Edgar Filing: RENAISSANCERE HOLDINGS LTD - Form 10-Q

RENAISSANCERE HOLDINGS LTD
Form 10-Q

May 01, 2009
Table of Contents

UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

WASHINGTON, D.C. 20549

FORM 10-Q

x QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF

THE SECURITIES EXCHANGE ACT OF 1934
For The Quarterly Period Ended March 31, 2009

OR
TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF

THE SECURITIES EXCHANGE ACT OF 1934

For the transition period from to

Commission File No. 001-14428

RENAISSANCERE HOLDINGS LTD.

(Exact name of registrant as specified in its charter)
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Bermuda 98-014-1974
(State or Other Jurisdiction of (LR.S. Employer
Incorporation or Organization) Identification Number)

Renaissance House, 8-20 East Broadway, Pembroke HM 19 Bermuda
(Address of principal executive offices)
(441) 295-4513

(Registrant s telephone number, including area code)

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act
of 1934 during the preceding 12 months (or for such shorter period that the registrant was required to file such reports), and (2) has been subject
to such filing requirements for the past 90 days. Yes x No ~

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if any, every Interactive Data
File required to be submitted and posted pursuant to Rule 405 of Regulation S-T (§232.405 of this chapter) during the preceding 12 months (or
for such shorter period that the registrant was required to submit and post such files). Yes = No ~

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer or a smaller reporting
company. See the definitions of large accelerated filer, accelerated filer and smaller reporting company in Rule 12b-2 of the Exchange Act.

Large accelerated filer x, Accelerated filer ~, Non-accelerated filer ”, Smaller reporting company .
Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act). Yes © No x

The number of outstanding shares of RenaissanceRe Holdings Ltd. s common shares, par value US $1.00 per share, as of April 23, 2009 was
62,322,044.

Total number of pages in this report: 51
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PARTI FINANCIAL INFORMATION

Item 1. FINANCIAL STATEMENTS

RenaissanceRe Holdings Ltd. and Subsidiaries

Consolidated Balance Sheets

(in thousands of United States Dollars)

Assets

Fixed maturity investments available for sale, at fair value

(Amortized cost $3,090,361 and $2,916,991 at March 31, 2009 and December 31, 2008,
respectively)

Short term investments, at fair value

Other investments, at fair value

Investments in other ventures, under equity method

Total investments

Cash and cash equivalents
Premiums receivable

Ceded reinsurance balances
Losses recoverable

Accrued investment income
Deferred acquisition costs
Receivable for investments sold
Other secured assets

Other assets

Goodwill and other intangibles

Total assets

Liabilities, Redeemable Noncontrolling Interest and Shareholders Equity
Liabilities

Reserve for claims and claim expenses

Reserve for unearned premiums

Debt

Reinsurance balances payable

Payable for investments purchased

Other secured liabilities

Other liabilities

Total liabilities

Commitments and Contingencies
Redeemable noncontrolling interest - DaVinciRe

Shareholders Equity
Preference shares
Common shares

Table of Contents

March 31, 2009
(Unaudited)

$ 3,164,848
2,136,336
733,023
88,159

6,122,366
249,340
593,199
149,309
201,215

23,927
97,710
308,483
76,331
165,492
72,537

$ 8,059,909

$ 1,992,049
716,613
450,000
289,522
590,401

77,420
171,738

4,287,743

650,763

650,000
62,324

December 31, 2008
(Audited)

$ 2,996,885
2,172,343
773,475

99,879

6,042,582
274,692
565,630

88,019
299,534
26,614
81,904
236,485
76,424
217,986
74,181

$ 7,984,051

$ 2,160,612
510,235

450,000

315,401

378,111

77,420

290,998

4,182,777

768,531

650,000
61,503

4
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Additional paid-in capital 11,373

Accumulated other comprehensive income 69,530 75,387
Retained earnings 2,328,176 2,245,853
Total shareholders equity 3,121,403 3,032,743
Total liabilities, redeemable noncontrolling interest and shareholders equity $ 8,059,909 $ 7,984,051

The accompanying notes are an integral part of these consolidated financial statements.
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RenaissanceRe Holdings Ltd. and Subsidiaries
Consolidated Statements of Operations
For the three months ended March 31, 2009 and 2008

(in thousands of United States Dollars, except per share amounts)

(Unaudited)
Three months ended

March 31, 2009 March 31, 2008
Revenues
Gross premiums written $ 598,301 $ 527,038
Net premiums written $ 446,836 $ 403,116
Increase in unearned premiums (145,088) (94,202)
Net premiums earned 301,748 308,914
Net investment income 42,126 52,503
Net foreign exchange (losses) gains (10,155) 4,936
Equity in earnings of other ventures 1,736 6,250
Other (loss) income (14,795) 8,012
Net realized gains (losses) on investments 3,104 (10,670)
Total revenues 323,764 369,945
Expenses
Net claims and claim expenses incurred 86,197 82,156
Acquisition expenses 44,604 46,428
Operational expenses 39,757 30,113
Corporate expenses 6,588 8,703
Interest expense 4,136 6,804
Total expenses 181,282 174,204
Income before taxes 142,482 195,741
Income tax benefit (expense) 852 (7,686)
Net income 143,334 188,055
Net income attributable to redeemable noncontrolling interest - DaVinciRe (35,475) (40,315)
Net income attributable to RenaissanceRe 107,859 147,740
Dividends on preference shares (10,575) (10,575)
Net income available to RenaissanceRe common shareholders $ 97,284 $ 137,165
Net income available to RenaissanceRe common shareholders per common share - basic $ 1.57 $ 2.09
Net income available to RenaissanceRe common shareholders per common share - diluted $ 1.57 $ 2.05
Dividends per common share $ 0.24 $ 0.23

The accompanying notes are an integral part of these consolidated financial statements.
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RenaissanceRe Holdings Ltd. and Subsidiaries

Consolidated Statements of Changes in Shareholders Equity

For the three months ended March 31, 2009 and 2008

(in thousands of United States Dollars)

(Unaudited)

March 31, 2009
Preference shares
Balance - January 1 $ 650,000
Repurchase of shares
Balance - March 31 650,000
Common shares
Balance - January 1 61,503
Repurchase of shares
Exercise of options and issuance of restricted stock and awards 821
Balance - March 31 62,324
Additional paid-in capital
Balance - January 1
Repurchase of shares
Reduction in redeemable noncontrolling interest - DaVinciRe 7,250
Exercise of options and issuance of restricted stock and awards 4,123
Balance - March 31 11,373
Accumulated other comprehensive income
Balance - January 1 75,387
Net unrealized (losses) gains on investments, net of adjustment (see disclosure below) (5,857)
Balance - March 31 69,530
Retained earnings
Balance - January 1 2,245,853
Net income 143,334
Net income attributable to redeemable noncontrolling interest - DaVinciRe (35,475)
Repurchase of shares
Dividends on common shares (14,961)
Dividends on preference shares (10,575)
Balance - March 31 2,328,176
Total Shareholders Equity $3,121,403
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Three months ended
March 31, 2008

$

$

650,000

650,000

68,920
(4,267)
274

64,927

107,867
(112,930)

5,063

44,719
20,644

65,363

2,605,997
188,055
(40,315)

(122,359)
(15,141)
(10,575)

2,605,662

3,385,952
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Comprehensive income
Net income
Other comprehensive (loss) income

Comprehensive income
Net income attributable to redeemable noncontrolling interest - DaVinciRe
Other comprehensive income (loss) attributable to redeemable noncontrolling interest - DaVinciRe

Comprehensive income attributable to redeemable noncontrolling interest - DaVinciRe

Comprehensive income attributable to RenaissanceRe

Disclosure regarding net unrealized gains
Net unrealized holding (losses) gains arising during the period
Net realized (gains) losses included in net income

Net unrealized (losses) gains on investments

$

$

143,334
(6,372)

136,962
(35,475)
515

(34,960)

102,002

(2,753)
(3,104)

(5,857)

The accompanying notes are an integral part of these consolidated financial statements.

