market conditions could cause reinsurance to be more costly or unavailable for our Insurance Services business.

As part of our overall risk management strategy, we currently purchase reinsurance for amounts of risk from $250,000 up to $1,000,000. If we
are unable to maintain our current reinsurance coverage or to obtain other reinsurance coverage in adequate amounts and at favorable rates, or if
we are unable to renew our expiring reinsurance coverage, we may be adversely affected by losses or have to reduce the amount of risk we
underwrite.

We bear credit risk with respect to our reinsurers, and if any reinsurer fails to pay us, or fails to pay us on a timely basis, we could
experience a shortage of liquidity or unexpected losses.

We transfer some of our risks to reinsurance companies in exchange for part of the premium we receive in connection with the risk. Although
reinsurance makes the reinsurer liable to us to the extent the risk is transferred, it does not relieve us of our liability to our policyholders. If
reinsurers fail to pay us or fail to pay on a timely basis, our financial results will be adversely affected. At March 31, 2007, API had reinsurance
recoverables on paid and unpaid losses and loss adjustment expenses of approximately $29,685,000.

Until we acquired API, it operated as a reciprocal insurance exchange that provided insurance to its subscribers, and therefore its historical
financial and business results may not be representative of future resulls.

Prior to April 1, 2007, API was a reciprocal insurance exchange, with a business goal to provide a stable source of medical professional liability
insurance in Texas. Our business goal is to maximize API s long-term profitability. This change in business goals may not be successful, which
could result in our income being significantly reduced. In addition, we are subject to risks associated with negative customer perception of a
for-profit corporation, as compared to a reciprocal insurance exchange, which may cause significant customer defections and a loss in market
share.

If we are unable to obtain and maintain a favorable financial strength rating, it may be more difficult for our Insurance Services business to
write new business or renew its existing business.

Third party rating agencies assess and rate the claims-paying ability of insurers based upon criteria established by the agencies. The financial
strength ratings assigned by rating agencies to insurance companies represent independent opinions of financial strength and ability to meet
policyholder obligations and are not directed toward the protection of investors. These ratings are not recommendations to buy, sell or hold any
security.

Financial strength ratings are used by agents and clients as an important means of assessing the financial strength and quality of insurers. API
has no financial strength rating. The inability of API to obtain a favorable rating within a reasonable period of time could adversely affect its
ability to sell insurance policies and inhibit API from competing effectively. If market conditions for API s insurance become more competitive,
competitors with higher financial strength ratings might have a competitive advantage. These results could have a material adverse effect on our
results of operations and financial condition.

Our Insurance Services business is subject to extensive government regulation.

Insurance businesses are subject to extensive regulation by state insurance authorities in each state in which they operate. Regulation is intended
for the benefit of policyholders rather than shareholders. In addition to
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control over the amount of dividends and other payments that can be made by API, these regulatory authorities have broad administrative and
supervisory power relating to licensing requirements, trade practices, capital and surplus requirements, investment practices and rates charged to
insurance customers.

These regulations may impede or impose burdensome conditions on rate increases or other actions that we may want to take to enhance our
operating results. In addition, we incur significant costs in the course of complying with regulatory requirements. Also, our ability to grow API
through premiums and additional capacity could be limited due to surplus and risk-based capital requirements under the financial regulatory
guidelines of the Texas Department of Insurance.

The National Association of Insurance Commissioners ( NAIC ) Insurance Regulatory Information System ( IRIS ) was developed to help state
regulators identify companies that may require special attention. IRIS identifies key financial ratios and specifies usual ranges for each ratio.
Departures from the usual ranges of ratios may lead to inquiries from the insurance regulators. In 2006, API had three values outside the normal
range, two related to the growth of its surplus and one related to the increase in prior year loss reserves.

Most states also regulate insurance holding companies like us in a variety of matters, such as restrictions on acquisitions, changes of control and
the terms of affiliated transactions.

Currently, pursuant to an order of the Texas Department of Insurance, we must redeem at least $1 million of our Series A redeemable preferred
stock each calendar year beginning in 2007, until December 31, 2016, at which time all of the Series A redeemable preferred stock must have
been redeemed. We also must pay a cumulative dividend equal to holders of our Series A redeemable preferred stock equal to 3% of the
outstanding redemption value per year. In addition, the Texas Department of Insurance has required us to place $2.5 million into an escrow
account with a bank, to remain in escrow until the aggregate remaining redemption and dividend obligation with respect to our Series A
redeemable preferred stock is less than the amount of such escrow balance. We have agreed that no withdrawals will be made from this escrow
account without prior approval from the Texas Department of Insurance.

Further, the NAIC and certain state insurance regulators are re-examining current laws and regulations, specifically focusing on issues relating to
the solvency of insurance companies, interpretations of existing laws and the development of new laws. Although the federal government does
not directly regulate the business of insurance, federal initiatives often affect the insurance industry in a variety of ways. The effects of any
future legislative or regulatory changes may have a material adverse effect on our Insurance Services business.

