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Forward-Looking Statements

This Quarterly Report contains forward-looking staénts as that term is defined in the
federal securities laws. The events describediwdrd-looking statements contained in this
Quarterly Report may not occur. Generally thesstestents relate to business plans or
strategies, projected or anticipated benefits dierottonsequences of our plans or strategies,
projected or anticipated benefits from acquisitibmse made by us, or projections involving
anticipated revenues, earnings or other aspectsupfoperating results. The words "may,"
"will," "expect,” "believe," "anticipate,” "project "plan,” "intend,” "estimate,"” and "continue,”
and their opposites and similar expressions asnd#d to identify forward-looking statements.
We caution you that these statements are not gigesof future performance or events and are
subject to a number of uncertainties, risks anerotffluences, many of which are beyond our
control, that may influence the accuracy of thaesteents and the projections upon which the
statements are based. Factors which may affectesuits include, but are not limited to, the
risks and uncertainties discussed in Item 7 of Aomnual Report on Form 10-K for the year
ended December 31, 2008 under “Factors That MayedAffFuture Results and Financial
Condition”.

Any one or more of these uncertainties, risks ahéranfluences could materially affect
our results of operations and whether forward-loglstatements made by us ultimately prove to
be accurate. Our actual results, performance aht\'ements could differ materially from
those expressed or implied in these forward-loolstagjements. We undertake no obligation to
publicly update or revise any forward-looking staémts, whether from new information, future
events or otherwise.
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PART I. EINANCIAL INFORMATION

ltem 1. Financial Statements

KINGSTONE COMPANIES, INC. AND SUBSIDIARIES

Condensed Consolidated Balance Sheets

(Formerly DCAP Group, Inc.)

June 30, December 31,
2009 2008
(Unaudited)
Assets
Current Assets:
Cash and cash equivalents 167,835 $ 142,949
Accounts receivable, net of allowance for doubdfttounts 70,017 67,265
Notes receivable - sale of businesses, currenipport 345,984 -
Prepaid expenses and other current assets 22,312 28,778
Deferred income taxes 26,000 -
Assets from discontinued operations 6,837 3,178,219
Total current assets 638,985 3,417,211
Property and equipment, net 74,829 82,617
Notes receivable - Commercial Mutual Insurance Camgp 5,996,461 5,935,704
Notes receivable - sale of businesses, net of cup@tion 758,515 -
Deposits and other assets 1,100 1,100
Total assets 7,469,891 $ 9,436,632
Liabilities and Stockholders' Equity
Current Liabilities:
Accounts payable and accrued expenses 529,211 $ 812,541
Current portion of long-term debt 23,378 1,593,210
Other current liabilities 154,200 154,200
Liabilities from discontinued operations 79,163 223,493
Mandatorily redeemable preferred stock - 780,000
Total current liabilities 785,952 3,563,444
Long-term debt, net of current portion 523,763 415,618
Deferred income taxes - 200,000
Mandatorily redeemable preferred stock 1,299,231 -
Commitments
Stockholders' Equity:
Common stock, $.01 par value; authorized 10,000sb@0es;
issued 3,788,771 shares 37,888 37,888
Preferred stock, $.01 par value; authorized
1,000,000 shares; 0 shares issued and outstanding - -
Capital in excess of par 11,976,022 11,962,512
Deficit (5,932,584) (5,522,448)
6,081,326 6,477,952
Treasury stock, at cost, 816,025 shares (1,220,382) (1,220,382)
Total stockholders' equity 4,860,944 5,257,570
Total liabilities and stockholders' eqt 7,469,891 $ 9,436,63.

See notes to condensed consolidated financialns&atts.
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KINGSTONE COMPANIES, INC. AND SUBSIDIARIES
(Formerly DCAP Group, Inc.)

Condensed Consolidated Statements of Operations (dudited)

Six Months Ended June 30, 2009 2008
Fee revenue 224,560 $ 218,766
Operating expenses:
General and administrative expenses 666,896 644,671
Depreciation and amortization 8,594 15,372
Total operating expenses 675,490 660,043
Operating loss (450,930) (441,277)
Other (expense) income:
Interest income - 1,809
Interest income - notes receivable 67,782 601,722
Interest expense (133,351) (130,297)
Interest expense - mandatorily redeemable prefestaak (52,452) (27,625)
Forgiveness of debt 132,836 -
Total other income 14,815 445,609
(Loss) income from continuing operations beforedfiéfrom income taxes (436,115) 4,332
Benefit from income taxes (209,752) (279,522)
(Loss) income from continuing operations (226,363) 283,854
Loss from discontinued operations, net of inconxesa (183,773) (625,492)
Net los: (410,136 $ (341,638
Basic and Diluted Net (Loss) Income Per Common &har
(Loss) income from continuing operations (0.08) $ 0.10
Loss from discontinued operations (0.06) $ (0.21)
Loss per common she (0.14 $ (0.11
Number of weighted average shares used in compntati
of basic and diluted loss per common s 2,972,741 2,973,061

See notes to condensed consolidated financialns&atts.
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KINGSTONE COMPANIES, INC. AND SUBSIDIARIES
(Formerly DCAP Group, Inc.)

Condensed Consolidated Statements of Operations (dudited)

Three Months Ended June 30, 2009 2008
Fee revenue $ 112,523 $ 119,582
Operating expenses:
General and administrative expenses 384,983 323,632
Depreciation and amortization 4,158 10,217
Total operating expenses 389,141 333,849
Operating loss (276,618) (214,267)

Other (expense) income:

Interest income - 211
Interest income - notes receivable 37,313 294,611
Interest expense (53,084) (58,528)
Interest expense - mandatorily redeemable prefestark (32,952) (17,875)
Forgiveness of debt 132,836 -
Total other income 84,113 218,419
(Loss) income from continuing operations beforedfiéfrom income taxes (192,505) 4,152
Benefit from income taxes (121,977) (91,621)
(Loss) income from continuing operations (70,528) 95,773
Loss from discontinued operations, net of inconxesa (168,094) (207,753)
Net los! $ (238,622 $ (111,980
Basic and Diluted Net (Loss) Income Per Common &har
(Loss) income from continuing operations $ (0.02) $ 0.03
Loss from discontinued operations $ (0.06) $ (0.07)
Loss per common shz $ (0.08 $ (0.04
Number of weighted average shares used in compntati
of basic and diluted loss per common s 2,972,741 2,973,06!

See notes to condensed consolidated financialns&atts.

2165716.1



KINGSTONE COMPANIES, INC. AND SUBSIDIARIES
(Formerly DCAP Group, Inc.)

Condensed Consolidated Statements of Cash Flows (alrdited)

Six Months Ended June 30, 2009 2008
Cash Flows from Operating Activities:
Net loss $ (410,136) $ (341,638)
Adjustments to reconcile net loss to net cash usegerating activities:
Depreciation and amortization 8,594 15,372
Accretion of discount on notes receivable - (493,909)
Amortization of warrants - 11,820
Stock-based payments 13,510 74,999
Deferred income taxes (226,000) (348,000)
Changes in operating assets and liabilities:
Decrease (increase) in assets:
Accounts receivable (2,752) (47,827)
Prepaid expenses and other current assets 6,466 29,276
Deposits and other assets - 11,536
Increase (decrease) in liabilities:
Accounts payable, accrued expenses and taxes payabl (283,330) 52,885
Net cash used in operating activities of continlopgrations (893,648) (1,035,486)
Operating activities of discontinued operations 109,851 (22,445)
Net Cash Used in Operating Activities (783,797) (1,057,931)
Cash Flows from Investing Activities:
Increase in notes receivable and accrued inte@siymercial Mutual Insurance Company (60,757) (107,813)
Increase in notes receivable and accrued intef@alie-of businesses (106,926) -
Collections of notes receivable and accrued inter8ale of businesses 50,000 -
Purchase of property and equipment (806) -
Net cash used in investing activities of continuipgerations (118,489) (107,813)
Investing activities of discontinued operations 1,869,628 1,156,532
Net Cash Provided by Investing Activities 1,751,139 1,048,719
Cash Flows from Financing Activities:
Proceeds from long term debt 500,000 -
Principal payments on long-term debt (1,442,456) (233,227)
Net cash used in financing activities of continuaperations (942,456) (233,227)
Financing activities of discontinued operations - (562,177)
Net Cash Used in Financing Activities (942,456) (795,404)
Net Increase (Decrease) in Cash and Cash Equisalent 24,886 (804,616)
Cash and Cash Equivalents, beginning of period 142,949 1,030,822
Cash and Cash Equivalents, end of pe $ 167,83! 226,20t
Supplemental Schedule of Non-Cash Investing andriéing Activities:
Notes receivable issued in connection with saleusinesse $ 1,047,57. $ -
Notes payable exchanged for mandatorily redeenmablerred stock $ 519,231 $ -
Liabilties assumed by purchaser of premium fingoaefolio $ - 11,229,060
Reserve held by purchaser of premium finance plastfo $ - 261,363

See notes to condensed consolidated financialns&atts.
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KINGSTONE COMPANIES, INC. AND SUBSIDIARIES
FORMERLY DCAP GROUP, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S
SIX MONTHS ENDED JUNE 30, 2009 AND 2008

1. Basis of Presentation

The Condensed Consolidated Balance Sheet as of 3un@009, Condensed Consolidated
Statements of Operations for the six months arekthmonths ended June 30, 2009 and 2008 and
Condensed Consolidated Statements of Cash Flovibdagix months ended June 30, 2009 and
2008 have been prepared by us without audit. droffinion of management, the accompanying
unaudited condensed consolidated financial stattsmeontain all adjustments necessary to
present fairly in all material respects our finahgposition as of June 30, 2009, results of
operations for the six months and three monthseddae 30, 2009 and 2008 and cash flows for
the six months ended June 30, 2009 and 2008. &patrshould be read in conjunction with our
Annual Report on Form 10-K for the year ended Ddoan31, 2008. The consolidated balance
sheet at December 31, 2008 was derived from thigealufthancial statements as of that date.

The results of operations and cash flows for the months ended June 30, 2009 are not
necessarily indicative of the results to be expbtbe the full year.

Organization and Nature of Business

The consolidated financial statements consist ofgkione Companies, Inc. (formerly known as
DCAP Group, Inc.) and its wholly-owned subsidiarigeferred to herein as "we" or "us").
Effective as of July 1, 2009, we changed the nafm@uo company from DCAP Group, Inc. to
Kingstone Companies, Inc.

Until December 2008, our continuing operations gy consisted of the ownership and
operation of a network of retail offices engagedthe sale of retail auto, motorcycle, boat,
business, and homeowner's insurance.

In December 2008, due to declining revenues anfitprave made a decision to restructure our
network of retail offices (the “Retail BusinessThe plan of restructuring called for the closing
of seven of our least profitable locations durihng month of December 2008 and the entry into
negotiations to sell the remaining 19 locationsun Retail Business. On April 17, 2009, we sold
substantially all of the assets, including the bakbusiness, of our 16 remaining Retail
Business locations that we owned in New York S(dte “New York Sale”) (see Note 11).
Effective June 30, 2009, we sold all of the outdilag stock of the subsidiary that operated our
three remaining Retail Locations in Pennsylvarie (tPennsylvania Sale”) (see Note 11). As a
result of the restructuring in December 2008, thevNYork Sale on April 17, 2009 and the
Pennsylvania Sale effective June 30, 2009, our iR&asiness has been presented as
discontinued operations and prior periods have besated.