Table of Contents

188,055
23,931

211,986
(40,315)
(3,287)

(43,602)

168,384

9,974
10,670

20,644
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RenaissanceRe Holdings Ltd. and Subsidiaries
Consolidated Statements of Cash Flows
For the three months ended March 31, 2009 and 2008
(in thousands of United States dollars)

(Unaudited)

Cash flows provided by operating activities

Net income

Adjustments to reconcile net income to net cash provided by operating activities

Amortization and depreciation

Net realized (gains) losses on investments

Equity in undistributed earnings of other ventures
Net unrealized losses included in net investment income
Net unrealized losses included in other (loss) income
Change in:

Premiums receivable

Ceded reinsurance balances

Deferred acquisition costs

Reserve for claims and claim expenses, net

Reserve for unearned premiums

Reinsurance balances payable

Other

Net cash provided by operating activities

Cash flows provided by investing activities

Proceeds from sales and maturities of investments available for sale
Purchases of investments available for sale

Net sales of short term investments

Net sales (purchases) of other investments

Net purchases of investments in other ventures

Purchase of other assets

Net sale of subsidiary

Net cash provided by investing activities

Cash flows used in financing activities

Dividends paid - RenaissanceRe common shares
Dividends paid - preference shares
RenaissanceRe common share repurchase
DaVinciRe share repurchase

Third party DaVinciRe share repurchase
Reverse repurchase agreement

Net repayment of debt
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Three months ended

March 31, 2009

$ 143,334

(740)
(3,104)
10,105
16,976
12,897

(27,569)
(61,290)
(15,806)
(70,244)
206,378

(25.879)
(44,971)

140,087

1,695,498
(1,720,159)

36,007

23,476

(965)

33,857

(14,961)
(10,575)

(123,718)
(50,042)

March 31, 2008

188,055

(3.377)
10,670
10,902
25,307
8,362

(24,309)
(14,715)
(2,098)
(10,770)
110,655
(11,730)
(10,110)

276,842

2,068,327
(2,193,543)

255,960
(69,522)
(19,350)

2,752

44,624

(15,141)
(10,575)
(233,164)
(100,000)
43,549

(952)

10



Edgar Filing: RENAISSANCERE HOLDINGS LTD - Form 10-Q

Net cash used in financing activities (199,296) (316,283)
Net (decrease) increase in cash and cash equivalents (25,352) 5,183
Cash and cash equivalents, beginning of period 274,692 330,226
Cash and cash equivalents, end of period $ 249,340 $ 335,409

The accompanying notes are an integral part of these consolidated financial statements.
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RenaissanceRe Holdings Ltd. and Subsidiaries
Notes to Unaudited Consolidated Financial Statements

(Expressed in U.S. Dollars) (Unaudited)

1.  The consolidated financial statements have been prepared on the basis of accounting principles generally accepted in the United States
( GAAP ) for interim financial information and in conformity with the instructions to Form 10-Q and Article 10 of Regulation S-X.
Accordingly, they do not include all of the information and footnotes required by GAAP for complete financial statements. In the opinion
of management, these unaudited consolidated financial statements reflect all adjustments (consisting of normal recurring accruals)
considered necessary for a fair presentation of the Company s financial position and results of operations as at the end of and for the
periods presented. All significant intercompany accounts and transactions have been eliminated from these statements. The preparation of
unaudited consolidated financial statements in conformity with GAAP requires management to make estimates and assumptions that affect
the reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of the financial statements and
the reported amounts of revenues and expenses during the reporting period. Actual results could differ from these estimates. The major
estimates reflected in the Company s consolidated financial statements include, but are not limited to, the reserve for claims and claim
expenses, losses recoverable, including allowances for losses recoverable deemed uncollectible, estimates of written and earned premiums,
the fair value of other investments and financial instruments and the Company s deferred tax asset valuation allowance. This report on
Form 10-Q should be read in conjunction with the Company s Annual Report on Form 10-K for the fiscal year ended December 31, 2008.
RenaissanceRe Holdings Ltd. and Subsidiaries include the following principal entities:

RenaissanceRe Holdings Ltd. ( RenaissanceRe orthe Company ), was formed under the laws of Bermuda on June 7, 1993. Through
its subsidiaries, the Company provides reinsurance and insurance to a broad range of customers.

Renaissance Reinsurance Ltd. ( Renaissance Reinsurance ), the Company s principal reinsurance subsidiary, provides property
catastrophe and specialty reinsurance coverages to insurers and reinsurers on a worldwide basis.

The Company also manages property catastrophe and specialty reinsurance business written on behalf of joint ventures, which
principally include Top Layer Reinsurance Ltd. ( Top Layer Re ), recorded under the equity method of accounting, and DaVinci
Reinsurance Ltd. ( DaVinci ). Because the Company owns a noncontrolling equity interest in, but controls a majority of the

outstanding voting power of, DaVinci s parent, DaVinciRe Holdings Ltd. ( DaVinciRe ), the results of DaVinci and DaVinciRe are
consolidated in the Company s financial statements. Noncontrolling interest represents the interests of external parties with respect to
the net income and shareholders equity of DaVinciRe. Renaissance Underwriting Managers Ltd. ( RUM ), a wholly owned subsidiary,
acts as exclusive underwriting manager for these joint ventures in return for fee-based income and profit participation.

The Company s Individual Risk operations include direct insurance and quota share reinsurance written through the operating
subsidiaries of Glencoe Group Holdings Ltd. ( Glencoe Group ). These operating subsidiaries principally include Stonington

Insurance Company ( Stonington ), which writes business in the United States on an admitted basis, and Glencoe Insurance Ltd.

( Glencoe ) and Lantana Insurance Ltd. ( Lantana ), which write business in the United States on an excess and surplus lines basis, and
also provide reinsurance coverage, principally through quota share contracts, which are analyzed on an individual risk basis. The
Individual Risk operations also includes the results of Agro National Inc. ( Agro National ), a managing general underwriter of
multi-peril crop insurance, which the Company acquired substantially all of the assets of on June 2, 2008.
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Certain comparative information has been reclassified to conform to the current presentation. Because of the seasonality of the Company s
business, the results of operations and cash flows for any interim period will not necessarily be indicative of the results of operations and cash
flows for the full fiscal year or subsequent quarters.

2. The Company purchases reinsurance and other protection to manage its risk portfolio and to reduce its exposure to large losses. The
Company currently has in place contracts that provide for recovery of a portion of certain claims and claim expenses from reinsurers
generally in excess of various retentions or on a proportional basis. The Company remains liable to the extent that any third-party reinsurer
or other obligor fails to meet its obligations. The earned reinsurance premiums ceded were $90.2 million and $107.5 million for the three
months ended March 31, 2009 and 2008, respectively. In addition to loss recoveries, certain of the Company s ceded reinsurance contracts
provide for recoveries of additional premiums, reinstatement premiums and for lost no-claims bonuses, which are incurred when losses are
ceded to other reinsurance contracts. Total reinsurance recoveries netted against claims and claim expenses incurred for the three months
ended March 31, 2009 were $11.8 million compared to negative $0.1 million for the three months ended March 31, 2008.