Our Financial Services business is subject to extensive government regulation.

The securities industry is subject to extensive governmental supervision, regulation and control by the SEC, state securities commissions and
self-regulatory organizations, which may conduct administrative proceedings that can result in censure, fine, suspension or expulsion of APS
Financial or any of its officers or employees. The NASD regulates our Financial Services business marketing activities. The NASD can impose
certain penalties for violations of its advertising regulations, including censures or fines, suspension of all advertising, the issuance of
cease-and-desist orders or the suspension or expulsion of a broker-dealer or any of its officers or employees.

Our ability to comply with all applicable laws and rules is largely dependent on our establishment and maintenance of a system to ensure
compliance with these laws and rules, as well as our ability to attract and retain qualified compliance personnel. We could be subject to
disciplinary or other actions due to claimed noncompliance in the future, which could have a material adverse effect on our business, financial
condition and operating results.
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The federal or state governments or self-regulatory organizations having jurisdiction over our insurance and securities businesses could adopt
regulations or take other actions, such as the failure to renew or the revocation of required licenses and certifications that would have a material
adverse effect on our business, financial condition and results of operations. In addition, our operations and profitability may be affected by
additional legislation, changes in rules promulgated by the SEC, NASD, the Board of Governors of the Federal Reserve System, the various
stock exchanges and other self-regulatory organizations and state securities commissions or changes in the interpretation or enforcement of
existing laws or rules.

Our Financial Services business must maintain certain net capital requirements that could slow our expansion plans or prevent payments of
dividends.

The SEC, NASD and various other regulatory agencies have stringent rules with respect to the maintenance of specific levels of net capital by
securities broker-dealers. Net capital is the net worth of a broker or dealer (assets minus liabilities), less deductions for certain types of assets. If
a firm fails to maintain the required net capital, it may be subject to suspension or revocation of registration by the SEC and suspension or
expulsion by the NASD and could ultimately lead to the firm s liquidation. If such net capital rules are changed or expanded or if there is an
unusually large charge against net capital, operations that require the intensive use of capital would be limited. Such operations may include
trading activities and the financing of customer account balances. Also, our ability to pay dividends, repay debt and redeem or purchase shares
of our outstanding stock could be severely restricted. A significant operating loss or an extraordinary charge against net capital could adversely
affect the ability of APS Financial to expand or even maintain its present levels of business, which could have a material adverse effect on our
business, financial condition and operating results.

Failure of third-party vendors to provide critical services could harm our business.

We rely on a number of third parties to assist in the processing of our transactions, including online and internet service providers, back-office
processing organizations, and market makers. In particular, we clear all of our trades from our broker-dealer through one clearing firm,
Southwest Securities, Inc. We do not control the actions of these third-party vendors. Any problems caused by these third parties, including as a
result of their not providing us their services for any reason or their performing their services poorly, could have a material adverse effect on our
business, financial condition and operating results.

The fact that we write only a single line of insurance may leave us at a competitive disadvantage and subjects our financial condition and
results of operations to the cyclical nature of the medical professional liability insurance market.

We face a competitive disadvantage because we only offer a single line of insurance. Some of our competitors have additional competitive
leverage because of the wide array of insurance products that they offer. For example, a business may find it more efficient or less expensive to
purchase multiple lines of insurance coverage from a single carrier. Because we do not offer a range of insurance products and sell only medical
professional liability insurance, we may lose potential customers to larger competitors who do offer a selection of insurance products.

Growth in premiums written in the medical professional liability insurance industry have fluctuated significantly over the past ten years as a
result of, among other factors, changing premium rates. The cyclical pattern of such fluctuation has been generally consistent with similar
patterns for the broader property and casualty insurance industry, due in part to the participation in the medical professional liability insurance
industry of insurers and reinsurers that also participate in many other lines of property and casualty insurance and reinsurance. Historically, the
financial performance of the property and casualty insurance industry has tended to fluctuate in cyclical patterns characterized by periods of
greater competition in pricing and underwriting terms and conditions, otherwise referred to as a soft insurance market, followed by periods of
capital shortage, lesser competition and increasing premium rates, otherwise referred to as a hard insurance market.
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For the past two years, the medical professional liability insurance industry has faced a soft insurance market that has generally resulted in lower
premium rates. During this two-year period, our rates have decreased by approximately 13% per year on average. We cannot predict whether, or
the extent to which, the recent decreases in premium rates will continue.

Changes in the healthcare industry could have a material impact on the results of operations of our Insurance Services business.