Until May 2009, we operated a DCAP franchise bussneEffective May 1, 2009, we sold all of
the outstanding stock of the subsidiaries that ateersuch DCAP franchise business (see Note
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11). As aresult of the sale, our franchise bussrieas been presented as discontinued operations
and prior periods have been restated.

Until February 2008, we provided premium financofgnsurance policies for customers of our

offices as well as customers of non-affiliated tedgi On February 1, 2008, we sold our

outstanding premium finance loan portfolio (seeeNbl). As a result of the sale, our premium

financing operations have been classified as disoeed operations and prior periods have been
restated. The purchaser of the premium financefgarthas agreed that, during the five year

period ending January 31, 2013 (subject to aut@nramewal for successive two year terms
under certain circumstances), it will purchaseuass and service premium finance contracts
originated by us in the states of New York and Bglwania. In connection with such purchases,
we will be entitled to receive a fee generally ddaaa percentage of the amount financed. Our
continuing operations of the premium financing bess will consist of the revenue earned from
placement fees and any related expenses.

Our Retail Business also provided automobile clebvises and certain of our franchisees
provided tax preparation services.

2. Summary of Significant Accounting Policies

Principles of consolidation

The accompanying consolidated financial statemiectade the accounts of our subsidiaries, all
of which are wholly-owned by us. All significanttercompany accounts and transactions have
been eliminated.

Critical Accounting Policies

See Item 2 of this Form 10-Q for a discussion dfical accounting policies and recent
accounting pronouncements.

3. Notes Receivable — Commercial Mutual Insurance @npany

Purchase of Notes Receivable

On January 31, 2006, we purchased from Eagle Insar@ompany (“Eagle”) two surplus notes
issued by Commercial Mutual Insurance Company (“CNliin the aggregate principal amount
of $3,750,000 (the “Surplus Notes”), plus accrueterest of $1,794,688. The aggregate
purchase price for the Surplus Notes was $3,075dfadhich $1,303,434 was paid to Eagle by
delivery of a six month promissory note which pdwd for interest at the rate of 7.5% per
annum. The promissory note was paid in full ory 28, 2006. CMIC was a New York property
and casualty insurer. As of June 30, 2009, thelGsifdotes acquired by us were past due and
provided for interest at the prime rate or 8.5% @enum, whichever is less. Payments of
principal and interest on the Surplus Notes coully be made out of the surplus of CMIC and
required the approval of the New York State Departhof Insurance. We did not receive any
interest payments during the six months ended 32009 and 2008. The discount on the
Surplus Notes and the accrued interest at the dinaequisition were accreted over a 30 month
period through July 31, 2008, the estimated petmdollect such amounts. Such accretion
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amount, together with interest on the Surplus Néteshe six months ended June 30, 2009 and
2008 are included in our consolidated statementopérations as “Interest income-notes
receivable.”

Exchange of Notes Receivable

See Note 12 for a discussion of the exchange ofStirplus Notes into 100% of the equity of
CMIC (renamed Kingstone Insurance Company).

4. Notes Receivable — Sale of Businesses

Retail Business

New York StoresOn April 17, 2009, our wholly-owned subsidiariémtt owned and operated

our 16 Retail Business locations in New York Stat#d substantially all of their assets,
including their book of business (the “New York A&s). The purchase price for the New York
Assets was approximately $2,337,000, of which axiprately $1,786,000 was paid at closing.
Promissory notes in the aggregate approximate ipaghamount of $551,000 (the “New York

Notes”) were also delivered at the closing. ThevN®rk Notes are payable in installments of
approximately $275,500 on each of March 31, 201® @eptember 30, 2010 and provide for
interest at the rate of 5.25% per annum.

Pennsylvania Stores:Effective June 30, 2009, we sold all of the arding stock of the
subsidiary that operated our three remaining Pdwasia stores (the “Pennsylvania
Stock”). The purchase price for the PennsylvamniiSwas approximately $397,000 which was
paid by delivery of two promissory notes, one ia #pproximate principal amount of $238,000
and payable with interest at the rate of 9.375%apeum in 120 equal monthly installments, and
the other in the approximate principal amount %000 and payable with interest at the rate of
6% per annum in 60 monthly installments commendhgust 10, 2011 (with interest only
being payable prior to such date).

Franchise Business

Effective May 1, 2009, we sold all of the outstargdstock of the subsidiaries that operated our
DCAP franchise business (collectively, the “FrasehiStock”). The purchase price for the
Franchise Stock was $200,000 which was paid byeisliof a promissory note in such principal
amount (the “Franchise Note”). The Franchise Nstpayable in installments of $50,000 on
May 15, 2009, $50,000 on May 1, 2010 and $100,008ay 1, 2011 and provides for interest
at the rate of 5.25% per annum. A principal of thejer is the son-in-law of Morton L.
Certilman, one of our principal shareholders.

Notes receivable arising from the sale of busireaseof June 30, 2009 consists of:
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Less

Total Current
Note Maturities  Long-Term
Sale of NY store $ 550,54! $ 275,27. $ 275,27
Sale of Pennsylvania sto 397,03( 13,78¢ 383,24«
Sale of Franchise busini 150,00( 50,00( 100,00(
1,097,573 339,058 758,515
Accrued intere! 6,92¢ 6,92¢ -
Total $1,104,499 $ 345,984 $ 758,51

5. Employee Stock Compensation

In November 1998, we adopted the 1998 Stock ORiam (the “1998 Plan”), which provided
for the issuance of incentive stock options and-statutory stock options. Under this plan,
options to purchase not more than 400,000 sharesiro€ommon Stock were permitted to be
granted, at a price to be determined by our Bo&mlirectors or the Stock Option Committee at
the time of grant. During 2002, we increased thealmer of shares of Common Stock authorized
to be issued pursuant to the 1998 Plan to 750J@66ntive stock options granted under the 1998
Plan expire no later than ten years from date ahigfexcept no later than five years for a grant
to a 10% stockholder). Our Board of Directors a 8tock Option Committee determined the
expiration date with respect to non-statutory apigranted under the 1998 Plan. The 1998 Plan
terminated in November 2008.

In December 2005, our shareholders ratified thegtwlo of the 2005 Equity Participation Plan
(the “2005 Plan” and together with the 1998 Plae, ‘Plans”), which provides for the issuance
of incentive stock options, non-statutory stockiapd and restricted stock. Under the 2005 Plan,
a maximum of 300,000 shares of Common Stock magseed pursuant to options granted and
restricted stock issued. Incentive stock optioratgd under the 2005 Plan expire no later than
ten years from date of grant (except no later tingnyears for a grant to a 10% stockholder).
Our Board of Directors or the Stock Option Comnatteill determine the expiration date with
respect to non-statutory options, and the vestiogigions for restricted stock, granted under the
2005 Plan.

Our results for the six months and three monthseéndune 30, 2009 include share-based
compensation expense related to stock optionsingtapproximately $14,000 and $7,000,
respectively. Our results for the six months amdd¢hmonths ended June 30, 2008 include share-
based compensation expense totaling approxima#dy0$0 and $24,000, respectively. Such
amounts have been included in the Condensed Cdasadi Statements of Operations within
general and administrative expenses.

Stock option compensation expense in 2009 and 20QBe estimated fair value of options

granted amortized on a straight-line basis ovenrdggisite service period for the entire portion
of the award. No stock options were granted dutimgg six months ended June 30, 2009 and
2008.

A summary of option activity under the Plans aslaefie 30, 2009, and changes during the six
months then ended, is as follows:
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Weighted

Weighted Average
Average Remaining Aggregate
Number o  Exercise Pricc  Contractual Intrinsic
Stock Option Share per Share Term Value

Outstanding at December 31, 2008 177,400 $ 2.40 - -
Grantet - $ - - -
Exercisel - $ - - -
Forfeitec (12,400 $ 5.4C - -
Qutstanding at June 30, 2009 165,000 $ 2.17 2.9¢ $ 28,00(
Vested and Exercisable at June 30, : 119,792 $ 2.22 2.8€ $ 19,82:

The aggregate intrinsic value of options outstagdind options exercisable at June 30, 2009 is
calculated as the difference between the exercise pf the underlying options and the market
price of our common shares for the shares thaeRettise prices that were lower than the $2.24
closing price of our common shares on June 30, 2088 options were exercised in the six
months ended June 30, 2009 and 2008.

As of June 30, 2009, the fair value of unamortizethpensation cost related to unvested stock
option awards was approximately $16,000. Unamaitz@mpensation cost as of June 30, 2009
is expected to be recognized over a remaining weigaverage vesting period of 1.29 years.

6. Net (Loss) Income Per Common Share

Basic net earnings per common share is computediaging income (loss) available to
common shareholders by the weighted-average nuofommon shares outstanding. Diluted
earnings per share reflect, in periods in whicly thave a dilutive effect, the impact of common
shares issuable upon exercise of stock optionsyami@ and conversion of mandatorily
redeemable preferred shares. The computation lofedi earnings per share excludes those
options and warrants with an exercise price in sx@é the average market price of our common
shares during the periods presented. During themsikthree months ended June 30, 2009, we
recorded a loss available to common shareholdetsaana result, the weighted average number
of common shares used in the calculation of basd diluted loss per common share is the
same, and have not been adjusted for the effec&l4f615 potential common shares from
unexercised stock options and the conversion oVextible preferred shares, which were anti-
dilutive for such period. During the six and thmenths ended June 30, 2008, we recorded a
loss available to common shareholders and, asult,rége weighted average number of common
shares used in the calculation of basic and dilldssl per common share is the same, and have
not been adjusted for the effects of 655,324 p@enbmmon shares from unexercised stock
options and warrants, and the conversion of coiblerpreferred shares, which were anti-
dilutive for such period.
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7. Long-Term Debt

Long-term debt and capital lease obligations cormsis

June 30, 2009 December 31, 2008
Less Less

Total Current Long-Term Total Current Long-Term

Debt Maturities Debt Debt Maturities Debt
Capitalized leas $ 47,141 $ 23376 $ 23,76 $ 58,131 $ 22,33t $ 3579
Note payable

Accurate acquisitic - - 450,69! 70,87: 379,82

Notes payabl 500,00( - 500,00( 1,500,000 1,500,00!

$ 547,14: $ 23,37¢ $ 523,76. $2,008,82¢ $1,593,21 $ 415,61

Note Payable, Accurate Acquisition

On April 17, 2009, we paid the balance of the nmagable incurred in connection with the
Accurate acquisition.

Notes Payable

As of December 31, 2008, the outstanding princiigénce of Notes Payable was $1,500,000.
On May 12, 2009, three of the holders of the netashanged an aggregate of $519,231 of note
principal for Series E Preferred Stock having agragate redemption amount equal to such
aggregate principal amount of notes (see Note 8hc@rently, we paid $49,543 to the three
holders, which amount represents all accrued apdidnnterest and incentive payments through
the date of exchange. As part of the transactamtirement trust established for the benefit of
Jack Seibald, one of our directors and principalcldtolders, exchanged its note in the
approximate principal amount of $288,000 for skarkeSeries E Preferred Stock. In addition, a
limited liability company of which Barry Goldsteiour Chief Executive Officer and one of our
directors and principal stockholders, is a minonitgmber exchanged its note in the approximate
principal amount of $115,000 for shares of Seriéxr&erred Stock.

On May 12, 2009, we prepaid $686,539 in princigdathe Notes Payable to the remaining five
note holders, together with $81,200, which amoeptresents accrued and unpaid interest and
incentive payments on such prepayment.