3. Basic earnings per common share is based on weighted average common shares and excludes any dilutive effects of stock options and
restricted stock. Diluted earnings per common share assumes the exercise of all dilutive stock options and restricted stock grants.
In June 2008, the Financial Accounting Standards Board ( FASB ) issued Emerging Issues Task Force ( EITF ) 03-6-1, Determining Whether
Instruments Granted in Share-Based Payment Transactions Are Participating Securities ( EITF 03-6-1 ). EITF 03-6-1 addresses whether
instruments granted in share-based payment transactions are participating securities prior to vesting and, therefore, need to be included in the
earnings allocation in computing earnings per share under FASB Statement No. 128, Earnings per Share ( FAS 128 ). EITF 03-6-1 provides
guidance on the calculation of earnings per share for share-based payment awards with rights to dividends or dividend equivalents. EITF 03-6-1
became effective on January 1, 2009. As prescribed by EITF 03-6-1, the two-class method is used to determine earnings per share based on
dividends declared on common stock and participating securities (i.e. distributed earnings) and participation rights of participating securities in
any undistributed earnings. Unvested restricted stock granted by the Company to its employees is considered a participating security under EITF
03-6-1. The Company now uses the two-class method to calculate its net income available to RenaissanceRe common shareholders per common
share basic and diluted. The adoption of EITF 03-6-1 did not have a material effect on the Company s prior calculations of net income available
to RenaissanceRe common shareholders per common share  basic and diluted, and therefore prior periods have not been restated.
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The following table sets forth the computation of basic and diluted earnings per common share for the three months ended March 31, 2009 and
2008:

Three months ended March 31, 2009 2008

(in thousands of U.S. dollars, except share and per share data)

Numerator:

Net income available to RenaissanceRe common shareholders $ 97,284 $ 137,165

Amount allocated to participating common shareholders (1) (1,809) (1,813)
$ 95,475 $ 135352

Denominator:

Denominator for basic income per RenaissanceRe common share -
Weighted average common shares 60,634,556 65,527,899

Per common share equivalents of employee stock options and restricted shares 354,254 1,275,139

Denominator for diluted income per RenaissanceRe common share -

Adjusted weighted average common shares and assumed conversions 60,988,810 66,803,038
Basic income per RenaissanceRe common share $ 1.57 $ 2.09
Diluted income per RenaissanceRe common share $ 1.57 $ 2.05

(1) Represents earnings attributable to holders of unvested restricted shares issued under the Company s 2001 Stock Incentive Plan and
Non-Employee Director Stock Incentive Plan.

4. The Board of Directors of RenaissanceRe declared, and on March 31, 2009 RenaissanceRe paid, a dividend of $0.24 per share to
shareholders of record on March 13, 2009.
On May 20, 2008, the Board of Directors publicly announced an increase in the Company s authorized share repurchase program to $500.0
million, of which $382.4 million remained available at April 23, 2009. Unless terminated earlier by resolution of the Company s Board of
Directors, the program will expire when the Company has repurchased the full value of the shares authorized. The Company did not repurchase
any shares during the three months ended March 31, 2009 under its authorized share repurchase program. Future repurchases of common shares
will depend on, among other matters, the market price of the common shares and the capital requirements of RenaissanceRe. See Part II, Item 2
Unregistered Sales of Equity Securities and Use of Proceeds for additional information.

5. The Company conducts its business through two reportable segments, Reinsurance and Individual Risk. The Company s Reinsurance
segment provides reinsurance through its catastrophe and specialty units and through joint ventures and other activities managed by its
ventures unit. Only ventures business activities that appear in the Company s consolidated underwriting results, such as DaVinci and
certain reinsurance transactions, are included in the Company s Reinsurance segment results.

The Company s financial results relating to the operating subsidiaries managed by the ventures unit include the financial results of Weather

Predict Inc., Weather Predict Consulting Inc., RenRe Energy Advisors Ltd. ( REAL ), formerly known as RenRe Investment Managers Ltd., and

Renaissance Trading Ltd. ( Renaissance Trading ) and are included in the Other category of the Company s segment results. Also included in the

Other category of the Company s segment results are its investments in other ventures, including Top Layer Re, Starbound Reinsurance II Ltd.,

Tower Hill Holdings Inc. ( Tower Hill ), Tower Hill Insurance Group, LLC, Tower Hill Claims Services, LLC and Tower Hill Claims

Management LLC (collectively the Tower Hill Companies ) and Platinum Underwriters Holdings Ltd. ( Platinum ).

The Company s Individual Risk segment provides primary insurance and quota share reinsurance.
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The Company does not manage its assets by segment; accordingly, net investment income and total assets are not allocated to the segments.

A summary of the significant components of the Company s revenues and expenses for the three months ended March 31, 2009 and 2008 is as

follows:

Three months ended March 31, 2009 Reinsurance
(in thousands of U.S. dollars, except ratios)

Gross premiums written $ 532,916
Net premiums written $ 414,787
Net premiums earned $ 225971
Net claims and claim expenses incurred 16,571
Acquisition expenses 19,021
Operational expenses 29,115
Underwriting income (loss) $ 161,264

ey

Net investment income

Equity in earnings of other ventures
Other loss

Interest and preference share dividends
Redeemable noncontrolling interest -
DaVinciRe

Other items, net

Net realized gains on investments

Net income available to RenaissanceRe common
shareholders

Net claims and claim expenses incurred - current

accident year $ 41,306
Net claims and claim expenses incurred - prior

accident years (24,735)
Net claims and claim expenses incurred - total $ 16,571

Net claims and claim expense ratio - current

accident year 18.3%
Net claims and claim expense ratio - prior
accident years (11.0)%

Net claims and claim expense ratio - calendar

year 7.3%
Underwriting expense ratio 21.3%
Combined ratio 28.6%

Represents gross premiums ceded from the Individual Risk segment to the Reinsurance segment.
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Individual Risk  Eliminations (1)

$

$

$

$

65,149

32,049

75,777
69,626
25,583
10,642

(30,074)

37,629

31,997

69,626

49.7%

42.2%

91.9%
47.8%

139.7%

$

236

Other

42,126

1,736
(14,795)
(14,711)

(35,475)

(15,891)
3,104

$ (33,906)

Total

$ 598,301
$ 446,836
$301,748
86,197
44,604
39,757
131,190
42,126
1,736
(14,795)
(14,711)
(35,475)

(15,891)
3,104

$ 97,284

$ 78,935

7,262

$ 86,197

26.2%

2.4%
28.6%
27.9%

56.5%
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Three months ended March 31, 2008 Reinsurance Individual Risk  Eliminations (1) Other Total

(in thousands of U.S. dollars, except ratios)

Gross premiums written $ 443,728 $ 80,821 $ 2,489 $ $ 527,038

Net premiums written $ 342,920 $ 60,196 $ 403,116

Net premiums earned $ 232,227 $ 76,687 $ 308,914

Net claims and claim expenses incurred 47,069 35,087 82,156

Acquisition expenses 18,515 27,913 46,428

Operational expenses 21,139 8,974 30,113

Underwriting income $ 145,504 $ 4,713 150,217

Net investment income 52,503 52,503

Equity in earnings of other ventures 6,250 6,250

Other income 8,012 8,012

Interest and preference share dividends (17,379) (17,379)
Redeemable noncontrolling interest -

DaVinciRe (40,315) (40,315)
Other items, net (11,453) (11,453)
Net realized losses on investments (10,670) (10,670)

Net income available to RenaissanceRe
common shareholders $ (13,052) $ 137,165

Net claims and claim expenses incurred -

current accident year $ 70,576 $ 56,665 $ 127,241
Net claims and claim expenses incurred - prior

accident years (23,507) (21,578) (45,085)
Net claims and claim expenses incurred - total $ 47,069 $ 35,087 $ 82,156

Net claims and claim expense ratio - current

accident year 30.4% 73.9% 41.2%
Net claims and claim expense ratio - prior
accident years (10.1)% 28.1)% (14.6)%

Net claims and claim expense ratio - calendar

year 20.3% 45.8% 26.6%
Underwriting expense ratio 17.0% 48.1% 24.8%
Combined ratio 37.3% 93.9% 51.4%

(1) Represents gross premiums ceded from the Individual Risk segment to the Reinsurance segment.