Our Insurance Services business derives substantially all of its medical professional liability insurance premiums from physicians and other
individual healthcare providers, physician groups and smaller healthcare facilities. Significant attention has recently been focused on reforming
the healthcare industry at both the federal and state levels. In recent years, a number of factors related to the emergence of managed care have
negatively affected or threatened to affect the practice of medicine and economic independence of medical professionals. Medical professionals
have found it more difficult to conduct a traditional fee-for-service practice and many have been driven to join or contractually affiliate with
provider-supported organizations. Such change and consolidation may result in the elimination of, or a significant decrease in, the role of the
physician in the medical professional liability insurance purchasing decision and could reduce our medical professional liability insurance
premiums, as groups of insurance purchasers may be able to retain more risk.

If we are unable to successfully write policies in new states, we may not be able to grow and our financial condition and results of operations
could be adversely affected.

One of our strategies is to write medical professional liability insurance in new states, either through internal growth initiatives or selective
acquisitions. However, our lack of experience in these new states means that this strategy is subject to various risks, including risks associated
with our ability to:

comply with applicable laws and regulations in those new states;

obtain accurate data relating to the medical professional liability industry and competitive environment in those new states;

attract and retain qualified personnel for expanded operations;

identify and attract acquisition targets;

identify, recruit and integrate new independent agents;

augment our internal monitoring and control systems as we expand our business; and

integrate an acquired business into our operations.
Any of these risks, as well as risks that are currently unknown to us or adverse developments in the regulatory or market conditions in any of the
new states that we enter, could cause us to fail to grow and could adversely affect our financial condition and results of operations.

The unpredictability of court decisions could have a material impact on our results of operations.

Our results of operations may be adversely affected by court decisions that expand the liability on the insurance policies API issues after they
have been issued and priced. Additionally, a significant jury award, or series of awards, against one or more of API s insureds could require API
to pay large sums of money in excess of its reserved amounts. API s policy to aggressively litigate claims against its insureds that it considers
unwarranted or claims where settlement resolution cannot be achieved may increase the risk that API may be required to make such payments.
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the insured s policy limit. API currently maintains insurance in the form of a component of its ceded reinsurance for such occurrences, which
serves to mitigate exposure to such claims. However, the assertion of multiple claims for extra-contractual obligations in a single year or one or
more large claims in a single year could result in potential exposure materially in excess of insurance coverage or in increased costs of such
insurance coverage. Such occurrences could have a material adverse effect on our results of operations and financial condition.

We are exposed to interest rate and investment risk.

Changes in interest rates could have an impact at our broker-dealer subsidiary, APS Financial. As interest rates increase, bond prices typically
decrease and vice-versa. Since revenues at APS Financial are primarily recorded as commissions earned on the trading of fixed-income
securities, a rise in interest rates would cause a drop in the yield of these securities and would generally result in customers being cautious about
committing funds or selling their positions, thus negatively affecting commissions earned. The general level of interest rates may trend higher or
lower in 2007, and this move may impact our level of business in different fixed-income sectors. A volatile interest rate environment in 2007
could also impact our business as this type of market condition can lead to investor uncertainty and their corresponding willingness to commit
funds. If a generally improving economy is the impetus behind higher rates, our investment grade business may decline.

A material decline, other than temporary, in the value of any of our debt or equity securities could have a material adverse effect on our financial
condition and results of operations. A decline in the value of equity securities, evidenced by lower prices traded for the common stock of these
companies, might occur for several reasons, including poor financial performance, obsolescence of the service or product provided or any other
news deemed to be negative by the investing public. A decline in the value of debt securities might occur for the same reasons above as well as
due to an increase in interest rates.

If we cannot obtain adequate or additional capital on favorable terms, we may not have sufficient funds to implement our future growth or
operating plans and our business, financial condition or results of operations could be materially adversely affected.

If we have to raise additional capital, equity or debt financing may not be available on terms that are favorable to us. In the case of equity
financings, dilution to our shareholders could result. In any case, such securities may have rights, preferences and privileges that are senior to
those of our shares of common stock. In the case of debt financings, we may be subject to covenants that restrict our ability to freely operate our
business. If we cannot obtain adequate capital on favorable terms or at all, we may not have sufficient funds to implement our future growth or
operating plans and our business, financial condition or results of operations could be materially adversely affected.

Customers of our Financial Services business may default on their margin accounts, effectively passing their losses on to us.

Our Financial Services customers sometimes purchase securities on margin through our clearing organization, Southwest Securities, Inc.;
therefore, we are subject to risks inherent in extending credit. This risk is especially great when the market is rapidly declining. In such a decline,
the value of the collateral securing the margin loans could fall below the amount of a customer s indebtedness. Specific regulatory guidelines
mandate the amount that can be loaned against various security types. Independent of our review, our corresponding clearing organization
independently maintains a credit review of our customer accounts. If customers fail to honor their commitments, the clearing organization would
sell the securities held as collateral. If the value of the collateral were insufficient to repay the loan, a loss would occur, which we may be
required to fund. Any such losses could have a material adverse effect on our business, financial condition and operating results.