On June 29, 2009, we prepaid the remaining $294ij2®dincipal of the Notes Payable to such
remaining note holders, together with $19,400, Whaenount represents accrued and unpaid
interest and incentive payments on such prepayment.

In June 2009, we borrowed $500,000 and issued gemmy notes in such aggregate principal
amount (the “2009 Notes”). The 2009 Notes provide interest at the rate of 12.625% per
annum and are payable on July 10, 2011. The 20@8sNwe prepayable by us without premium
or penalty; provided, however, that, under anyuwnstances, the holders of the 2009 Notes are
entitled to receive an aggregate of six monthgastefrom the issue date of the 2009 Notes with
respect to the amount prepaid.
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A limited liability company of which Mr. Goldsteiis a minority member purchased a 2009 Note
in the principal amount of $120,000.

8. Exchange and Issuance of Preferred Stock

Effective April 16, 2008, AIA Acquisition Corp. (“M”), the holder of our Series B Preferred
Stock exchanged such shares for an equal numbshhases of Series C Preferred Stock, the
terms of which were substantially identical to #ad the shares of Series B Preferred Stock,
except that the outside date for mandatory redemptras April 30, 2009 and the Series C
Preferred Stock provided for dividends at the cdt&0% per annum.

Effective August 23, 2008, AIA exchanged the Se@eBreferred Stock for an equal number of
shares of Series D Preferred Stock, the terms afhwhiere substantially identical to those of the
shares of Series C Preferred Stock, except thabuk®de date for mandatory redemption was
July 31, 2009.

Effective May 12, 2009, AIA exchanged the Serie®i2ferred Stock for an equal number of
shares of Series E Preferred Stock. The termseoberies E Preferred Stock vary from those of
the Series D Preferred Stock as follows: (i) theieSeE Preferred Stock is mandatorily
redeemable on July 31, 2011 (as compared to JylR@IO for the Series D Preferred Stock), (ii)
the Series E Preferred Stock provides for divideatdbe rate of 11.5% per annum (as compared
to 10% per annum for the Series D Preferred Stogk),the Series E Preferred Stock is
convertible into our Common Stock at a price of082per share (as compared to $2.50 per share
for the Series D Preferred Stock), (iv) our obligatto redeem the Series E Preferred Stock is
not accelerated based upon a sale of substargilhlbf our assets or certain of our subsidiaries
(as compared to the Series D Preferred Stock wgprichided for such acceleration) and (v) our
obligation to redeem the Series E Preferred Steciot secured by the pledge of the outstanding
stock of our subsidiary, AIA-DCAP Corp. (as comphte the Series D Preferred Stock which
provided for such pledge)lhe current aggregate redemption amount for theeS&r Preferred
Stock held by AIA is $780,000, plus accumulated amgbaid dividends. Members of Mr.
Goldstein’s family are principal stockholders offAl

On May 12, 2009, three holders of our Notes PayaBlghanged $519,231 of the principal
balance of such notes for shares of Series E PedfeStock having an aggregate redemption
amount of $519,231 (see Note 7).

As of June 30, 2009, there were 1,299 shares odisig of Series E Preferred Stock,
convertible into 649,615 shares of Common Stock.

In accordance with SFAS No. 150Accounting for Certain Financial Instruments with

Characteristics of both Liabilities and Equifythe various series of Preferred Stock have been
reported as a liability, and the preferred dividehdve been classified as interest expense.

9. Employment Agreement

Our President, Chairman of the Board and Chief Htee Officer, Barry B. Goldstein, is
employed pursuant to an employment agreement datedber 16, 2007 (the “Employment
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Agreement”) that expires on June 30, 2010. Putstmrthe Employment Agreement, Mr.
Goldstein is entitled to receive an annual basargalf $350,000 (which base salary has been in
effect since January 1, 2004) (“Base Salary”) amaual bonuses based on our net income. On
August 25, 2008, we and Mr. Goldstein entered antcamendment (the “Amendment”) to the
Employment Agreement. The Amendment entitles Mrld&ein to devote certain time to
Kingstone Insurance Company (“KICO”) (formerly knovas Commercial Mutual Insurance
Company) to fulfill his duties and responsibilities its Chairman of the Board and Chief
Investment Officer. Such permitted activity is sadijto a reduction in Base Salary under the
Employment Agreement on a dollar-for-dollar basishte extent of the salary payable by KICO
to Mr. Goldstein pursuant to his KICO employmenntract, which, effective July 1, 2009, is
$157,500 per year. KICO is a New York property aadualty insurer. On July 1, 2009, we
acquired 100% of the stock of KICO.

10. Disclosures about Fair Value of Financial Insuments

The following methods and assumptions were useestnate the fair value of each class of
financial instruments for which it is practicabtedstimate that value:

Cash and short-term investments
The carrying amount approximates fair value becafisliee short maturity of those instruments.
Notes receivable

The carrying amount of notes receivable relatethéosale of businesses approximates fair value
because of the recently negotiated interest ratesdon term of the loan, risk and guaranty. For
“Notes receivable — Commercial Mutual Insurance @any” (now known as Kingstone
Insurance Company or “KICQO”), we acquired a 100%ignterest in KICO on July 1, 2009 in
exchange for our relinquishing our rights to anyaid principal and interest under the notes
receivable. We are in the process of obtaining ppraasal of KICO and cannot make a
reasonable estimate of fair value until such agpias completed.

Long-term debt and mandatorily redeemable prefestedk

For the fair value of our long-term debt and maodbt redeemable preferred stock for which
there are no quoted market prices, we estimatettigatarrying amount of notes payable and
mandatorily redeemable preferred stock approximdé@s value because of the recently
negotiated interest rates based on term of the lshand guaranty.

The estimated fair values of our financial instrumseare as follows:
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June 30, 2009

December 31, 2008

Carrying Fair Carrying Fair
Amount Value Amount Value
Cash and short-term investments $ 167,835 167,835 $ 142,949 $ 142,949

Notes receivable - sale of businesses 345,984345,984
Notes receivable - Commercial Mutual Insurance Camgp 5,996,461 1)

Long-term debt 547,141 547,141
Mandatorily redeemable preferred stock 1,299,231,299,231

5,935,704 (1)
2,008,828 2,008,828
780,000 780,000

(1) Not practicable to estimate fair value.

11. Discontinued Operations

Premium Financing

On February 1, 2008, our wholly-owned subsidiargyrRents Inc. (“Payments”), sold its
outstanding premium finance loan portfolio to PremiFinancing Specialists, Inc. (“PFS”).
Under the terms of the sale, Payments was entiledceive an amount based upon the net
earnings generated by the acquired loan portfdid avas collected. For the six months ended
June 30, 2009 and 2008, Payments received apprtetin$d 8,000 and $63,000 based on the net
earnings generated from collections of the acquimad portfolio. Under the terms of the sale,
PFS has agreed that, during the five year periahgnlanuary 31, 2013 (subject to automatic
renewal for successive two year terms under cedeatnmstances), it will purchase, assume and
service all eligible premium finance contracts ora&ged by us in the states of New York and
Pennsylvania. In connection with such purchasesywll be entitled to receive a fee generally
equal to a percentage of the amount financed.

As a result of the sale of the premium financefpba on February 1, 2008, the operating results
of the premium financing operations for the six tsnand three months ended June 30, 2009
and 2008 have been presented as discontinued iopstat Net assets and liabilities to be
disposed of or liquidated, at their book value, énalveen separately classified in the
accompanying balance sheets at June 30, 2009 arairiber 31, 2008. Continuing operations of
our premium financing operations only consists &icpment fee revenue and any related
expenses.

Summarized financial information of the premiumafiicing business as discontinued operations
for the six months and three months ended Jun2@® and 2008 follows (unaudited):
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Six Months Ended Three Months Ended

June 30, June 30, June 30, June 30,
200¢ 200¢ 200¢ 200¢

Premium finance revenue $ - $ 225322 % - $ -
Operating Expenses:

General and administrative expenses - 181,943 - 2,915

Provision for finance receivable losses - 89,316 - -

Depreciation and amortization - 46,556 - -

Interest expense - 45,181 - -
Total operating expenses - 362,996 - 2,915
Loss from operations - (137,674) - (2,915)
Loss on sale of premim financing portfolio - 245,875 - 162,252
Loss before provision for income taxes - (383,549) - (165,167)
Provision for income tax - - - -
Loss from discontinued operations,

net of income taxt $ - $ (383549 % - $ (165,167

The components of assets and liabilities of thenpren financing discontinued operations as of
June 30, 2009 and December 31, 2008 are as follows:

June 30, December 31,
2009 2008
(Unaudited)
Due from purchaser of premium finance portfolio $ - $ 18,291
Total assets $ - $ 18,291
Total liabilities $ - 3 -

Retail Business

In December 2008, due to declining revenues anfitprwe decided to restructure our network
of retail offices (the “Retail Business”). The plafhrestructuring called for the closing of seven
of our least profitable locations during the morth December 2008 and the entry into
negotiations to sell the remaining 19 locationsun Retail Business.

On April 17, 2009, our wholly-owned subsidiariestttowned and operated our 16 remaining
Retail Business locations in New York State solldssantially all of their assets, including the
book of business (the “New York Assets”). The ase price for the New York Assets was
approximately $2,337,000, of which approximately786,000 was paid at closing. Promissory
notes in the aggregate approximate principal amofi$651,000 (the “New York Notes”) were

also delivered at the closing. The New York Notes@ayable in installments of approximately
$275,500 on each of March 31, 2010 and Septemhe2@@® and provide for interest at the rate
of 5.25% per annum. As additional consideration, stall be entitled to receive through

September 30, 2010 an additional amount equal ¥ @0the net commissions derived from the
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book of business of six New York retail locatiohattwe closed in 2008.

Effective June 30, 2009, we sold all of the outdiag stock of the subsidiary that operated our
three remaining Pennsylvania stores (the “Pennsidv&tock”). The purchase price for the
Pennsylvania Stock was approximately $397,000 whiak paid by delivery of two promissory
notes, one in the approximate principal amount2¥8$000 and payable with interest at the rate
of 9.375% per annum in 120 equal monthly installiteeand the other in the approximate
principal amount of $159,000 and payable with ieserat the rate of 6% per annum in 60
monthly installments commencing August 10, 2011th{wnterest only being payable prior to
such date).

As a result of the restructuring in December 2@08,sale of the New York Assets on April 17,
2009 and the sale of the Pennsylvania Stock efediine 30, 2009, the operating results of the
Retail Business operations for the six months &meet months ended June 30, 2009 and 2008
have been presented as discontinued operations.addets and liabilities to be disposed of or
liquidated, at their book value, have been seplgrafassified in the accompanying balance
sheets at June 30, 2009 and December 31, 2008.