6.  Fair Value Measurements

The use of fair value to measure certain assets and liabilities with resulting unrealized gains or losses is pervasive within the Company s financial
statements, and is a critical accounting policy and estimate for the Company. Fair value is the price that would be received upon the sale of an
asset or paid to transfer a liability in an orderly transaction between open market participants at the measurement date. The Company recognizes
the change in unrealized gains and losses arising from changes in fair value in its consolidated statements of operations, with the exception of
changes in unrealized gains and losses on its fixed maturity investments available for sale, which are recognized as a component of accumulated
other comprehensive income in shareholders equity.
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FASB Statement No. 157, Fair Value Measurements ( FAS 157 ') establishes a fair value hierarchy that prioritizes the inputs to the respective
valuation techniques used to measure fair value. The hierarchy gives the highest priority to unadjusted quoted prices in active markets for
identical assets or liabilities (Level 1) and the lowest priority to unobservable inputs (Level 3). The three levels of the fair value hierarchy under
FAS 157 are described below:

Fair values determined by Level 1 inputs utilize unadjusted quoted prices obtained from active markets for identical assets or
liabilities that the Company has access to. The fair value is determined by multiplying the quoted price by the quantity held by the
Company;

Fair values determined by Level 2 inputs utilize inputs other than quoted prices included in Level 1 that are observable for the asset
or liability, either directly or indirectly. Level 2 inputs include quoted prices for similar assets and liabilities in active markets, and
inputs other than quoted prices that are observable for the asset or liability, such as interest rates and yield curves that are observable
at commonly quoted intervals, broker quotes and certain pricing indices; and

11
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Level 3 inputs are based on unobservable inputs for the asset or liability, and include situations where there is little, if any, market
activity for the asset or liability. In these cases, significant management assumptions can be used to establish management s best
estimate of the assumptions used by other market participants in determining the fair value of the asset or liability.
In certain cases, the inputs used to measure fair value may fall into different levels of the fair value hierarchy. In such cases, the level in the fair
value hierarchy within which the fair value measurement in its entirety falls has been determined based on the lowest level input that is
significant to the fair value measurement of the asset or liability. The Company s assessment of the significance of a particular input to the fair
value measurement in its entirety requires judgment, and the Company considers factors specific to the asset or liability.

There have been no material changes in the Company s valuation techniques.

Below is a summary of the assets and liabilities that are measured at fair value on a recurring basis:

Quoted Prices in

Active Markets for Significant Other Significant
Identical Assets Observable Inputs Unobservable Inputs
At March 31, 2009 Total (Level 1) (Level 2) (Level 3)
(in thousands of U.S. dollars)
Fixed maturity investments available for sale $ 3,164,848 $ 227,594 $ 2,937,254 $
Short term investments 2,136,336 2,136,336
Other investments 733,023 369,448 363,575
Other secured assets 76,331 76,331
Other assets and (liabilities) (1) 12,441 2,231 15,069 (4,859)
$6,122,979 $ 229,825 $ 5,534,438 $ 358,716

(1) Other assets of $3.6 million, $16.2 million and $11.0 million are included in Level 1, Level 2 and Level 3, respectively. Other
liabilities of $1.4 million, $1.1 million and $15.8 million are included in Level 1, Level 2 and Level 3, respectively.
Fixed maturity investments available for sale included in Level 1 consist of the Company s investments in U.S. treasuries. Fixed maturity
investments available for sale included in Level 2 are U.S. agencies, non-U.S. government, corporate, FDIC guaranteed corporate,
mortgage-backed and asset-backed fixed maturity investments available for sale.

The Company s fixed maturity investments available for sale portfolio is priced using broker quotations and pricing services, such as index
providers and pricing vendors. The pricing vendors provide pricing for a high volume of liquid securities that are actively traded. For securities
that do not trade on an exchange, the pricing services utilize market data and other observable inputs in matrix pricing models to determine
prices. Prices are generally verified using third party data. Prices obtained from broker quotations are considered non-binding, however they are
based on observable inputs and by observing secondary trading of similar securities obtained from active, non-distressed markets. The Company
considers these Level 2 inputs as they are corroborated with other externally obtained information.

Short term investments are considered Level 2 and fair values are generally determined using amortized cost which approximates fair value and,
in certain cases, in a manner similar to the Company s fixed maturity investments available for sale noted above.

The Company s other investments include investments in hedge funds, catastrophe bonds, a non-U.S. dollar fixed income fund and a bank loan
fund for which the Company can redeem a portion of its investment on a monthly basis, all of which are included in Level 2. In addition, the
Company s other investments also include investments in private equity partnership investments and another bank loan fund, for which the
Company s investments are subject to lock-up provisions for the multi-year term of these fund investments, and as such these investments are
included in Level 3. The
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majority of the Company s other investments included in Level 2 use net asset valuations provided by the investment manager, third party
administrator, recent financial information or available market data to estimate fair value. In certain cases, management s judgment may also be
required to estimate fair value. The fair value of private equity partnership investments is based on net asset values obtained from the investment
manager or general partner of the respective entity. The type of underlying investments held by the investee which form the basis of the net asset
valuation include assets such as private business ventures, for which the Company does not have access to, and as a result, is unable to
corroborate the fair value measurement and therefore requires significant management judgment to determine the underlying value of the private
equity partnership and accordingly the fair value of the Company s investment in each private equity partnership is considered Level 3. The
Company also considers factors such as recent financial information, the value of capital transactions with the partnership and management s
judgment regarding whether any adjustments should be made to the net asset value. The Company regularly reviews the performance of its
private equity partnerships directly with the fund managers. The Company s investment in the bank loan fund which is subject to a multi-year
lock up provision is valued using monthly net asset valuations received from the investment manager. The underlying investments in this bank
loan fund are relatively liquid and prices can be obtained on a daily basis. However, the lock up provisions in this fund, result in a lack of current
observable market transactions between the fund participants and the fund, and therefore, the Company considers the fair value of its investment
in this fund to be determined using Level 3 inputs.

Below is a reconciliation of the beginning and ending balances of assets and liabilities measured at fair value on a recurring basis using Level 3
inputs. Interest and dividend income are included in net investment income and are excluded from the reconciliation.

Fair Value Measurements Using
Significant Unobservable Inputs (Level 3)

Other Other assets

investments  and (liabilities)
Three months ended March 31, 2009 1 2) Total
(in thousands of U.S. dollars)
Balance January 1 $ 382,080 $ (42,512)  $339,568
Total unrealized gains (losses)
Included in net investment income (28,647) (28,647)
Included in other (loss) income 20,315 20,315
Total realized gains (losses)
Included in net investment income
Included in other (loss) income (19,046) (19,046)
Total foreign exchange (losses) gains (1,983) 71 (1,912)
Net purchases, issuances, and settlements 12,125 36,313 48,438
Net transfers in and/or out of Level 3
Balance March 31 $ 363,575 $ (4,859) $358,716

(1)  Other investments primarily include investments in private equity partnerships and a senior secured bank loan fund.
(2) Balance at March 31, 2009, includes $11.0 million of other assets and $15.8 million of other liabilities.
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The Company has elected to account for certain assets and liabilities under FASB Statement No. 159, The Fair Value Option for Financial
Assets and Financial Liabilities ( FAS 159 ). Below is a summary of the balances the Company has elected to account for under FAS 159:

March 31, December 31,
(in thousands of U.S. dollars) 2009 2008
Other investments $ 733,023 $ 773,475
Other secured assets 76,331 76,424
Other assets and (liabilities) (1) $ (5,247) $ (11,209

(1) Balance at March 31, 2009 includes $3.0 million of other assets and $8.2 million of other liabilities. Balance at December 31, 2008
includes $2.8 million of other assets and $14.0 million of other liabilities.
Included in net investment income for the three months ended March 31, 2009 is $17.0 million of net unrealized losses related to the changes in
fair value of other investments. Net unrealized (losses) gains related to the changes in the fair value of other secured assets and other assets and
liabilities recorded in other loss was $(0.1) million and $0.1 million, respectively, for the three months ended March 31, 2009.