We rely on our information technology and telecommunication systems, and the failure of these systems could materially and adversely
affect our business.

Our businesses are highly dependent upon the successful and uninterrupted functioning of our information technology and telecommunications
systems. We rely on these systems to, in our Insurance Services business,
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process new and renewal business, provide customer service, administer claims, make payments on those claims and facilitate collections and, in
our Financial Services business, receive and process trade orders. These systems also enable us to perform actuarial and other modeling
functions necessary for underwriting and rate development. The failure of these systems, including due to a natural catastrophe or the
termination of any third-party software licenses upon which any of these systems is based, could interrupt our operations or materially affect our
ability to evaluate and write new business and our ability to receive and process trade orders in our Financial Services business. If our systems or
any other systems in the trading process slow down significantly or fail even for a short time, our Financial Services customers would suffer
delays in trading, potentially causing substantial losses and possibly subjecting us to claims for such losses or to litigation claiming fraud or
negligence.

As our information technology and telecommunications systems interface with and depend on third-party systems, we could experience service
denials if demand for such services exceeds capacity or such third-party systems fail or experience interruptions. If sustained or repeated, a
system failure or service denial could result in a deterioration of our ability to write and process new and renewal business and provide customer
service or compromise our ability to pay claims in a timely manner. Any interruption in our ability to write and process new and renewal
business, service our customers or pay claims promptly could result in a material adverse effect on our business. Any systems failure that
interrupts our operations could negatively impact our business, financial condition and operating results.

We are exposed to litigation in our Financial Services business.

From time to time, we are subject to lawsuits and other claims arising out of our Financial Services business. The outcome of these actions
cannot be predicted, and such litigation or actions could have a material adverse effect on our results of operations and financial condition. We
cannot predict the effect of any current or future litigation, regulatory activity or investigations on our business. Given the current regulatory
environment it is possible that we will become subject to further governmental inquiries and subpoenas and have lawsuits filed against us. Our
involvement in any investigations and lawsuits would cause us to incur additional legal and other costs and, if we were found to have violated
any laws, rules or regulations, we could be required to pay fines, damages and other costs, perhaps in material amounts. We could also be
materially adversely affected by the negative publicity related to these proceedings, and by any new industry-wide regulations or practices that
may result from these proceedings.

APS Capital Corp., one of our Financial Services subsidiaries, trades bank debt and trade claims which subjects us to potential losses and
litigation risk.

APS Capital Corp. ( APS Capital ), one of our subsidiaries in the Financial Services portion of our business, trades bank debt and trade claims. In
that capacity, APS Capital potentially is liable for losses related to the impairment of the traded claims and for disputes that may arise during the
trading process from either the holders of, or investors in, bank debt or trade claims.

For losses due to impairment, APS Capital may be liable for the portion of its potential profit on a trade claim trade that is proportional to any
part of a traded claim that is subsequently impaired, offset, disallowed, subordinated, or subject to disgorgement (an impairment ). Trade claims
are private debt instruments representing claims by creditors against a debtor in bankruptcy. On rare occasions, when a trade claim has been
allowed by a final, non-appealable court order, APS Capital may provide impairment protection for the full amount of a traded claim. In this

case, it is possible that (1) a claim is impaired and (2) APS Capital may be unable to recover the impairment from any prior assignor of the

claim. In the process of trading bank debt and trade claims, APS Capital is also subject to general litigation risk, which may result from disputes
that arise during its trading process or from particular potential or executed trades.

We currently are party to litigation regarding disputes related to two bankruptcy trade claims. We believe that one of these matters is not
material. Due to the recent initiation of the second matter, at this point we are not

19

Table of Contents 25



Edgar Filing: AMERICAN PHYSICIANS SERVICE GROUP INC - Form 424B4

Table of Conten

able to accurately quantify potential liability or damages, if any, related to this matter, which involves an assertion that APS Capital failed to
acquire trade claims held by a prospective trading partner.

Our compliance and risk management methods might not be effective, which could increase the possibility of regulatory action or litigation
or that our business is otherwise negatively impacted.

Our ability to comply with applicable laws and rules is largely dependent on our establishment and maintenance of compliance, audit and
reporting systems, as well as our ability to attract and retain qualified compliance and other risk management personnel. Our policies and
procedures to identify, monitor and manage our risks may not always succeed. Some methods of risk management are based on the use of
observed historical market behavior. As a result, these methods may not accurately predict future risk exposures, which could be significantly
greater than the historical measures indicate. Other risk management methods depend on evaluation of information regarding markets, clients or
other matters that are publicly available or otherwise accessible by us. This information may not be accurate, complete, current or properly
evaluated. Management of operational, market, credit, legal and regulatory risk requires, among other things, policies and procedures to record
properly and verify a large number of transactions and events. Our policies and procedures may not always be effective and we may not always
be successful in monitoring or evaluating the risks to which we are or may be exposed. The failure to assess and mitigate the risks to which we
are exposed could have a material adverse effect on our business, financial condition or results of operation.