Summarized financial information of the Retail Bwess as discontinued operations for the six
months and three months ended June 30, 2009 aidf@@ivs (unaudited):

Six Months Ended Three Months Ended
June 30 June 30 June 30 June 30
200¢ 200¢ 200¢ 200¢
Commissions and fee revenue $ 1,028,797 $ 2,145346 $ 247,666 $ 1,060,475
Operating Expenses:
General and administrative expenses 1,178,888 1,941,587 438,257 939,325
Depreciation and amortization 59,481 109,811 14,811 53,443
Interest expense 10,483 21,455 1,161 10,503
Impairment of intangibles 49,470 49,470 -
Total operating expenses 1,298,322 2,072,853 503,699 1,003,271
Loss (income) from operations (269,525) 72,493 (256,033) 57,204
Loss on sale of business 21,392 - 21,392 -
(Loss) income before benefit from income taxes (290,917) 72,493 (277,425) 57,204
Benefit from income taxes (76,499) - (76,499) -
(Loss) income from discontinued operations,
net of income taxes $ (214,418) $ 72,493 $ (200,926) $ 57,204

The components of assets and liabilities of thelRBusiness discontinued operations as of June
30, 2009 and December 31, 2008 are as follows:
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June 30, December 31,

2009 2008
(Unaudited)
Accounts receivable $ - $ 404,180
Other current assets - 32,325
Property and equipment, net - 144,750
Goodwill - 2,207,658
Other intangibles, net - 75,666
Other assets 6,837 30,277
Total assets $ 6,837 $ 2,894,856
Accounts payable and accrued expenses $ 79,163 $ 136,685
Deferred income taxes - 77,000
Total liabilities $ 79,163 $ 213,685

Franchise Business

Effective May 1, 2009, we sold all of the outstargstock of the subsidiaries that operated our
DCAP franchise business (collectively, the “FrasehiStock”). The purchase price for the
Franchise Stock was $200,000 which was paid byelsliof a promissory note in such principal
amount (the “Franchise Note”). The Franchise Nstpayable in installments of $50,000 on
May 15, 2009, $50,000 on May 1, 2010 and $100,00May 1, 2011 and provides for interest
at the rate of 5.25% per annum. A principal of thejer is the son-in-law of Morton L.
Certilman, one of our principal shareholders.

As a result of the sale of the Franchise Stock,dperating results of the franchise business
operations for the six months and three months cerldme 30, 2009 and 2008 have been
presented as discontinued operations. Net assetisadilities to be disposed of or liquidated, at
their book value, have been separately classifietie accompanying balance sheets at June 30,
2009 and December 31, 2008.

Summarized financial information of the franchisesiness as discontinued operations for the
six months and three months ended June 30, 2002CG08&ifollows (unaudited):
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Six Months Ended Three Months Ended

June 30, June 30, June 30, June 30,
2009 2008 2009 2008

Commissions and fee revenue $ 213831 $ 260542 $ 58,249 $ 127,906
Operating Expenses:

General and administrative expenses 179,813 556,044 25,309 219,027

Depreciation and amortization 2,061 18,934 (1,204) 8,669
Total operating expenses 181,874 574,978 24,105 227,696
Income (loss) from operations 31,957 (314,436) 34,144 (99,790)
Loss on sale of business 1,312 - 1,312 -
Income (loss) before provision for income taxes 30,645 (314,436) 32,832 (99,790)
Provision for income taxes - - - -
Income (loss) from discontinued operations,

net of income taxes $ 30,645 $ (314,436) $ 32,832 $  (99,790)

The components of assets and liabilities of thedngse business discontinued operations as of
June 30, 2009 and December 31, 2008 are as follows:

June 30, December 31,
2009 2008

(Unaudited)
Accounts receivable $ - % 134,522
Other current assets - 101,678
Deferred income taxes - 16,000
Property and equipment, net - 7,876
Other assets - 4,996
Total assets $ - 3% 265,072
Accounts payable and accrued expenses $ - $ 9,809
Total liabilities $ - $ 9,809

Summarized Financial Information of Discontinuede@ions

Summarized financial information of consolidatedadintinued operations for the six months
and three months ended June 30, 2009 and 2008&(lenaudited):

20 2165716.1



Six Months Ended Three Months Ended

June 30, June 30, June 30, June 30,
2009 2008 2009 2008

Commissions and fee revenue $ 1,242,628 $ 2,405,888 $ 305915 $ 1,188,381
Premium finance revenue - 225,322 - -
Total revenue 1,242,628 2,631,210 305,915 1,188,381
Operating Expenses:

General and administrative expenses 1,358,701 2,679,574 463,566 1,161,267

Provision for finance receivable losses - 89,316 - -

Depreciation and amortization 61,542 175,301 13,607 62,112

Interest expense 10,483 66,636 1,161 10,503

Impairment of intangibles 49,470 - 49,470 -
Total operating expenses 1,480,196 3,010,827 527,804 1,233,882
Loss from operations (237,568) (379,617) (221,889) (45,501)
Loss on sale of businesses 22,704 245,875 22,704 162,252
Loss before benefit from income taxes (260,272) (625,492) (244,593) (207,753)
Benefit from income taxes (76,499) - (76,499) -
Loss from discontinued operations,

net of income tax $ (183,773 $ (625,492 $ (168,094 $ (207,753

The components of assets and liabilities of oursobdated discontinued operations as of June
30, 2009 and December 31, 2008 are as follows:

June 30, December 31,
2009 2008

(Unaudited)
Accounts receivable $ - $ 538,702
Due from purchaser of premium finance portfolio - 18,291
Other current assets - 134,003
Deferred income taxes - 16,000
Property and equipment, net - 152,626
Gooduwill - 2,207,658
Other intangibles, net - 75,666
Other assets 6,837 35,273
Total asse! $ 6,831 $ 3,178,21!
Accounts payable and accrued expenses $ 79,163 $ 146,494
Deferred income taxes - 77,000
Total liabilities $ 79,160 $ 223,49:

Summary of Significant Accounting Policies of Distimued Operations

Finance income, fees and receivablesFor our premium finance operations, we used the
interest method to recognize interest income advwetife of each loan in accordance with SFAS
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No. 91, "Accounting for Nonrefundable Fees and €oAssociated with Originating or
Acquiring Loans and Initial Direct Costs of Leasedpon the establishment of a premium
finance contract, we recorded the gross loan patgnas a receivable with a corresponding
reduction for deferred interest. The deferred ggemas amortized to interest income using the
interest method over the life of each loan. Thegveid average interest rate charged with
respect to financed insurance policies was appratdiy 26.1% per annum for the six months
ended June 30, 2008. Upon completion of collectifborts, after cancellation of the underlying
insurance policies, any uncollected earned intenefdes were charged off.

Commission and fee income 4 our discontinued operations, we recognized cEsION
revenue from insurance policies at the beginninthefcontract period. Refunds of commissions
on the cancellation of insurance policies wereertld at the time of cancellation. Fees for
income tax preparation were recognized when thecssr are completed. Automobile club dues
were recognized equally over the contract period.

Franchise fee revenue on initial franchisee fees waognized when substantially all of our
contractual requirements under the franchise ageaemere completed. Franchisees also paid a
monthly franchise fee plus an applicable percentdgadvertising expense. We were obligated
to provide marketing and training support to eaeandhisee.

12. Subsequent Events

Exchange of Notes Receivable

Effective July 1, 2009, Commercial Mutual Insurar@empany (“CMIC”) converted from an
advance premium cooperative to a stock property Gasdialty insurance company. Upon the
effectiveness of the conversion, CMIC’s name waanged to Kingstone Insurance Company
(“KICO”) and our name was changed to Kingstone Canigs, Inc. Pursuant to the plan of
conversion, we acquired a 100% equity interestli@@®in consideration of the exchange of our
$3,750,000 principal amount of Surplus Notes of ®ICIn addition, we forgave all accrued and
unpaid interest of $2,246,000 on the Surplus Nasesf the date of exchange (see Note 3).

Our Chairman is also Chairman of the Board and fQhiestment Officer of KICO. Our other
directors and our Chief Financial Officer are asectors of KICO.

The financial statements and pro forma financiédrimation, which are required to be filed in
connection with this acquisition, will be filed &rm 8-K/A not later than September 14, 2009.
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ltem 2. Management's Discussion and Analysis or &h of Operation.

Overview

Until December 2008, our continuing operations jarily consisted of the ownership
and operation of 19 storefronts, including 12 Ba8gott locations in New York State, three
Atlantic Insurance locations in Pennsylvania, amar fAccurate Agency locations in New York
State. In December 2008, due to declining reverard profits, we made a decision to
restructure our network of retail offices (the “RiéBusiness”). The plan of restructuring called
for the closing of seven of our least profitabledtbons during December 2008 and the sale of
the remaining 19 Retail Business locations. OnilAjpf, 2009, we sold substantially all of the
assets, including the book of business, of theebBaining Retail Business locations that we
owned in New York State (the “New York Sale”). Efwe June 30, 2009, we sold all of the
outstanding stock of the subsidiary that operatediree remaining Retail Business locations in
Pennsylvania (the “Pennsylvania Sale”). As a tesuthe restructuring in December 2008, the
New York Sale on April 17, 2009 and the Pennsylagbale effective June 30, 2009, our Retail
Business has been presented as discontinued apearatd prior periods have been restated.

Through April 30, 2009, we received fees from 38nfthised locations in connection
with their use of the DCAP name. Effective May @09, we sold all of the outstanding stock of
the subsidiaries that operated our DCAP franchisiness. As a result of the sale, our franchise
business has been presented as discontinued opesratd prior periods have been restated.

Payments Inc., our wholly-owned subsidiary, is asurance premium finance agency
that is licensed within the states of New York a@hennsylvania. Until February 1, 2008,
Payments Inc. offered premium financing to clieotDCAP, Barry Scott, Atlantic Insurance
and Accurate Agency offices, as well as non-afthinsurance agencies. On February 1, 2008,
Payments Inc. sold its outstanding premium findioea portfolio. As a result of the sale, our
business of internally financing insurance congabtias been presented as discontinued
operations. Effective February 1, 2008, revenues four premium financing business have
consisted of placement fees based upon premiunmden@ontracts purchased, assumed and
serviced by the purchaser of the loan portfolio.

In our Retail Business discontinued operations, itisirance storefronts served as
insurance agents or brokers and placed various tgpersurance on behalf of customers. Our
Retail Business focused on automobile, motorcyalel domeowner’s insurance and our
customer base was primarily individuals rather thasinesses.

The stores also offered automobile club servicesdadside assistance and some of our
franchise locations offered income tax preparasienvices.

The stores from our Retail Business discontinuegtatpns received commissions from
insurance companies for their services. Priowuty 1, 2009, neither we nor the stores served as
an insurance company and therefore we did not assunderwriting risks; however, as
discussed below, effective July 1, 2009, we acquael00% equity interest in Commercial
Mutual Insurance Company (now renamed Kingstonerarece Company or “KICO”). KICO is
a property and casualty insurance company licettsederate in New York State.
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Critical Accounting Policies

Our consolidated financial statements include aotowf Kingstone Companies, Inc.,
formerly known as DCAP Group, Inc., and all whotlyned subsidiaries. The preparation of
financial statements in conformity with accountimgnciples generally accepted in the United
States requires our management to make estimatessaomptions in certain circumstances that
affect amounts reported in our consolidated finainsiatements and related notes. In preparing
these financial statements, our management hazedtiinformation available including our past
history, industry standards and the current ecoooemvironment, among other factors, in
forming its estimates and judgments of certain am®included in the consolidated financial
statements, giving due consideration to materialitys possible that the ultimate outcome as
anticipated by our management in formulating itinestes inherent in these financial statements
might not materialize. However, application of ttritical accounting policies below involves
the exercise of judgment and use of assumptions fagure uncertainties and, as a result, actual
results could differ from these estimates. In addijt other companies may utilize different
estimates, which may impact comparability of owsults of operations to those of companies in
similar businesses.

Placement fee revenue

For our continuing premium finance operations, waeneplacement fees upon the
establishment of a premium finance contract.

Franchise fee revenue (discontinued operations)

Franchise fee revenue on initial franchisee fees meaognized when substantially all of
our contractual requirements under the franchiseesgent were completed. Franchisees also
paid a monthly franchise fee plus a monthly adsentj fee. We were obligated to provide
marketing and training support to each franchisee.