Reinsurance Contracts Accounted for at Fair Value

The Company assumes and cedes certain reinsurance contracts that are accounted for at fair value. The fair value of these contracts is obtained
through the use of internal valuation models. These contracts are recorded on the Company s balance sheet in other assets and other liabilities and
totaled $3.0 million and $1.5 million, respectively. During the three months ended March 31, 2009, the Company recorded losses of $0.8 million
which are included in other loss and represents net settlements and changes in the fair value of these contracts.

7. Business Combinations and Noncontrolling Interest in Consolidated Financial Statements

On December 4, 2007, the FASB issued Statement No. 141(R), Business Combinations ( FAS 141(R) ) and Statement No. 160, Noncontrolling
Interest in Consolidated Financial Statements —an amendment of ARB No. 51 ( FAS 160 ). These standards significantly changed the accounting
for and reporting of business combination transactions and noncontrolling (minority) interests in consolidated financial statements. FAS 141(R)
expands the scope of acquisition accounting to all transactions and circumstances under which control of a business is obtained. Under FAS 160,
noncontrolling interests are classified as a component of consolidated shareholders equity and minority interest accounting no longer applies
such that earnings attributable to noncontrolling interests are reported as part of consolidated earnings and not as a separate component of

income or expense. FAS 141(R) and FAS 160 are required to be adopted simultaneously and became effective for the Company on January 1,
2009.

FAS 160 amends Accounting Research Bulletin No. 51, Consolidated Financial Statements ( ARB 51 ) to establish accounting and reporting
standards for the noncontrolling interest in a subsidiary and for the deconsolidation of a subsidiary. The primary objectives of FAS 160, among
other items, is to clearly identify, label and present the ownership interests in subsidiaries held by parties other than the parent on the face of the
financial statements, provide guidance when dealing with changes in parent s ownership and provide guidance when a subsidiary is
deconsolidated. Specifically, the Company is impacted by the disclosure and presentation requirements of ARB 51, paragraphs 26 and 38, as
amended by FAS 160. FAS 160 became effective for the Company on January 1, 2009. FAS 160 is to be applied prospectively as of the
beginning of the fiscal year, January 1, 2009, except the presentation and disclosures shall be applied retrospectively for all periods presented.

ARB 51, paragraph 26, as amended by FAS 160, prescribes moving Minority Interest DaVinciRe from the mezzanine section of the
consolidated balance sheet, to a line item, separate from the parent s equity, in the shareholders equity section of the consolidated balance sheet.
However, the Company is subject to the requirements of EITF Topic No. D-98, Classification and Measurement of Redeemable Securities ( EITF
D-98 ). EITF D-98 interprets Rule 5-02.28 of Regulation S-X, which is applicable
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only to Securities and Exchange Commission ( SEC ) registrants. Rule 5-02.28 requires shares, not required to be accounted for in accordance
with FASB Statement No. 150, Accounting for Certain Financial Instruments with Characteristics of both Liabilities and Equity ( FAS 150 ),
having redemption features that are not solely within the control of the issuer to be classified outside of permanent equity in the mezzanine
section of the balance sheet. Because the share classes related to the noncontrolling interest portion of DaVinciRe are not considered liabilities in
accordance with FAS 150 and have redemption features that are not solely within the control of DaVinciRe, the noncontrolling interest in
DaVinciRe is disclosed in the mezzanine section on the Company s consolidated balance sheet in accordance with EITF D-98. The minority
interest line item has been renamed to Redeemable noncontrolling interest DaVinciRe . EITF D-98 does not impact the accounting for
noncontrolling interest on the consolidated statements of operations; therefore, the provisions of FAS 160 with respect to the consolidated
statements of operations still apply.

ARB 51, paragraph 38, as amended by FAS 160, prescribes additional disclosures on the Company s consolidated statements of operations and
consolidated statements of changes in shareholders equity, to provide increased transparency of the impact of noncontrolling interests on the
Company s results of operations and financial position.

The activity in the Company s redeemable noncontrolling interest DaVinciRe is detailed in the table below for the three months ended March 31,
2009:

Redeemable
noncontrolling
interest -

(in thousands of U.S. dollars) DaVinciRe
Beginning balance - January 1, 2009 $ 768,531
Purchase of shares from redeemable noncontrolling interest (152,728)
Comprehensive income:
Net income attributable to redeemable noncontrolling interest 35,475
Other comprehensive income attributable to noncontrolling interest (515)
Ending balance - March 31, 2009 $ 650,763

In addition to the amendments to ARB 51, FAS 160 amends FASB Statement of Financial Accounting Standards No. 128, Earnings per Share
( FAS 128 ) so that earnings per share data will continue to be calculated based on amounts attributable to the Company, both before and after the
adoption of FAS 160.

8. Disclosures about Derivative Instruments and Hedging Activities

In March 2008, the FASB issued Statement No. 161, Disclosures about Derivative Instruments and Hedging Activities an amendment of FASB
Statement No. 133 ( FAS 161 ). FAS 161 requires entities to provide enhanced disclosures about (a) how and why an entity uses derivative
instruments, (b) how derivative instruments and related hedged items are accounted for under FASB Statement No. 133, Accounting for
Derivative Instruments and Hedging Activities ( FAS 133 ) and its related interpretations and (c) how derivative instruments and related hedged
items affect an entity s financial position, results of operations and cash flows. FAS 161 requires qualitative disclosures about objectives and
strategies for using derivatives, quantitative disclosures about fair value amounts of gains and losses on derivative instruments and credit-risk
related contingent features in derivative instruments. FAS 161 is to be applied prospectively and became effective for the Company on

January 1, 2009. In years after initial adoption, FAS 161 requires comparative disclosures only for periods subsequent to initial adoption. FAS
161 is a disclosure standard and as such did not impact the Company s consolidated statements of operations or financial condition.
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The Company enters into derivative instruments such as futures, options, swaps, forward contracts and other derivative contracts in order to
manage its foreign currency exposure, obtain exposure to a particular financial market, for yield enhancement, or for trading and speculation.
The Company accounts for its derivatives in accordance with FAS 133, which requires all derivatives to be recorded at fair value on the
Company s balance sheet as either assets or liabilities, depending on the rights or obligations of the derivatives, with changes in fair value
reflected in current earnings. The Company does not currently apply hedge accounting in respect of any positions reflected in its consolidated
financial statements. The fair value of the Company s derivatives are estimated by reference to quoted prices or broker quotes, where available,
or in the absence of quoted prices or broker quotes, the use of industry or internal valuation models.

The Company principally has exposure to derivatives related to the following types of risks: interest rate risk; foreign currency risk; credit risk;
energy and weather-related risk; and equity price risk.

Interest Rate Futures

The Company uses interest rate futures within its portfolio of fixed maturity investments available for sale to manage its exposure to interest rate
risk, which can include increasing or decreasing its exposure to this risk. At March 31, 2009, the Company had $2.8 billion of notional long
positions and $37.8 million of notional short positions of primarily Eurodollar futures contracts, and more modest positions in U.S. Treasury and
non-U.S. dollar futures contracts. The fair value of these derivatives as recognized in other assets and liabilities in its consolidated balance sheet
at March 31, 2009, was $0.1 million and $0.2 million, respectively. For the three months ended March 31, 2009, the Company recorded gains of
$1.3 million in its consolidated statement of operations related to these derivatives. The fair value of these derivatives is determined using
exchange traded closing prices.