RISKS RELATED TO OUR COMMON STOCK AND THIS OFFERING

The market price of our common stock may fluctuate and sales of our common stock, including sales of shares acquired in this offering,
could lower the market price of our common stock.

The market price of our common stock may fluctuate in response to quarter-by-quarter variations in our operating results, variations in the
operating results of our competitors, changes in our earnings estimates by analysts, developments in the industries in which we operate or
changes in general economic conditions.

If a large number of shares of our common stock are sold in the open market after this offering or if there is a perception that such sales will
occur, the trading price of our common stock could decrease. In addition, the sale of these shares could impair our ability to raise capital through
the sale of additional common stock. Upon consummation of the offering, we will have 6,826,355 shares of our common stock outstanding. Of
these shares, all shares sold in the offering, other than shares, if any, purchased by our affiliates and certain shares that are subject to a lock-up,
will be freely tradeable.

Currently, there are 1,071,000 shares of our common stock reserved for issuance under our 1995 and 2005 Incentive and Non-Qualified Stock
Option Plans. See Description of Capital Stock 2005 Incentive and Non-Qualified Stock Option Plan, beginning on page 122. Of these, 760,000
shares of common stock are issuable upon exercise of options outstanding as of the date hereof, of which 552,600 are currently exercisable or

will become exercisable within 60 days after April 30, 2007. The sale of shares issued upon the exercise of stock options could further dilute

your investment in our common stock and adversely affect our stock price.

In addition, there are 149,500 shares of our common stock reserved for issuance under our Deferred Compensation Plan, of which 95,574 shares
of common stock are issuable upon certain key executive officers or directors terminating their employment or association with the Company,
respectively. See Description of Capital Stock Deferred Compensation Plan, beginning on page 124. As of April 30, 2007, 500 shares of our
common stock have been issued under our Deferred Compensation Plan. The sale of shares issued under our Deferred Compensation Plan could
adversely affect our stock price and could further dilute your investment in our common stock.

Our common stock has a low average daily trading volume and it may be difficult for you to sell the shares you purchase in this offering.

Our common stock is currently traded on the Nasdaq Capital Market. Stocks trading on the Nasdaq Capital Market typically do not have as high
a trading volume as national securities exchanges. As a result, prices quoted
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for our stock may not reflect the actual fair market value of the stock. Also, because of the low volume of trading in our common stock, it may
be difficult for you to sell the common stock you purchase in this offering. If you are able to sell our common stock, the limited trading volume
could result in a significantly lower sales price than the sales price quoted by the Nasdaq Capital Market at the time of your order to sell. You
should consult an experienced investment or financial advisor prior to attempting any sale of our common stock.

Holders of our outstanding shares of preferred stock have rights superior to those of our common shareholders.

The terms of our Series A Redeemable Preferred Stock issued in the acquisition of API provide that no dividends may be paid on shares of our
common stock unless we are in compliance with the dividend obligations to holders of the preferred stock. If we are unable to meet the
obligations to holders of our preferred stock we will be prohibited from paying dividends on our common stock. Furthermore, in the event we
were to be liquidated, holders of our preferred stock would be entitled to receive their full remaining redemption value and any dividends due
them before any distribution is made to the holders of our common stock.

A significant portion of our outstanding shares are subject to lock-up agreements which, when they terminate, could result in a large
number of our shares being sold, which would lower the price for which people would agree to purchase shares of our common stock.

Pursuant to the terms of our acquisition of API, the approximately 2 million shares of our common stock and approximately 10,198 shares of our
Series A redeemable preferred stock issued in the acquisition are subject to a 180-day lock-up period running from April 1, 2007, the date of the
effectiveness of the acquisition, until September 28, 2007. We cannot predict whether substantial amounts of our common stock will be offered
for sale in the open market upon the expiration of this lock-up period.

In addition, in connection with this offering, we, all of our directors and executive officers, certain other officers and the selling shareholder have
entered into lock-up agreements and, with limited exceptions, have agreed not to, among other things, sell or otherwise dispose of our common
stock for a period of 180 days after the date of this prospectus other than with respect to a limited number of securities that will be subject to a
90-day lock-up. A substantial amount of our common stock could be sold in the open market in anticipation of, or following, any divestiture by
any of our existing shareholders, our directors or executive officers of their shares of common stock.

The net proceeds that we receive from this offering could be deemed to be used for repurchasing our common and preferred shares pursuant
to our share repurchase plan and preferred stock redemption requirements.

In connection with our acquisition of API, we issued shares of our Series A redeemable preferred stock. Pursuant to the provision of that series
of stock, we are required to redeem approximately $1 million per year of these shares, through the end of 2016. In addition, we have a share
purchase plan, whereby we periodically purchase shares of our common stock in the open market and in private transactions. A portion of the
net proceeds from this offering will be available for general corporate purposes, which could be deemed to include repurchases of outstanding
shares of our preferred stock and common stock.