Commission revenue (discontinued operations)

We recognized commission revenue from insurancécipsl at the beginning of the
contract period. Refunds of commissions on theeiation of insurance policies were reflected
at the time of cancellation.

Automobile club dues were recognized equally okierdontract period.
Finance income, fees and receivables (discontirmpetations)

For our premium finance operations, we used there@st method to recognize interest
income over the life of each loan in accordancé \Bilatement of Financial Accounting Standard
(“SFAS”) No. 91, ‘Accounting for Nonrefundable Fees and Costs Astatiavith Originating
or Acquiring Loans and Initial Direct Costs of Less

Upon the establishment of a premium finance conhtrae recorded the gross loan
payments as a receivable with a corresponding testudor deferred interest. The deferred
interest was amortized to interest income usinginkerest method over the life of each loan.
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The weighted average interest rate charged witpeasto financed insurance policies was
approximately 26.1% for the six months ended June&G08.

Upon completion of collection efforts, after caragbn of the underlying insurance
policies, any uncollected earned interest or feeewharged off.

Allowance for finance receivable losses (discorgthaperations)

Customers who purchase insurance policies are oftable to pay the premium in a
lump sum and, therefore, require extended payneentst Premium finance involves making a
loan to the customer that is backed by the uneapoetion of the insurance premiums being
financed. No credit checks were made prior to dkeision to extend credit to a customer.
Losses on finance receivables included an estimiateture credit losses on premium finance
accounts. Credit losses on premium finance accooedsrred when the unearned premiums
received from the insurer upon cancellation of rearficed policy were inadequate to pay the
balance of the premium finance account. After abibe attempts were exhausted, the remaining
account balance, including unrealized interest, wiaiten off. We reviewed historical trends of
such losses relative to finance receivable balattcdsvelop estimates of future losses.

Goodwill (discontinued operations)

The carrying value of goodwill was initially revied for impairment as of January 1,
2002, and was reviewed annually or whenever evanthanges in circumstances indicate that
the carrying amount might not be recoverable. & thir value of the reporting unit to which
goodwill relates is less than the carrying amouinthose operations, including unamortized
goodwill, the carrying amount of goodwill is reddcaccordingly with a charge to impairment
expense. Based on our most recent analysis, oultged operations for the six months ended
June 30, 2009 include a charge to impairment expehapproximately $49,000.

Stock-based compensation

Our stock option and other equity-based compensapilans are accounted for in
accordance with the recognition and measuremenigmwas of SFAS No. 123 (revised 2004),
“Share-Based Paymént'SFAS 123(R)"). SFAS 123(R) requires compensatamsts related to
share-based payment transactions, including emplayeck options, to be recognized in the
financial statements. In addition, we adhere to goh@ance set forth within Securities and
Exchange Commission (“SEC”) Staff Accounting Bullet'SAB”) No. 107, which provides the
Staff's views regarding the interaction between SFA23(R) and certain SEC rules and
regulations and provides interpretations with respe the valuation of share-based payments for
public companies.

Recent Accounting Pronouncements

In April 2009, the FASB issued FSP FAS 157“Bgetermining Fair Value When the
Volume and Level of Activity for the Asset or LibiHave Significantly Decreased and
Identifying Transactions That Are Not Orderly"FSP 157-4"), which amends SFAS 157 to
provide additional guidance for estimating fairuawhen the volume and level of activity for
an asset or liability have significantly decreas@didance on identifying circumstances that
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indicate a transaction is not orderly is also pded. If it is concluded that there has been a
significant decrease in the volume and level ofkegactivity for an asset or liability in relation
to normal market activity for an asset or liabilityansactions or quoted prices may not be
determinative of fair value, and further analysistlte transactions or quoted prices may be
needed. A significant adjustment to the transastion quoted prices may be necessary to
estimate fair value which may be determined basedhe point within a range of fair value
estimates that is most representative of fair valmeler the current market conditions.
Determination of whether the transaction is ord&slpased on the weight of the evidence. The
disclosure requirements of SFAS 157 are increasee slisclosures of the inputs and valuation
technique(s) used to measure fair value and a sgmu of changes in valuation techniques and
related inputs during the reporting period are &gl

FSP 157-4 defines the disclosures required for nmagtegories by SFAS 157 to be the
major security types as defined in FASB Statemeat M5. FSP 157-4 does not require
disclosures for earlier periods presented for coatpee purposes at initial adoption. FSP 157-4
is effective for interim periods ending after Jurte 2009 with early adoption permitted but only
in conjunction with the early adoption of FSP FAB2 and FAS 124-2. Revisions resulting
from a change in valuation technique or its appilicashall be accounted for as a change in
accounting estimate and disclosed, along with aftifiation of the total effect of the change in
valuation technique and related inputs, if prattieaby major category. We have adopted the
provisions of FSP 157-4 as of April 1, 2009. Cutierthere was no material impact to our
results of operations or financial position upoogitbn of FSP 157-4.

In April 2009, the FASB issued FAS FSP No. 115-8 &AS 124-2,'Recognition and
Presentation of Other-Than-Temporary Impairmenf$SP 115-2 and 124-2"). FSP 115-2 and
124-2 amends the other-than-temporary impairmeidagge in U.S. GAAP for debt securities
to make the guidance more operational and to ingthe presentation and disclosure of other-
than-temporary impairments on debt and equity s&esiin the financial statements. FSP 115-2
and 124-2 does not amend existing recognition aedsorement guidance related to other-than-
temporary impairments of equity securities. FSP-21&nd 124-2 requires the entity to assess
whether the impairment is other-than-temporary & fair value of a debt security is less than its
amortized cost basis at the balance sheet date stdtement also provides guidance to assessing
whether or not the impairment is other-than-temposaad guidance on determining the amount
of the other-than-temporary impairment that shobkl recognized in earnings and other
comprehensive income. FSP 115-2 and 124-2 alsaresgan entity to disclose information that
enables users to understand the types of secuh#&h including those investments in an
unrealized loss position for which the other-thamporary impairment has or has not been
recognized. FSP 115-2 and 124-2 are effectiverfarim and annual reporting periods ending
after June 15, 2009. Currently there was no materipact of FSP 115-2 and 124-2 on our
results of operations, financial position and ldjtyi.

In April 2009, the FASB issued FAS FSP No. FAS 10&nd APB 28-1)Interim
Disclosures about Fair Value of Financial Instrun®n (“FSP 107-1"). FSP 107-1 requires
disclosures about fair value of financial instruniseat interim reporting periods. FSP 107-1 is
effective for interim reporting periods ending affeine 15, 2009, with early adoption permitted
for periods ending after March 15, 2009 provided®F25-2 and 124-2 (described above) are
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also early adopted. The adoption of FSP 107-1 didcarrently have a material impact on our
consolidated financial statements.

In May 2009, the FASB issued SFAS No. 16Subsequent Events(*SFAS 165").
SFAS 165 establishes general standards of accguftinand disclosure of events that occur
after the balance sheet date but before the finhstatements are issued or are available to be
issued. SFAS 165 is effective for interim or annu@ncial periods ending after June 15, 2009.
We have evaluated subsequent events through Atgu2009, the date our financial statements
were issued. We do not believe SFAS 165 will regulsignificant changes to reporting of
subsequent events either through recognition atafiare.

In June 2009, the FASB issued SFAS No. 1'®@counting for Transfers of Financial
Assets, an amendment of FASB Statement No. (8FAS 166”). SFAS 166 eliminates the
concept of a “qualifying special-purpose entitydrit SFAS 140 and changes the requirements
for derecognizing financial assets. SFAS 166 isative for interim or annual financial periods
beginning after November 15, 2009. Earlier appiccats prohibited. SFAS 166 must be applied
to transfers occurring on or after the effectiveed@Ve are currently evaluating the impact of the
pending adoption of SFAS 166 on our consolidatedrfcial statements.

In June 2009, the FASB issued SFAS No. I&fmendments to FASB Interpretation
No. 46R” (“SFAS 167"). SFAS 167 amends the evaluationedat to identify the primary
beneficiary of a variable interest entity providday SFAS Interpretation No. 46R,
“Consolidation of Variable Interest Entities—An énpretation of ARB No. 51”Additionally,
SFAS 167 requires ongoing reassessments of whathenterprise is the primary beneficiary of
the variable interest entity. SFAS 167 shall beaie as of the beginning of each reporting
entity’s first annual reporting period that begafser November 15, 2009, for interim periods
within that first annual reporting period, and foterim and annual reporting periods thereafter.
Earlier application is prohibited. We are currergijaluating the impact of the pending adoption
of SFAS 167 on our consolidated financial statement

In June 2009, the FASB issued SFAS No.168h€' FASB Accounting Standards
Codification and the Hierarchy of Generally Accept&ccounting Principles, a replacement of
FASB Statement No. 162°SFAS 168"). U.S. GAAP will no longer be issuadthe form of an
“accounting standard,” but rather as an updatéecapplicable “topic” or “subtopic” within the
codification. As such, accounting guidance will bessified as either “authoritative” or
“nonauthoritative” based on its inclusion or exatusfrom the codification. The codification
will be the single source of authoritative U.S. @atting and reporting standards, except for
rules and interpretive releases of the SEC und#roaty of federal securities laws, which are
sources of authoritative GAAP for SEC registramtse codification of U.S. GAAP will be
effective for interim or annual periods ending affeptember 15, 2009. We do not expect SFAS
168 to have a material impact on our consolidatehtial statements.

Results of Operations

In December 2008, due to declining revenues anditprove made a decision to
restructure our network of retail offices (the “Rié€Business”). The plan of restructuring called
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for the closing of seven of our least profitabledtbons during December 2008 and the sale of
the remaining 19 Retail Business locations. On IApri 2009, we sold substantially all of the
assets, including the book of business, of theelBaining Retail Business locations that we
owned in New York State (the “New York Sale”). Efee June 30, 2009, we sold all of the
outstanding stock of the subsidiary that operatediree remaining Retail Business locations in
Pennsylvania (the “Pennsylvania Sale”). As a tesiuthe restructuring in December 2008, the
New York Sale on April 17, 2009 and the Pennsylag®ale effective June 30, 2009, our Retalil
Business has been presented as discontinued aperatd prior periods have been restated.

Effective May 1, 2009, we sold all of the outstarglistock of the subsidiaries that
operated our DCAP franchise business. As a refuhie sale, our franchise business has been
presented as discontinued operations and prioogiehave been restated.

On February 1, 2008, we sold our outstanding prenfinance loan portfolio. As a result
of the sale, our premium financing operations Hasen presented as discontinued operations.

Separate discussions follow for results of contiguioperations and discontinued
operations.

Six Months Ended June 30, 2009 Compared to Six MumEnded June 30, 2008

Continuing Operations

The following table summarizes the changes in tgeificant components of the results
of continuing operations (in thousands) for thequés indicated:

Six months ended

June 30,
Change

2009 2008 $ %
Fee revenue $ 225 $ 219 % 6 3%
General and administrative expenses 667 645 22 3 %
Interest income - notes receivable 67 602 (535) (89) %
Interest expense - mandatorily redeemable prefestaak 52 28 24 86 %
Forgiveness of debt 133 - 133 nla
(Loss) income from continuing operations beforeetax (436) 4 (440) nl/a
Benefit from income taxes (210) (280) 70 25 %
(Loss) income from continuing operations (226) 284 (510) (180)%

During the six months ended June 30, 2009 (“2009&yenues from continuing
operations were $225,000, as compared to $21900¢hé six months ended June 30, 2008
(“2008"). The 3% increase of $6,000 in commissiansl fees was a result of an increase in
miscellaneous fees offset by a decrease in avaragehly premium finance placement fees
earned in 2009, compared to five months of feeseshin 2008. Effective February 1, 2008, we
began earning placement fees in accordance withetines of the sale of our premium finance
portfolio.
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Our general and administrative expenses in 200% v§867,000, as compared to
$645,000 in 2008. The 3% decrease of $22,000 wimsaply attributable to a decrease in
executive compensation, offset by the expensingasts related to the acquisition of Kingstone
Insurance Company and an increase in allocatioexpénses from discontinued operations to
continuing operations.