Foreign Currency Derivatives

The Company s functional currency is the U.S. dollar. The Company writes a portion of its business in currencies other than U.S. dollars and
may, from time to time, experience foreign exchange gains and losses and incur underwriting losses in currencies other than U.S. dollars, which
will in turn affect the Company s consolidated financial statements. All changes in exchange rates, with the exception of non-U.S. dollar
denominated investments classified as available for sale, are recognized currently in the Company s consolidated statements of operations.

Underwriting Related Foreign Currency Contracts

The Company s foreign currency policy with regard to its underwriting operations is generally to hold foreign currency assets, including cash,
investments and receivables that approximate the foreign currency liabilities, including claims and claim expense reserves and reinsurance
balances payable. When necessary, the Company will use foreign currency forward and option contracts to minimize the effect of fluctuating
foreign currencies on the value of non-U.S. dollar denominated assets and liabilities associated with its underwriting operations. At March 31,
2009, the total notional amount in United States dollars of the Company s underwriting related foreign currency contracts was $30.0 million. For
the three months ended March 31, 2009, the Company incurred a loss of $1.4 million on its foreign currency forward and option contracts

related to its underwriting operations.

Investment Portfolio Related Foreign Currency Forward Contracts

The Company s investment operations are exposed to currency fluctuations through its investments in non-U.S. dollar fixed maturity
investments, short term investments and other investments. To economically hedge its exposure to currency fluctuations from these investments,
the Company has entered into foreign currency forward contracts. Foreign exchange gains (losses) associated with the Company s hedging of
these non-U.S. dollar investments are recorded in net foreign exchange gains (losses) in its consolidated statements of operations. At March 31,
2009, the Company had outstanding
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investment portfolio related foreign currency contracts of $198.7 million in short positions and $90.6 million in long positions, denominated in
U.S. dollars. For the three months ended March 31, 2009, the Company recorded a gain of $4.3 million related to its foreign currency forward
contracts entered into to seek to economically hedge the Company s non-U.S. dollar investments.

Credit Derivatives

The Company s exposure to credit risk is primarily due to its fixed maturity investments available for sale, short term investments, premiums
receivable and ceded reinsurance balances. From time to time, the Company purchases credit derivatives to hedge its exposures in the insurance
industry, to assist in managing the credit risk associated with ceded reinsurance, or to assume credit risk. The fair value of the credit derivatives
are determined using industry valuation models. The fair value of these credit derivatives can change based on a variety of factors including
changes in credit spreads, default rates and recovery rates, the correlation of credit risk between the referenced credit and the counterparty, and
market rate inputs such as interest rates. The fair value of these credit derivatives, as recognized in other liabilities in the Company s balance
sheet, at March 31, 2009 was $0.3 million. During the three months ended March 31, 2009, the Company recorded gains of $0.6 million, which
are included in other (loss) income and represents net settlements and changes in the fair value of these credit derivatives.

Energy and Weather-Related Derivatives

The Company, through Renaissance Trading, sells certain derivative financial products primarily to address weather and energy risks and
engages in hedging and trading activities related to these risks. The trading markets for these derivatives is linked to energy, commodities,
weather, other natural phenomena, or products or indices linked in part to such phenomena, such as heating and cooling degree days,
precipitation, energy production and prices, and commodities. The fair value of these contracts is obtained through the use of quoted market
prices, or in the absence of such quoted prices, industry or internal valuation models. These contracts are recorded on the Company s balance
sheet in other assets and other liabilities and totaled $9.9 million and $8.9 million, respectively, at March 31, 2009. During the three months
ended March 31, 2009, the Company generated income related to these derivatives of $7.4 million which is included in other (loss) income and
represents net settlements and changes in the fair value of these contracts. Any realized gains or losses are included in the calculation.

At March 31, 2009, the Company had the following gross derivative contract positions outstanding relating to its energy and weather derivatives
trading activities.

Quantity
Trading activity 1) Unit of measurement
Weather 899,172 $ per Degree Day
Weather 119,000 £ per Degree Day
Heating oil 80,333,527 Gallons
Natural gas 2,137,395 One million Britsh thermal units ( MMBTUs )
Crude oil 14,494,000 Barrels
Power 140,180 Megawatts per hour ( MWhr )

(1) Represents the sum of gross long and gross short derivative contracts.
The Company uses value-at-risk ( VaR ) analysis to monitor the risks associated with its energy and weather derivatives trading portfolio. VaR is
a tool that measures the potential loss that could occur if the Company s trading positions were maintained over a defined period of time,
calculated at a given statistical confidence level. Due to the seasonal nature of the Company s energy and weather derivatives trading activities,
the VaR is based on a rolling two season (one-year) holding period assuming no dynamic trading during the holding period. A 99% confidence
level is used for the VaR analysis. A 99% confidence level implies that within a one-year period, the potential loss in the Company s portfolio is
not expected to exceed the VaR estimate in 99% of the possible modeled outcomes. In the remaining 1% of the possible outcomes, the potential
loss is expected to be at least equal to the VaR figure, and on average substantially higher.
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The VaR model, based on a Monte Carlo simulation methodology, takes into account correlations between different positions and potential for
movements to offset one another within the portfolio. The expected value of the risk factors in the Company s portfolio are obtained from the
exchange-traded futures market. For most of the risk factors, the volatility is derived from the exchange-traded options market. For those risk
factors for which exchange-traded options might not exist, the volatility is based on historical analysis matched to broker quotes from the
over-the-counter market, where available. The joint distribution of outcomes is based on the historical seasonal dependence among the
underlying risk factors, scaled to the current market levels. Management then estimates the expected outcomes by applying a Monte Carlo
simulation to these risk factors. The joint distribution of the simulated risk factors is then filtered through the portfolio positions, and then the
distribution of the outcomes is realized. The 99th percentile of this distribution is then calculated as the portfolio VaR. The major limitation of
this methodology is that the market data used to forecast parameters of the model may not be an appropriate proxy of those parameters. The VaR
methodology uses a number of assumptions, such as (i) risks are measured under average market conditions, assuming normal distribution of
market risk factors, (ii) future movements in market risk factors follow estimated historical movements, and (iii) the assessed exposures do not
change during the holding period. There is no guarantee that these assumptions will prove correct. Thus it is likely that, for any given period, the
potential losses will be different and could possibly be substantially higher than the estimated VaR.

At March 31, 2009, the VaR for the Company s portfolio of energy and weather-related derivatives, as described above, calculated at a 99%
confidence level, was $9.3 million. The average, low and high amounts calculated by the Company s VaR analysis during the first quarter of
2009 were $5.1 million, $0.1 million and $22.9 million, respectively.

Platinum Warrant

The Company holds a warrant, which expires on October 30, 2012, to purchase up to 2.5 million common shares of Platinum Underwriters
Holding Ltd. ( Platinum ) for $27.00 per share. The Company has recorded its investment in the Platinum warrant at fair value. At March 31,
2009, the fair value of the warrant was $16.2 million. The fair value of the warrant is estimated using the Black-Scholes option pricing model.
For the quarter ended March 31, 2009, a loss of $13.7 million was recorded in other (loss) income representing the change in the fair value of the
warrant.

The table below shows the location on the consolidated balance sheet and fair value of the Company s derivative instruments:

Derivative Assets Derivative Liabilities
2009 2009

Balance Sheet Fair Balance Sheet Fair
At March 31, Location Value Location Value
(in thousands of U.S. dollars)
Interest rate futures Other assets $ 117  Other liabilities $ 157
Foreign currency forward contracts (1) Other assets Other liabilities 26,930
Foreign currency forward contracts (2) Other assets 6,363 Other assets 5,179
Credit default swaps Other liabilities 515  Other liabilities 767
Energy and weather contracts (3) Other assets 9,879 Other liabilities 8,876
Platinum warrant Other assets 16,190  Other liabilities
Total $ 33,064 $ 41,909

(1) Contracts used to manage foreign currency risks in underwriting and non-investment operations.