Anti-takeover provisions in our charter documents, our shareholder rights plan, our outstanding shares of preferred stock and Texas law
could prevent or delay a change in control.

Certain anti-takeover provisions could prevent or delay an acquisition of our business at a premium price or at all. Some of these provisions are
contained in our articles of incorporation as well as in a shareholder rights plan we adopted. Others are contained in the Texas statutory law
governing corporations. These provisions may have the effect of delaying, making more difficult or preventing a change in control or acquisition
of us by means of a tender offer, a proxy contest or otherwise. These provisions are expected to discourage certain types of
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coercive takeover practices and inadequate takeover bids and to encourage persons seeking to acquire control of us first to negotiate with us.

Our articles of incorporation provide that we may not engage in certain business combinations with a corporation, subsidiary of a corporation,
person or other entity which is the beneficial owner, directly or indirectly, of 20% or more of our outstanding voting shares unless either certain
requirements are first satisfied or the transaction is approved by the affirmative vote of no less than two-thirds of the shares of our common stock
present in person or by proxy at a meeting where at least 80% of our common shares are represented in person or by proxy.

Under our shareholder rights plan, each outstanding share of common stock has attached to it one purchase right. Each purchase right entitles its
holder to purchase from us a unit consisting of one one-thousandth of a share of Series A junior participating preferred stock at a price subject to
adjustment. This could prevent or delay our change in control.

The Texas Business Corporations Act provides that certain Texas corporations, including the Company, may not engage in certain business
combinations, including mergers, consolidations, and asset sales, with a person, or an affiliate or associate of such person, who is an affiliated
shareholder (generally defined as the holder of 20% or more of the corporation s voting shares) for a period of three years from the date such
person became an affiliated shareholder unless (i) the business combination or purchase or acquisition of shares made by the affiliated
shareholder was approved by the board of directors of the corporation before the affiliated shareholder became an affiliated shareholder; or

(ii) the business combination was approved by the affirmative vote of the holders of at least 66 2/3% of the outstanding voting shares of the
corporation not beneficially owned by the affiliated shareholder, at a meeting of shareholders called for that purpose (and not by written
consent), not less than six months after the affiliated shareholder became an affiliated shareholder. Neither our articles of incorporation nor our
bylaws contain any provision expressly providing that we will not be subject to the Texas anti-takeover statute. The Texas anti-takeover statute
may have the effect of inhibiting a non-negotiated merger or other business combination involving us, even if such event(s) would be beneficial
to our shareholders.

Our management shareholders have significant control of us and the ability to influence the approval of matters for which
shareholder-voting is involved.

Our executive officers and directors and their affiliates beneficially own approximately 20.6% of our outstanding common stock, assuming full
conversion of all options exercisable within 60 days of April 30, 2007, that they may beneficially own. As a result, our management is able to
influence and possibly control the election of our board of directors and the outcome of other corporate actions requiring shareholder approval.
Assuming the selling shareholder sold the 100,000 shares of our common stock offering and we sold the 2,000,000 shares of our common stock
offering pursuant to this prospectus, our executive officers and directors and their affiliates would have beneficially owned approximately 13.5%
of our outstanding common stock, assuming full conversion of all options exercisable within 60 days of April 30, 2007.
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SPECIAL NOTE REGARDING FORWARD-LOOKING STATEMENTS

This prospectus contains forward-looking statements within the meaning of Section 27A of the Securities Act, Section 21E of the Exchange Act

and the Private Securities Litigation Reform Act of 1995, about the Company that are subject to risks and uncertainties. All statements other than
statements of historical fact included in this document are forward-looking statements. Forward-looking statements may be found in, among

other places, the sections titled Summary, Risk Factors, = Management s Discussion and Analysis of Financial Condition and Results of Operations
and Business, and elsewhere in this document regarding our financial position, business strategy, possible or assumed future results of operations

and other plans and objectives for our future operations and general economic conditions.

You can identify forward-looking statements by the use of words such as may, target, should, will, could, estimates, predicts, potenti
anticipates,  projects, forecast, believes, plans, expects, future and intends and similar expressions which are intended to identify for

statements. Forward-looking statements are based on beliefs and assumptions made by management using currently available information, such

as market and industry materials, experts reports and opinions and trends. These statements are not guarantees of future performance and are

subject to risks, uncertainties and other factors, some of which are beyond our control and difficult to predict and could cause actual results to

differ materially from those expressed or forecasted in the forward-looking statements. In evaluating forward-looking statements, you should

carefully consider the risks and uncertainties described in Risk Factors and elsewhere in this prospectus. All forward-looking statements

attributable to us or persons acting on our behalf are expressly qualified in their entirety by the cautionary statements and risk factors contained

in this prospectus. Forward-looking statements contained in this prospectus reflect our view only as of the date of this prospectus. Neither we nor

the underwriters undertake any obligation, other than as required by law, to update or revise any forward-looking statements, whether as a result

of new information, future events or otherwise.