Our interest income from notes receivable in 2088 $67,000, as compared to $602,000
in 2008. The 89% decrease of $535,000 was primdrtily to: (i) the discount on surplus notes
and the accrued interest at the time of acquisitiemg fully accreted in July 2008, and (ii) a
reduction in the variable interest rate in 2009 ttua decrease in the prime rate.

Our interest expense on mandatorily redeemablepesf stock in 2009 was $52,000, as
compared to $28,000 in 2008. The 86% increase 408D was primarily due to the increase in
the interest rate from 5% to 10% on April 16, 2@0®l an increase in the redemption amount of
the preferred stock from $780,000 to $1,299,00May 12, 2009.

Our income from forgiveness of debt in 2009 was3$130, as compared to $-0- in 2008.
The balance in 2009 was primarily due to settlesi@made with vendors for disputed amounts
from prior periods.

Our continuing operations generated a net lossrbeéf@ome taxes of $436,000 in 2009
as compared to net income of $4,000 in 2008. THamge of $440,000 was primarily due to the
decrease in interest income from our surplus nofiéset by income from forgiveness of debt.

Discontinued Operations

Retail Business

The following table summarizes the changes in tbsults of our Retail Business
discontinued operations (in thousands) for thegolsrindicated:
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Six months ended

June 30,
Change
2009 2008 $ %

Commissions and fee revenue $ 1,0292,145 $(1,116) (52) %
Operating Expenses:

General and administrative expenses 1,1791,942 (763) (39) %

Depreciation and amortization 59 110 (51) (46) %

Interest expense 11 21 (10) (48) %

Impairment of intangibles 49 - 49 n/a
Total operating expenses 1,298 2,073 (775) B7) %
(Loss) income from operations (269) 72 (341) (474)%
Loss on sale of business (21) - (21) n/a
(Loss) income before benefit from income taxes (290) 72 (362) (503)%
Benefit from income taxes (76) - (76) n/a
(Loss) income from discontinued operati $ (214 $ 72 $ (286 (397, %

Our discontinued Retail Business revenue was $10029in 2009, as compared to
$2,145,000 in 2008. The 52% revenue decrease dfl6,D00 was primarily attributable to
ceasing operations of the 16 remaining stores dolcat New York as a result of the sale of their
assets on April 17, 2009. In addition, during thezigd prior to April 17, 2009, there was a
decrease in commissions and fees earned due thefdaler insurance policies in 2009 than in
2008. Such reduction in sales was generally cabgetthe continued heightened competition
from the voluntary insurance market, which is affgr lower premium rates to our main
customer, the non-standard insured.

Our discontinued Retail Business general and adtnative expenses in 2009 were
$1,179,000, as compared to $1,942,000 in 2008. 39 net decrease of $763,000 was
primarily attributable to ceasing operations of fiteremaining stores located in New York as a
result of the sale of their assets on April 17,200n addition, during the period prior to April
17, 2009, there was a $263,000 decrease in cdateddo the eight stores that were closed in
2008 and decreases in fixed and variable compemsptid to employees due to a reduction in
policies sold at our stores.

Our discontinued Retail Business impairment ofrigthles for 2009 was $49,000 greater
than for 2008. The increase in 2009 was due to \gidloimpairment of $49,000 in 2009,
compared to none in 2008.

Our discontinued Retail Business benefit from ineotaxes was $76,000 in 2009, as
compared to $-0- in 2008. The increase was primatttibutable to the elimination of items that
gave rise to deferred taxes as a result of the clhlessets on April 17, 2009. Continuing
operations will receive the future tax benefit afrrent net operating losses generated from
discontinued operations.
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Our discontinued Retail Business operations, otaadsalone basis, generated a net loss
after income taxes of $214,000 in 2009, as comp#wedet income after income taxes of
$72,000 in 2008. The change of $286,000 in 2009 pvamarily due to the $1,116,000 decrease
in revenues, offset by a $763,000 decrease in gkaed administrative expenses.

Franchise Business

The following table summarizes the changes in #sults of our franchise business
discontinued operations (in thousands) for thegolsrindicated:

Six months ended

June 30,
Change
2009 2008 $ %

Commissions and fee revenue $ 218 261 $ (47) (18) %
Operating Expenses:

General and administrative expenses 180 556 (376) (68) %

Depreciation and amortization 2 19 (17) (89) %
Total operating expenses 182 575 (393) (68) %
Income (loss) from operations 32 (314) 346 (110)%
Loss on sale of business (1) - (1) n/a
Income (loss) before provision for income taxes 31 (314) 345 (110)%
Provision for income taxes - - n/a
Income (loss) from discontinued operati $ 31 $ (314 $ 34t (110)%

Our discontinued franchise business general andnéstrative expenses in 2009 were
$180,000, as compared to $556,000 in 2008. The B&%%lecrease of $376,000 was primarily
attributable to ceasing of operations of the fraselusiness effective May 1, 2009 as a result of
the sale of all of the outstanding stock of thesadiaries that operated our DCAP franchise
business. In addition, during the period prior tayM,, 2009, there was a decrease in advertising
campaigns and executive employment costs in 20@8rapared to 2008.

Our discontinued franchise business, on a stanmkalasis, generated net income of
$31,000 in 2009 as compared to a net loss of $804102008. The change of $345,000 in 2009
was primarily due to the reduction in general adichimistrative expenses.

Premium Finance

The following table summarizes the changes in tbgults of our premium finance
discontinued operations (in thousands) for thegolsrindicated:
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Six months ended

June 30,
Change
2009 2008 $ %

Premium finance revenue $ $ 225 $ (225) (100)%
Operating Expenses:

General and administrative expenses - 182 (182) (100)%

Provision for finance receivable losses - 89 (89) (100)%

Depreciation and amortization - a7 (47) (100)%

Interest expense - 45 (45) (100)%
Total operating expenses - 363 (363) (100)%
Loss from operations - (138) 138  (100)%
Loss on sale of premium financing portfolio - (245) 245  (100)%
Loss before benefit from income taxes - (383) 383 (100)%
Provision for income taxes - - - n/a
Loss from discontinued operatic $ - $ (383 $ 382 (100} %

There was no activity in our discontinued premiumamnce business in 2009. Our

premium finance portfolio was sold on February @02 Premium finance operations for 2008
only includes the period from January 1, 2008 tgrodanuary 31, 2008.

Consolidated Results of Operations

The following table summarizes our change in nesl@in thousands) for the periods

indicated:

Six months ended
June 30,
Change
2009 2008 $ %
(Loss) income from continuing operations $ (2286) 284 $ (510) (180)%
Loss from discontinued operations, net of taxes Y184 (625) 441 71 %
Net los! $ (4100 $ (341 $ (69) (20) %

Our net loss for 2009 was $410,000 as comparedét bpss of $341,000 for 2008.
Three Months Ended June 30, 2009 Compared to Thkéenths Ended June 30, 2008

Continuing Operations

The following table summarizes the changes in tgeificant components of the results

of continuing operations (in thousands) for thequs indicated:
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Three months ended

June 30,
Change

2009 2008 $ %
Fee revenue $ 113 $ 120 $ (7 (6) %
General and administrative expenses 385 324 61 19 %
Interest income - notes receivable 37 295 (258) (87)%
Interest expense - mandatorily redeemable prefestaak 32 18 14 78 %
Forgiveness of debt 133 - 133 nla
Loss from continuing operations before taxes (192) 4 (196) n/a
Benefit from income taxes (122) (92) (30) (33)%
(Loss) income from continuing operations (70) 96 (166) (173)%

During the three months ended June 30, 2009 (“Q®20revenues from continuing
operations were $113,000, as compared to $120M0thé three months ended June 30, 2008
(“Q2 2008”"). The 6% increase of $7,000 in comnuasiand fees was a result of an increase in
miscellaneous fees offset by a decrease of $18r0pemium finance placement fees earned in
Q2 2009 compared to Q2 2008. Effective Februal0D8, we began earning placement fees in
accordance with the terms of the sale of our pranfinance portfolio.

Our general and administrative expenses in Q2 200@& $385,000, as compared to
$324,000 in Q2 2008. The 19% increase of $61,000 prianarily attributable to the expensing
of costs related to the acquisition of Kingstonsulance Company and an increase in allocation
of expenses from discontinued operations to comgqwperations, offset by a decrease in
executive compensation.

Our interest income from notes receivable in Q2R0&s $37,000, as compared to
$295,000 in 2008. The 87% decrease of $258,000 psiagarily due to: (i) the discount on
surplus notes and the accrued interest at thedfraequisition being fully accreted in July 2008,
and (ii) a reduction in the variable interest iat€2 2009 due to a decrease in the prime rate.

Our interest expense on mandatorily redeemablepesf stock in Q2 2009 was $32,000,
as compared to $18,000 in Q2 2008. The 78% increa$d4,000 was primarily due to the
increase in the redemption amount of the prefestedk from $780,000 to $1,299,000 on May
12, 20009.

Our income from forgiveness of debt in Q2 2009 %483,000, as compared to $-0- in
Q2 2008. The balance in Q2 2009 was primarily duesdttlements made with vendors for
disputed amounts from prior periods.

Our continuing operations generated a net lossréef@ome taxes of $192,000 in Q2
2009 as compared to net income of $4,000 in Q2 200& change of $196,000 was primarily
due to the decrease in interest income from oylgsimotes, offset by income from forgiveness
of debt.
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Discontinued Operations

Retail Business

The following table summarizes the changes in tbsults of our Retail Business
discontinued operations (in thousands) for thegolsrindicated:

Three months ended

June 30,
Change
2009 2008 $ %

Commissions and fee revenue 248 1,060 $ (813) (77)%
Operating Expenses:

General and administrative expenses 438 939 (501) (53) %

Depreciation and amortization 15 53 (38) (72) %

Interest expense 1 11 (10) (91) %

Impairment of intangibles 49 - 49 n/a
Total operating expenses 503 1,003 (500) (50) %
(Loss) income from operations (256) 57 (313) (549)%
Loss on sale of business (21) - (21) n/a
(Loss) income before benefit from income taxes (277) 57 (334) (586)%
Benefit from income taxes (76) - (76) n/a
(Loss) income from discontinued operati $ (201 $ 57 $ (258 (453)%

The above changes resulted from the ceasing opesatf the 16 remaining stores
located in New York as a result of the sale ofrthssets on April 17, 2009.

Our discontinued Retail Business impairment of rigtales for Q2 2009 was $49,000
greater than for Q2 2008. The increase in Q2 2089 due to goodwill impairment of $49,000
in Q2 2009, compared to none in Q2 2008.

Our discontinued Retail Business benefit from inedlaxes was $76,000 in Q2 2009, as
compared to $-0- in Q2 2008. The increase was pilyrettributable to the elimination of items
that gave rise to deferred taxes as a result ok#e of assets on April 17, 2009. Continuing
operations will receive the future tax benefit afrrent net operating losses generated from
discontinued operations.