(2) Contracts used to manage foreign currency risks in investment operations.

(3) Included in other assets of $9.9 million is $18.2 million of derivative assets and $8.3 million of derivative liabilities.
Included in other liabilities of $8.9 million is $13.3 million of derivative assets and $22.1 million of derivative liabilities.
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The location and amount of the gain (loss) recognized in the Company s consolidated statement of operations related to its derivative instruments
is shown in the following table:

Location of gain (loss) Amount of
gain (loss)

Three months ended March 31, recognized on derivatives 2009
(in thousands of U.S. dollars)
Interest rate futures Net investment income $ 1,327
Foreign currency forward contracts (1) Net foreign exchange (losses) gains (1,350)
Foreign currency forward contracts (2) Net foreign exchange (losses) gains 4,306
Credit default swaps Other (loss) income 612
Energy and weather contracts Other (loss) income 7,446
Platinum warrant Other (loss) income (13,724)
Total $ (1,383)

(1) Contracts used to manage foreign currency risks in underwriting and non-investment operations.

(2) Contracts used to manage foreign currency risks in investment operations.
The Company is not aware of the existence of any credit-risk related contingent features that it believes would be triggered in its derivative
instruments that are in a net liability position at March 31, 2009.

8. Recently Issued Accounting Pronouncements
Fair Value Measurements

On April 9, 2009, the FASB released the following FASB Staff Positions ( FSP ):

FSP FAS 107-1 and APB 28-1, Interim Disclosures About Fair Value of Financial Instruments ( FSP FAS 107-1 and APB 28-1 );

FSP FAS 115-2 and FAS 124-2, Recognition and Presentation of Other-Than-Temporary Impairments ( FSP FAS 115-2 and FAS
124-2 ); and

FSP FAS 157- 4, Determining Fair Value When the Volume and Level of Activity for the Asset or Liability have Significantly

Decreased and Identifying Transactions that are Not Orderly ( FSP FAS 157-4 ).
Each FSP is effective for interim and annual periods ending after June 15, 2009, and shall be applied prospectively, with early application
permitted for periods ending after March 15, 2009. However, an entity may only early adopt FSP FAS 107-1 and APB 28-1 if it also early
adopts FSP FAS 115-2 and FAS 124-2 and FSP FAS 157-4. Likewise, if an entity early-adopts FSP FAS 115-2 and FAS 124-2 it is also
required to early-adopt FSP FAS 157-4 and vice-versa. That is, FSP FAS 115-2 and FAS 124-2 and FSP FAS 157-4 must be adopted
concurrently if early adoption is elected. Early adoption of FSPs FAS 115-2 and FAS 124-2 and FAS 157-4 does not require the reporting entity
to also early adopt FSP FAS 107-1 and APB 28-1. The Company is currently evaluating the impact of the adoption of these FSPs on the
Company s statements of operations and financial condition.
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9.  There are no material changes from the legal proceedings previously disclosed in the Company s Annual Report on Form 10-K for the year
ended December 31, 2008.

The Company s operating subsidiaries are subject to claims litigation involving disputed interpretations of policy coverages. Generally, the

Company s primary insurance operations are subject to greater frequency and diversity of claims and claims-related litigation and, in some

jurisdictions, may be subject to direct actions by allegedly injured persons or entities seeking damages from policyholders. These lawsuits,

involving claims on policies issued by the Company s subsidiaries which are typical to the insurance industry in general and in the normal course

of business, are considered in its reserves for claims and claim expenses which are discussed in more detail below
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under Reserves for Claims and Claim Expenses. In addition to claims litigation, the Company and its subsidiaries are subject to lawsuits and
regulatory actions in the normal course of business that do not arise from or directly relate to claims on insurance policies. This category of
business litigation may involve allegations of underwriting or claims-handling errors or misconduct, employment claims, regulatory activity or
disputes arising from the Company s business ventures. Any such litigation or arbitration contains an element of uncertainty, and the Company
believes the inherent uncertainty in such matters may have increased recently and will likely continue to increase, including as the Company
expands geographically and increases its employee headcount. Currently, the Company believes that no individual, normal course litigation or
arbitration to which the Company is presently a party is likely to have a material adverse effect on its financial condition, business or operations.

Item 2. MANAGEMENT S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS
The following is a discussion and analysis of our results of operations for the three months ended March 31, 2009 and 2008. The following also
includes a discussion of our financial condition at March 31, 2009. This discussion and analysis should be read in conjunction with the attached
unaudited consolidated financial statements and notes thereto and the audited consolidated financial statements and notes thereto contained in
our Annual Report on Form 10-K for the fiscal year ended December 31, 2008. This filing contains forward-looking statements that involve

risks and uncertainties. Actual results may differ materially from the results described or implied by these forward-looking statements. See Note
on Forward-Looking Statements.

OVERVIEW

RenaissanceRe, established in Bermuda in 1993 to write principally property catastrophe reinsurance, is today a leading global provider of
reinsurance and insurance coverages and related services. Through our operating subsidiaries, we seek to obtain a portfolio of reinsurance,
insurance and financial risks in each of our businesses that are significantly better than the market average and produce an attractive return on
equity. We accomplish this by leveraging our core capabilities of risk assessment and information management, and by investing in our
capabilities to serve our customers across the cycles that have historically characterized our markets. Overall, our strategy focuses on superior
risk selection, marketing, capital management and joint ventures. We provide value to our clients and joint venture partners in the form of
financial security, innovative products, and responsive service. We are known as a leader in paying valid reinsurance claims promptly. We
principally measure our financial success through long-term growth in tangible book value per common share plus accumulated dividends,

which we believe is the most appropriate measure of our Company s performance, and believe we have delivered superior performance in respect
of this measure over time.

Since a substantial portion of the reinsurance and insurance we write provides protection from damages relating to natural and man-made
catastrophes, our results depend to a large extent on the frequency and severity of such catastrophic events, and the coverages we offer to clients
affected by these events. We are exposed to significant losses from these catastrophic events and other exposures that we cover. Accordingly, we
expect a significant degree of volatility in our financial results and our financial results may vary significantly from quarter-to-quarter or from
year-to-year, based on the level of insured catastrophic losses occurring around the world.

Our revenues are principally derived from three sources: 1) net premiums earned from the reinsurance and insurance policies we sell; 2) net
investment income and realized gains from the investment of our capital funds and the investment of the cash we receive on the policies which
we sell; and 3) other income received from our joint ventures, advisory services, weather-trading activities and various other items.

Our expenses primarily consist of: 1) net claims and claim expenses incurred on the policies of reinsurance and insurance we sell; 2) acquisition
costs which typically represent a percentage of the premiums we write; 3) operating expenses which primarily consist of personnel expenses,
rent and other operating expenses; 4) corporate expenses which include certain executive, legal and consulting expenses, costs for
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research and development, and other miscellaneous costs associated with operating as a publicly traded company; and 5) interest expense related
to our debt. In addition, in calculating net income available to RenaissanceRe common shareholders, a portion of the Company s net income is
attributable to redeemable noncontrolling interest holders in DaVinciRe, as well as dividends on the Company s preference shares. We are also
subject to taxes in certain jurisdictions in which we operate; however, since the majority of our income is currently earned in Bermuda, a
non-taxable jurisdiction, the tax impact to our operations has historically been minimal. We currently expect our growth outside of Bermuda to
result in a higher effective tax rate in 2009 and future periods compared with our historical results.