The following important factors, in addition to those discussed under Risk Factors and elsewhere in this document, could affect the future results
of our operations and could cause those results to differ materially from those expressed in or implied by such forward-looking statements:

our use of the net proceeds from this offering;

general economic conditions, either nationally or in our market area, that are worse than expected;

changes in the healthcare industry;

regulatory and legislative actions or decisions that adversely affect our business plans or operations;

inflation and changes in the interest rate environment, the performance of financial markets and/or changes in the securities markets;

uncertainties inherent in the estimate of loss and loss adjustment expense reserves and reinsurance; changes in the availability or cost
of reinsurance;

significantly increased competition among insurance providers;

potential losses and litigation risk associated with our Financial Services businesses;

failure of our trading system resulting in trading and service interruptions, potential loss of revenues or possible litigation;
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loss of key executives, personnel, accounts or customers;

our ability to renew our existing reinsurance or obtain new reinsurance; and

failure of our reinsurers to pay claims in a timely manner.
The foregoing factors should not be construed as exhaustive and should be read in conjunction with the other cautionary statements that are
included in this prospectus. We caution you not to place undue reliance on these forward-looking statements, which speak only as of the date of
this prospectus. Before making an investment decision, you should carefully consider all of the factors identified in this prospectus that could
cause actual results to differ.
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USE OF PROCEEDS

We estimate that the net proceeds to us from the sale of the 2 million shares of common stock in this offering will be approximately $30.47
million at the public offering price of $16.50 per share and after deducting estimated underwriting discounts and commissions and estimated
offering expenses. If the underwriters over-allotment option is exercised in full, we estimate that the net proceeds will be approximately $35.36
million. We will receive no proceeds from the sale of Mr. Shifrin s shares.

We intend to use the net proceeds from the sale of our common stock in this offering to implement our business and growth strategy by:

contributing approximately $10 million of the net proceeds to API, our insurance subsidiary, to increase its capital and surplus base

in order to expand in the markets where we currently operate as well as potential new markets and to retain additional premium on
the policies we currently underwrite; and

using the balance of the net proceeds for working capital, payment of dividends and redemptions of our preferred stock and other
general corporate purposes, including possible acquisitions.
Precise amounts and timing of expenditures will depend on our funding requirements and availability of other capital resources.

Pending use of the net proceeds of this offering, we intend to invest the proceeds in short-term, interest-bearing, investment-grade securities.
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DIVIDEND POLICY

The holders of our common stock are entitled to receive ratably, from funds legally available for the payment thereof, dividends when and as
declared by resolution of our board of directors, subject to any preferential dividend rights which may be granted to holders of our preferred
stock. As described below, no common stock dividends may be paid in any calendar year unless and until annual dividends on the Series A
redeemable preferred stock are paid for that year.

The Series A redeemable preferred stock issued has a redemption value of $1,000 per share for a total redemption value of $10,197,950. We
must redeem at least $1 million of the Series A redeemable preferred stock each calendar year beginning in 2007, until December 31, 2016, at
which time all of the Series A redeemable preferred stock must have been redeemed. Holders of our Series A redeemable preferred stock are
entitled to cumulative dividends at a rate equal to 3% per annum payable on the remaining redemption value per share, in priority to the
payments of dividends on our common shares.

Common Stock

On May 8, 2007, our board of directors declared a cash dividend on our common stock of $0.30 to holders of record as of May 18, 2007, which
was paid on June 15, 2007. In 2006, 2005 and 2004, we declared cash dividends on our common stock of $0.30, $0.25 and $0.20, respectively,
per share of common stock resulting in total dividend payments of approximately $838,000, $671,000 and $518,000, respectively. Prior to 2004,
we had never declared or paid any cash dividends on our common stock. Our policy has been to retain our earnings to finance growth and
development. The declaration and payment of any future dividends on our common stock is at the sole discretion of our board of directors,
subject to our financial condition, capital requirements, future prospects and other factors deemed relevant. See Description of Capital Stock
Common Stock, beginning on page 121.

Series A Redeemable Preferred Stock

On May 8, 2007, our board declared its intention to make a payment to redeem, ratably, $1 million of our Series A redeemable preferred stock,
together with the required cash dividend equal to 3% per annum of the outstanding redemption value of the Series A redeemable preferred stock,
to holders of record as of May 18, 2007. This redemption was made on June 1, 2007, after which there will be approximately 9,198 shares of our
Series A redeemable preferred stock outstanding. See Description of Capital Stock ~ Series A Redeemable Preferred Stock, beginning on page
125.