Our discontinued Retail Business operations, otadsalone basis, generated a net loss
after income taxes of $201,000 in Q2 2009, as coedpto net income after income taxes of
$57,000 in Q2 2008. The change of $258,000 in Q@ 2vas primarily due to the $813,000
decrease in revenues, offset by a $501,000 deciregsaeral and administrative expenses.
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Franchise Business

The following table summarizes the changes in #mults of our franchise business
discontinued operations (in thousands) for thegolsrindicated:

Three months ended

June 30,
Change
2009 2008 $ %

Commissions and fee revenue $ 58 128 $ (70) (55) %
Operating Expenses:

General and administrative expenses 25 219 (194) (89) %

Depreciation and amortization (1) 9 (10) (111)%
Total operating expenses 24 228 (204) (89) %
Income (loss) from operations 34 (100) 134  (134)%
Loss on sale of business (1) - (1) n/a
Income (loss) before provision for income taxes 33 (100) 133 (133)%
Provision for income taxes - - - n/a
Income (loss) from discontinued operati $ 33 $ (100, $ 132 (133 %

The above changes resulted from the ceasing ofabpes of the franchise business
effective May 1, 2009 as a result of the sale bbfaihe outstanding stock of the subsidiaries that
operated our DCAP franchise business.

Premium Finance

The following table summarizes the changes in tbgults of our premium finance
discontinued operations (in thousands) for thegolsrindicated:
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Three months ended

June 30,
Change
2009 2008 $ %

Premium finance revenue $ $ - $ - n/a
Operating Expenses:

General and administrative expenses - 3 (3) (100)%

Provision for finance receivable losses - - - n/a

Depreciation and amortization - - - n/a

Interest expense - - - n/a
Total operating expenses - 3 (3) (100)%
Loss from operations - 3) 3 (100)%
Loss on sale of premium financing portfolio - (162) 162  (100)%
Loss before benefit from income taxes - (165) 165 (100)%
Provision for income taxes - - - n/a
Loss from discontinued operatic $ - $ (165 $ 16t  (100) %

There was no activity in our discontinued premiumamce business in Q2 2009. Our
premium finance portfolio was sold on February @02 Premium finance operations for 2008
only includes the period from January 1, 2008 tgrodanuary 31, 2008. In Q2 2008 we adjusted
the estimated balance that we expected to recsiaglditional consideration from the sale of our
premium finance portfolio.

Consolidated Results of Operations

The following table summarizes our change in nesl@in thousands) for the periods
indicated:

Three months ended

June 30,
Change
2009 2008 $ %
(Loss) income from continuing operations $ (78) 96 $ (166) (173)%
Loss from discontinued operations, net of taxes Y168 (208) 40 19 %
Net los! $ (238 $ (112 $ (126) (113} %

Our net loss for Q2 2009 was $238,000 as comparedrtet loss of $112,000 for Q2
2008.

Liquidity and Capital Resources
As of June 30, 2009, we had $167,835 in cash astl @gquivalents and a working capital

deficit of $146,967. As of December 31, 2008, wd B442,949 in cash and cash equivalents
and a working capital deficit of $146,233.
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Sale of Businesses

On April 17, 2009, we sold substantially all of thesets, including the book of business,
of the 16 Retail Business locations that we ownedNew York State (the “New York
Assets”). The purchase price for the New York Asseds approximately $2,337,000, of which
approximately $1,786,000 was paid at closing. Rssamy notes in the aggregate approximate
principal amount of $551,000 (the “New York Notesigre also delivered at the closing. The
New York Notes are payable in installments of agpnately $275,500 on each of March 31,
2010 and September 30, 2010 and provide for irttexeshe rate of 5.25% per annum. As
additional consideration, we will be entitled tee&/e through September 30, 2010 an amount
equal to 60% of the net commissions derived frommlibok of business of six retail locations
that we closed in 2008.

Effective June 30, 2009, we sold all of the outdiag stock of the subsidiary that
operated our three remaining Pennsylvania stotes ‘Pennsylvania Stock”). The purchase
price for the Pennsylvania Stock was approxima#897,000 which was paid by delivery of two
promissory notes, one in the approximate principabunt of $238,000 and payable with interest
at the rate of 9.375% per annum in 120 equal mynitdtallments, and the other in the
approximate principal amount of $159,000 and payabth interest at the rate of 6% per annum
in 60 monthly installments commencing August 101 2Qwith interest only being payable prior
to such date).

Effective May 1, 2009, we sold all of the outstarglistock of the subsidiaries that
operated our DCAP franchise business. The purchase for the stock was $200,000 which
was paid by delivery of a promissory note in sughgpal amount (the “Franchise Note”). The
Franchise Note is payable in installments of $50,600 May 15, 2009, $50,000 on May 1, 2010
and $100,000 on May 1, 2011 and provides for isteaethe rate of 5.25% per annum.

Redemption and Exchange of Debt

Accurate Acquisition

On April 17, 2009, we paid the balance of the rdgable incurred in connection with
our purchase of the Accurate agency business.

Notes Payable

In August 2008, the holders of $1,500,000 outstagg@irincipal amount of notes payable
(the “Notes Payable”) agreed to extend the mataiatye of the debt from September 30, 2008 to
the earlier of July 10, 2009 or 90 days followihg tonversion of Commercial Mutual Insurance
Company (“CMIC”) to a stock property and casuattgurance company and the issuance to us
of a controlling interest in CMIC (subject to aamition under certain circumstances). In
exchange for this extension, the holders wereledttb receive an aggregate incentive payment
equal to $10,000 times the number of months (atighanonths) the debt was outstanding after
September 30, 2008 through the maturity date. Hineemnent provided that, if a prepayment of
principal reduced the debt below $1,500,000, tleentive payment for all subsequent months
would be reduced in proportion to any such reduactathe debt. The agreement also provided
that the aggregate incentive payment was due ugbrepayment of the debt.
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On May 12, 2009, three of the holders exchangeadggregate of $519,231 of Notes
Payable principal for Series E Preferred Stock mgan aggregate redemption amount equal to
such aggregate principal amount of notes (see skgmu below). Concurrently, we paid $49,543
to the three holders, which amount represents altugd and unpaid interest and incentive
payments through the date of exchange. In addibanyiay 12, 2009, we prepaid $686,539 in
principal of the Notes Payable to the five remajnimolders of the notes, together with $81,200,
which amount represents accrued and unpaid intemast incentive payments on such
prepayment.

On June 29, 2009, we prepaid the remaining $2942@0@incipal of the Notes Payable,
together with $19,400, which amount represents ugctrand unpaid interest and incentive
payments on such prepayment.

In June 2009, we borrowed $500,000 and issued psami notes in such aggregate
principal amount (the “2009 Notes”). The 2009 Nopeovide for interest at the rate of 12.625%
per annum and are payable July 10, 2011. The 2@®@sNare prepayable by us without premium
or penalty; provided, however, that, under anywnstances, the holders of the 2009 Notes are
entitled to receive an aggregate of six monthgastefrom the issue date of the 2009 Notes with
respect to the amount prepaid. The $500,000 p@hdtiplance of the 2009 Notes is included in
our June 30, 2009 balance sheet under “Long-tebti.de

Exchange of Mandatorily Redeemable Preferred Stock

Effective May 12, 2009, the holder of our SeriesPBeferred Stock exchanged such
shares for an equal number of shares of SerieseferiRrd Stock which are mandatorily
redeemable on July 31, 2011. The mandatorily redétarbalance of $1,299,231 is included in
our June 30, 2009 balance sheet as a non-curadiiiti;.

Exchange of Note Receivables and Acquisition ofdstone Insurance Company

Effective July 1, 2009, CMIC converted from an aav@ premium cooperative to a stock
property and casualty insurance company. Upon tleetereness of the conversion, CMIC’s
name was changed to Kingstone Insurance CompanyCQK). Pursuant to the plan of
conversion, we acquired a 100% equity interestli@@in consideration of the exchange of our
$3,750,000 principal amount of surplus notes of CMIn addition, we forgave all accrued and
unpaid interest of $2,246,000 on the surplus nasesf the date of exchange.

Liquidity and Cash Flow

In connection with the plan of conversion of CMM& have agreed with the New York
State Insurance Department (the “Insurance Depattin¢hat, for a period of two years
following the effective date of conversion of Jdly2009, without the approval of the Insurance
Department, no dividend may be paid by KICO to Gikerefore, in order to satisfy our working
capital requirements we are seeking to obtain debguity financing.

During 2009, cash and cash equivalents increase&2%000 primarily due to the
following:
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. Net cash used in operating activities during 20@8 %784,000, which was due to
a net loss of $410,000 and non-cash items redwasp flow totaling $204,000.
These non-cash items included an increase in @efdax benefits, offset by
depreciation and amortization, and stock-based paysn In addition, accounts
payable and accrued expenses was reduced by $283,86 decrease in cash
was offset by cash provided from the operatingvéams of our discontinued
operations of $110,000.

. Net cash provided by investing activities durin@2@vas $1,751,000 primarily
due to $1,866,000 of proceeds from the sale oftasseApril 17, 2009 included
in investing activities of discontinued operations.

. Net cash used in financing activities during 20G% 943,000 due to $1,442,000
of principal payments on long-term debt and ledd@ations, offset by $500,000
of proceeds from newly issued long-term debt.

Capital Expenditures

We have no current commitments for capital expemes. However, we may, from time
to time, consider acquisitions of complementary imesses, products or technologies.

Kingstone Insurance Company, Formerly Known as Comrtial Mutual Insurance Company

In March 2007, the Board of Directors of CMIC apged a resolution to convert CMIC
from an advance premium insurance company to ak spooperty and casualty insurance
company pursuant to Section 7307 of the New Yoskitance Law.

As of June 30, 2009, we held two surplus notesedsbly CMIC in the aggregate
principal amount of $3,750,000. Previously earbatlunpaid interest on the notes as of June
30, 2009 was approximately $2,246,000. The surphtes were past due and provided for
interest at the prime rate or 8.5% per annum, wdieh is less. Payments of principal and
interest on the surplus notes could only be madeobthe surplus of CMIC and required the
approval of the Insurance Department of the Sthfdew York (the “Insurance Department”).
As of March 31, 2009, the statutory surplus of CIM#&S reported to the Insurance Department,
was approximately $7,707,000.

The conversion by CMIC to a stock property and aHlguinsurance company was
subject to a number of conditions, including therapal by the Superintendent of Insurance of
the State of New York (the “Superintendent of I@swwe”) of the plan of conversion, which was
filed with the Superintendent of Insurance on A&l, 2008. The Superintendent of Insurance
approved the plan of conversion on April 15, 2008e plan of conversion was approved by the
required two-thirds of all votes cast by eligiblé{€ policyholders at a special meeting of
policyholders held on June 8, 2009.

Effective July 1, 2009, CMIC completed its conversifrom an advance premium
cooperative to a stock property and casualty imsi@aompany. Upon the effectiveness of the
conversion, CMIC’s name was changed to Kingstosaremce Company (“KICO”). Pursuant to
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the plan of conversion, we acquired a 100% equitgrest in KICO in consideration of the
exchange of our $3,750,000 principal amount of Issrpotes of CMIC. In addition, we forgave
all accrued and unpaid interest of $2,246,000 ersthiplus notes as of the date of conversion.

Off-Balance Sheet Arrangements

We have no off-balance sheet arrangements that drasee reasonably likely to have a
current or future effect on our financial conditiamhanges in financial condition, revenues or
expenses, results of operations, liquidity, camtgdenditures or capital resources that is material
to investors.

ltem 3. Quantitative and Qualitative Disclosures Adout Market Risk .