The operating results, also known as the underwriting results, of an insurance or reinsurance company are discussed frequently by reference to
its net claims and claim expense ratio, underwriting expense ratio, and combined ratio. The net claims and claim expense ratio is calculated by
dividing net claims and claim expenses incurred by net premiums earned. The underwriting expense ratio is calculated by dividing underwriting
expenses (acquisition expenses and operational expenses) by net premiums earned. The combined ratio is the sum of the net claims and claim
expense ratio and the underwriting expense ratio. A combined ratio below 100% generally indicates profitable underwriting prior to the
consideration of investment income. A combined ratio over 100% generally indicates unprofitable underwriting prior to the consideration of
investment income. We also discuss our net claims and claim expense ratio on an accident year basis. This ratio is calculated by taking net
claims and claim expenses, excluding development on net claims and claim expenses from events that took place in prior fiscal years, divided by
net premiums earned.

We conduct our business through two reportable segments, Reinsurance and Individual Risk. Those segments are more fully described as
follows:

Reinsurance

Our Reinsurance segment has three main units:

1)  Property catastrophe reinsurance, written for our own account and for DaVinci, is our traditional core business. We believe we are one of
the world s leading providers of this coverage, based on catastrophe gross premiums written. This coverage protects against large natural
catastrophes, such as earthquakes, hurricanes and tsunamis, as well as claims arising from other natural and man-made catastrophes such
as winter storms, freezes, floods, fires, wind storms, tornadoes, explosions and acts of terrorism. We offer this coverage to insurance
companies and other reinsurers primarily on an excess of loss basis. This means that we begin paying when our customers claims from a
catastrophe exceed a certain retained amount.

2)  Specialty reinsurance, written for our own account and for DaVinci, covering certain targeted classes of business where we believe we
have a sound basis for underwriting and pricing the risk that we assume. Our portfolio includes various classes of business, such as
catastrophe exposed workers compensation, surety, terrorism, medical malpractice, catastrophe-exposed personal lines property, casualty
clash, certain other casualty lines and other specialty lines of reinsurance that we collectively refer to as specialty reinsurance. We believe
that we are seen as a market leader in certain of these classes of business, such as casualty clash, surety, catastrophe-exposed workers
compensation and terrorism.

3)  Through our ventures unit, we pursue joint ventures and other strategic relationships. Our four principal business activities conducted by
our ventures unit are: 1) property catastrophe joint ventures which we manage, such as Top Layer Re and DaVinci; 2) strategic
investments in other market participants, such as our investments in Platinum and the Tower Hill Companies, where, rather than assuming
exclusive management responsibilities ourselves, we partner with other market participants; 3) weather and energy derivatives trading
activities; and 4) fee-based consulting services, research and development and loss and mitigation activities. Only business activities that
appear in our consolidated underwriting results, such as DaVinci and certain reinsurance transactions, are included in our Reinsurance
segment results; our share of the results of our investments in other ventures, accounted for under the equity method and our
weather-related activities are included in the Other category of our segment results.

21

Table of Contents 30



Edgar Filing: RENAISSANCERE HOLDINGS LTD - Form 10-Q

Table of Conten
Individual Risk

We define our Individual Risk segment to include underwriting that involves understanding the characteristics of the original underlying
insurance policy. Our principal contracts include insurance contracts and quota share reinsurance with respect to risks including: 1) multi-peril
crop, which includes multi-peril crop insurance, crop hail and other named peril agriculture risk management products; 2) commercial property,
which principally includes catastrophe-exposed commercial property products; 3) commercial multi-line, which includes commercial property
and liability coverage, such as general liability, automobile liability and physical damage, building and contents, professional liability and
various specialty products; and 4) personal lines property, which principally includes homeowners personal lines property coverage and
catastrophe exposed personal lines property coverage.

Our Individual Risk business is primarily produced through four distribution channels: 1) a wholly owned program manager where we write
primary insurance through our own subsidiary; 2) third party program managers where we write primary insurance through third party program
managers, who produce business pursuant to agreed-upon underwriting guidelines and provide related back-office functions; 3) quota share
reinsurance where we write quota share reinsurance with primary insurers who, similar to our third party program managers, provide most of
the back-office and support functions; and 4) brokers and agents where we write primary insurance produced through licensed intermediaries on
a risk-by-risk basis.

Our Individual Risk business is written by the Glencoe Group through its principal operating subsidiaries Glencoe and Lantana, which write on
an excess and surplus lines basis, and through Stonington and Stonington Lloyds, which write on an admitted basis. Since the inception of our
Individual Risk business, we have substantially relied on third parties for services including the generation of premium, the issuance of policies
and the processing of claims. We actively oversee our third party partners through an operations review team at Glencoe Specialty Services,
which conducts initial due diligence as well as ongoing monitoring. We have been investing in initiatives to strengthen our operating platform,
enhance our internal capabilities, and expand the resources we commit to our Individual Risk operations. These initiatives include our April
2009 announced launch of our direct written commercial property insurance operations. To support this new platform, we have hired several
experienced underwriters, developed and implemented proprietary underwriting and risk management systems, and opened regional offices in
Hartford, CT and Atlanta, GA. We currently plan to seek additional professional hires and may open further regional offices in future periods.

New Business

In addition to the potential growth of our existing reinsurance and insurance businesses, from time to time we consider diversification into new
ventures, either through organic growth, the formation of new joint ventures, or the acquisition of or the investment in other companies or books
of business of other companies. This potential diversification includes opportunities to write targeted, additional classes of risk-exposed
business, both directly for our own account and through possible new joint venture opportunities. We also regularly evaluate opportunities to
grow our business by utilizing our skills, capabilities, proprietary technology and relationships to expand into further risk-related coverages,
services and products. Generally, we focus on underwriting or trading risks where reasonably sufficient data may be available, and where our
analytical abilities may provide us a competitive advantage, in order for us to seek to model estimated probabilities of losses and returns in
accordance with our approach in respect of our current portfolio of risks. We also regularly review potential new investments, in both operating
entities and financial instruments. We believe the current period of market dislocation may have increased the prospects that we can deploy
capital in such initiatives at attractive expected rates of return.

In evaluating potential new ventures or investments, we generally seek an attractive return on equity, the ability to develop or capitalize on a
competitive advantage, and opportunities which we believe will not detract from our core Reinsurance and Individual Risk operations.
Accordingly, we regularly review strategic opportunities and periodically engage in discussions regarding possible transactions, although there
can be no assurance that we will complete any such transactions or that any such transaction would be successful or contribute materially to our
results of operations or financial condition. We believe that our ability to potentially attract investment and operational opportunities is
supported by our strong reputation and financial resources, and by the capabilities and track record of our ventures unit.
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We seek to develop and effectively utilize sophisticated computer models and other analytical tools to assess and manage the risks that we
underwrite and attempt to optimize our portfolio of reinsurance and insurance contracts and other financial risks. Our policies, procedures, tools
and resources to monitor and assess our operational risks companywide, as well as our global enterprise-wide risk management practices, are
overseen by our Chief Risk Officer, who reports directly to our President and Chief Executive Officer.

With respect to our Reinsurance operations, since 1993 we have developed and continuously seek to improve our proprietary, computer-based
pricing and exposure management system, Renaissance Exposure Management System ( REMS ). We believe that REMS is a more robust
underwriting and risk management system than is currently commercially available elsewhere in the reinsurance industry and offers us a
significant competitive advantage. REMS® was originally developed to analyze catastrophe risks, though we continuously seek ways to enhance
the program in order to analyze other classes of risk.

In addition to using REMS®, within our Individual Risk operations we have developed a proprietary information management and analytical
database, our Program Analysis Central Repository ( PACeR ), wit