Authorized Preferred Stock

Our charter documents allow our board of directors to create new series of preferred stock and to designate the rights and preferences of each
series. Any new series of preferred stock issued by us would likely have dividend, liquidation, voting or other rights that are superior to the
rights of our common shareholders. See Description of Capital Stock Authorized Preferred Stock, beginning on page 125.

Restrictions on Dividends by API

We own all of the capital stock of API, our insurance company subsidiary, and anticipate that, from time to time, API may make dividends or
distributions to us. In connection with approving our acquisition of API, the Texas Department of Insurance prohibited API from paying
dividends to us in any calendar year unless and until we have first complied with our redemption and dividend payment obligations to the
holders of our Series A redeemable preferred stock for that year. Also, pursuant to an order of the Texas Department of Insurance, until all of the
Series A redeemable preferred stock has been redeemed, API may not make aggregate annual distributions to us in respect of API s capital stock
in excess of the lesser of 10% of API s prior year-end
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policyholder statutory earned surplus or API s prior year net income, and in no event may such distributions exceed API s statutory earned
surplus. Following the redemption of all of the Series A redeemable preferred stock, API s ability to pay dividends to us on its capital stock will
continue to be subject to rules and regulations generally applicable to Texas insurance companies.

We do not presently expect any dividends from API to the Company in 2007. As a holding company, our ability to pay expenses and dividends
is dependent on our ability to receive dividends from our subsidiaries; however, the management fee we receive, equal to 13.5% of API s annual
earned premiums (before payment of reinsurance premiums), significantly relieves our reliance on dividends from API to pay our operating
expenses and service our indebtedness.

See Regulation Insurance Services, beginning on page 96.
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CAPITALIZATION

The following table sets forth our capitalization as of March 31, 2007:

on an actual basis;

on a pro forma basis to reflect the issuance of approximately 2 million shares of our common stock and approximately 10,198 shares
of our Series A redeemable preferred stock in connection with the acquisition of API; and

on a pro forma basis assuming the sale of 2 million shares of common stock by us in this offering at the offering price of $16.50 per

share and after deducting underwriting discounts and commissions and estimated offering expenses payable by us. Retained earnings

has been adjusted by $1,452,000 to give effect to the $.30 per share common dividend declared May 8, 2007 and paid June 15, 2007.
You should read the information in this table together with our financial statements and notes, Unaudited Pro Forma Condensed Consolidated
Financial Information and Management s Discussion and Analysis of Financial Condition and Results of Operations appearing elsewhere in this
prospectus.

As of March 31, 2007
Pro Forma
for
Pro Forma Offering
for
Actual Acquisition (as adjusted)
(in thousands, except per share data)

Debt
Series A Redeemable Preferred Stock $ $ 9179 $ 9,179

Shareholders equity:
Common stock, $0.10 par value; 20,000,000 shares authorized, 2,858,556 shares issued and
outstanding, actual; 4,841,055 shares issued and outstanding, pro forma for acquisition;

6,841,055 shares issued and outstanding, pro forma for offering 286 484 684
Paid-in capital 9,432 44,195 74,468
Retained earnings 21,016 20,756 19,304
Accumulated other comprehensive income 183 376 376
Total shareholders equity 30,917 65,811 94,832
Total capitalization $30,917 $ 74,990 $ 104,011

The number of shares of our common stock to be outstanding immediately after this offering is based on the number of shares outstanding as of
March 31, 2007. This number excludes, as of March 31, 2007:

760,000 shares of common stock issuable upon exercise of options outstanding under our 1995 and 2005 Incentive and
Non-Qualified Stock Option Plans, at a weighted average exercise price of $12.42 per share; and
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206,000 shares of common stock reserved for future grants under our 2005 Incentive and Non-Qualified Stock Option Plan and our
Deferred Compensation Plan.
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SELECTED FINANCIAL DATA
Selected Consolidated Historical Financial and Operating Data of American Physicians Service Group, Inc.

The following table sets forth selected historical financial and operating data for the Company. The income statement data set forth below for
each of the years in the five-year period ended December 31, 2006 and the balance sheet data as of December 31, 2006, 2005, 2004, 2003 and
2002 are derived from our audited consolidated financial statements included elsewhere herein and should be read in conjunction with, and are
qualified by reference to, such statements and the related notes thereto, and other information in Management s Discussion and Analysis of
Financial Condition and Results of Operations. The income statement data for the three months ended March 31, 2007 and 2006, and the balance
sheet data as of March 31, 2007 and 2006, are derived from our unaudited consolidated financial statements which management believes
incorporate all of the adjustments necessary for the fair presentation of the financial condition and results of operations for such periods. All
information is presented in accordance with GAAP, but may not be comparable as data stated for periods 2006 and later were impacted by the
implementation of SFAS No. 123(R). Actual financial results through March 31, 2007 may not be indicative of future financial performance.