Not applicable

ltem 4T. Controls and Procedures

Evaluation of Disclosure Controls and Procedures

We maintain disclosure controls and proceduretiédimed in Exchange Act Rule 13a-
15(e)) that are designed to assure that informagquired to be disclosed in our Exchange Act
reports is recorded, processed, summarized andteepeithin the time periods specified in the
SEC’s rules and forms, and that such informationacgeumulated and communicated to
management, including our principal executive @fficand principal financial officer, as
appropriate, to allow timely decisions regardinguieed disclosures.

As required by Exchange Act Rule 13a-15(b), ahefdnd of the period covered by this
Quarterly Report, under the supervision and with participation of our principal executive
officer and principal financial officer, we evaledtthe effectiveness of our disclosure controls
and procedures. Based on this evaluation, oucipahexecutive officer and principal financial
officer concluded that our disclosure controls pracedures were effective as of June 30, 2009.

Changes in Internal Control over Financial Reportm

There was no change in our internal control ovearicial reporting during our most
recently completed fiscal quarter that has matgradfected, or is reasonably likely to materially
affect, our internal control over financial repagj except as described below.

As previously reported in our Annual Report on FAidK for the year ended December
31, 2008, we determined that, as of that dategtheare material weaknesses in our internal
control over financial reporting relating to infoation technology applications and
infrastructure.

In January 2009, we effectively implemented costtolrectify the weaknesses discussed
above. These controls have been tested by an indepeconsulting firm and, based on the
favorable results, management believes that tlssses have been successfully remediated.
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PART Il. OTHER INFORMATION

ltem 1. Legal Proceedings

None
Iltem 1A. Risk Factors
Not applicable

ltem 2. Unreqistered Sales of Equity Securities andse of Proceeds

None

Iltem 3. Defaults Upon Senior Securities

None

Iltem 4. Submission of Matters to a VVote of SecuntHolders

There were no matters submitted to a vote of sgcholders during the quarterly period
covered by this report.

ltem 5. Other Information.

None

ltem 6. Exhibits.

2(a) Amended and Restated Purchase and Sale Agreematet] @s of
February 1, 2008, by and among Premium Financingcigfists, Inc.,
Payments Inc. and DCAP Group, the.

2(b) Asset Purchase Agreement, dated as of March 2R, 280and among
NIl BSA LLC, Barry Scott Agency, Inc., DCAP Accugtinc. and
DCAP Group, Iné

2(c) Stock Purchase Agreement, dated as of May 1, 200%nd between
Stuart Greenvald and Abraham Weinzimer and DCARi@rinc?

1 Denotes document filed as an exhibit to our CurfReport on Form 8-K for an event dated
February 1, 2008 and incorporated herein by reteren

2 Denotes document filed as an exhibit to our AnrReport on Form 10-K for the year ended
December 31, 2008 and incorporated herein by netere

3 Denotes document filed as an exhibit to our CurfReport on Form 8-K for an event dated
May 6, 2009 and incorporated herein by reference.
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2(d) Stock Purchase Agreement, dated as of June 30, b@d@een Barry
Lefkowitz and Blast Acquisition Corb.

3(a) Restated Certificate of Incorporation

3(b) Certificate of Amendment of Certificate of Incorption filed July 1,
2009

3(c) Certificate of Designation of Series A Preferredc®t
3(d) Certificate of Designation of Series B Preferredcgt
3(e) Certificate of Designation of Series C Preferredc&t
3(f) Certificate of Designation of Series D Preferredc&t
3(g) Certificate of Designation of Series E Preferrencg
3(h) By-laws, as amendé&d

31(a) Rule 13a-14(a)/15d-14(a) Certification of Princifadecutive Officer as
adopted pursuant to Section 302 of the Sarbanesy@dt of 2002

* Denotes document filed as an exhibit to our CurfReport on Form 8-K for an event dated
June 30, 2009 and incorporated herein by reference.

®> Denotes document filed as an exhibit to our QuigrReport on Form 10-QSB for the period
ended September 30, 2004 and incorporated hereieférence.

® Denotes document filed as an exhibit to our CurReport on Form 8-K for an event dated
May 28, 2003 and incorporated herein by reference.

7 Denotes document filed as an exhibit to our AniRegbort on Form 10-KSB for the year ended
December 31, 2006 and incorporated herein by netere

8 Denotes document filed as an exhibit to our Quigrteeport on Form 10-QSB for the period
ended March 31, 2008 and incorporated herein leyeate.

9 Denotes document filed as an exhibit to our Quigrteeport on Form 10-Q for the period
ended September 30, 2008 and incorporated hereieférence.

10 Denotes document filed as an exhibit to our CurReyport on Form 8-K for an event dated
May 12, 2009 and incorporated herein by reference.

X Denotes document filed as an exhibit to our Curfeport on Form 8-K for an event dated
December 26, 2007 and incorporated herein by netere
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31(b) Rule 13a-14(a)/15d-14(a) Certification of Princiahancial Officer as
adopted pursuant to Section 302 of the Sarbanesy@dt of 2002

32 Certification of Chief Executive Officer andhief Financial Officer

Pursuant to 18 U.S.C. Section 1350, as AdopteduBntgo Section 906
of the Sarbanes-Oxley Act of 2002
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SIGNATURES

In accordance with the requirements of the Exchafge the registrant caused this
report to be signed on its behalf by the undersigtteereunto duly authorized.

KINGSTONE COMPANIES, INC.

Dated: August 14, 2009 By:

Barry B. Goldstein
President

By:

Victor Brodsky
Chief Financial Officer
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CERTIFICATION

[, Barry Goldstein, certify that:
1. | have reviewed this Form 10-Q of Kingstone Companinc.;

2. Based on my knowledge, this report does not corgainuntrue statement of a material
fact or omit to state a material fact necessarynke the statements made, in light of the
circumstances under which such statements were,matimisleading with respect to the period
covered by this report;

3. Based on my knowledge, the financial statementsl athmer financial information
included in this report, fairly present in all madé respects the financial condition, results of
operations and cash flows of the small busines®isas of, and for, the periods presented in this
report;

4, The small business issuer’s other certifying offscand | are responsible for establishing
and maintaining disclosure controls and proced(asslefined in Exchange Act Rules 13a-15(e)
and 15d-15-(e)) and internal control over financegorting (as defined in Exchange Act Rules
13a-15(f) and 15d-15(f)) for the small businesséssand have:

€)) Designed such disclosure controls and proceduresansed such disclosure
controls and procedures to be designed under quergsion, to ensure that
material information relating to the small businessuer, including its
consolidated subsidiaries, is made known to usthgre within those entities,
particularly during the period in which this rep@teing prepared;

(b) Designed such internal control over financial réipg; or caused such internal
control over financial reporting to be designed emdur supervision, to provide
reasonable assurance regarding the reliability im@ntial reporting and the
preparation of financial statements for externatppses in accordance with
generally accepted accounting principles;

(c) Evaluated the effectiveness of the small businesser’s disclosure controls and
procedures and presented in this report our colcissbout the effectiveness of
the disclosure controls and procedures, as ofrideoéthe period covered by this
report based on such evaluation; and

(d) Disclosed in this report any change in the smadiitess issuer’s internal control
over financial reporting that occurred during thmafl business issuer's most
recent fiscal quarter (the small business issdetigh fiscal quarter in the case of
an annual report) that has materially affecteds seasonably likely to materially
affect, the small business issuer’s internal comtver financial reporting; and
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5. The small business issuer’s other certifying offiseand | have disclosed, based on our
most recent evaluation of internal control oveafinial reporting, to the small business issuer’s
auditors and the audit committee of the small essnissuer's board of directors (or persons
performing the equivalent functions):

(@  All significant deficiencies and material weaknessethe design or operation of
internal control over financial reporting which aeasonably likely to adversely
affect the small business issuer’s ability to re¢q@rocess, summarize and report
financial information; and

(b)  Any fraud, whether or not material, that involveamagement or other employees

who have a significant role in the small businessier's internal control over
financial reporting.

Date: August 14, 2009

Barry B. Goldstein
Principal Executive Officer
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CERTIFICATION

[, Victor Brodsky, certify that:
1. | have reviewed this Form 10-Q of Kingstone Companinc.;

2. Based on my knowledge, this report does not corgainuntrue statement of a material
fact or omit to state a material fact necessarynke the statements made, in light of the
circumstances under which such statements were,matimisleading with respect to the period
covered by this report;

3. Based on my knowledge, the financial statementsl athmer financial information
included in this report, fairly present in all madé respects the financial condition, results of
operations and cash flows of the small busines®isas of, and for, the periods presented in this
report;

4, The small business issuer’s other certifying offscand | are responsible for establishing
and maintaining disclosure controls and proced(asslefined in Exchange Act Rules 13a-15(e)
and 15d-15-(e)) and internal control over financegorting (as defined in Exchange Act Rules
13a-15(f) and 15d-15(f)) for the small businesséssand have:

€)) Designed such disclosure controls and proceduresansed such disclosure
controls and procedures to be designed under quergsion, to ensure that
material information relating to the small businessuer, including its
consolidated subsidiaries, is made known to usthgre within those entities,
particularly during the period in which this rep@teing prepared;

(b) Designed such internal control over financial réipg; or caused such internal
control over financial reporting to be designed emdur supervision, to provide
reasonable assurance regarding the reliability im@ntial reporting and the
preparation of financial statements for externatppses in accordance with
generally accepted accounting principles;

(c) Evaluated the effectiveness of the small businesser’s disclosure controls and
procedures and presented in this report our colcissbout the effectiveness of
the disclosure controls and procedures, as ofrideoéthe period covered by this
report based on such evaluation; and

(d) Disclosed in this report any change in the smadiitess issuer’s internal control
over financial reporting that occurred during thmafl business issuer's most
recent fiscal quarter (the small business issdetigh fiscal quarter in the case of
an annual report) that has materially affecteds seasonably likely to materially
affect, the small business issuer’s internal comtver financial reporting; and
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5. The small business issuer’s other certifying offiseand | have disclosed, based on our
most recent evaluation of internal control oveafinial reporting, to the small business issuer’s
auditors and the audit committee of the small essnissuer's board of directors (or persons
performing the equivalent functions):

(@  All significant deficiencies and material weaknessethe design or operation of
internal control over financial reporting which aeasonably likely to adversely
affect the small business issuer’s ability to re¢q@rocess, summarize and report
financial information; and

(b)  Any fraud, whether or not material, that involveamagement or other employees

who have a significant role in the small businessier’'s internal control over
financial reporting.

Date: August 14, 2009

Victor Brodsky
Principal Financial Officer
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CERTIFICATION OF CHIEF EXECUTIVE OFFICER
AND CHIEF FINANCIAL OFFICER
PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

The undersigned hereby certify, pursuant to, ancequired by, 18 U.S.C. Section 1350,
as adopted pursuant to Section 906 of the Sarlarlkes- Act of 2002, that the Quarterly Report
of Kingstone Companies, Inc. (the “Company”) onrkot0-Q for the period ended June 30,
2009 fully complies with the requirements of SectiB(a) or 15(d) of the Securities Exchange
Act of 1934, as amended, and that information é¢oathin such Quarterly Report on Form 10-Q
fairly presents, in all material respects, the riicial condition and results of operations of the
Company.

Date: August 14, 2009

Barry B. Goldstein
Chief Executive Officer

Victor Brodsky
Chief Financial Officer
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