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PART T
The "Company," "Platinum," "we," "us," and "our" refer to Platinum
Underwriters Holdings, Ltd. and its consolidated subsidiaries, unless the
context otherwise indicates. "Platinum Holdings" refers solely to Platinum

Underwriters Holdings, Ltd., a Bermuda holding company. "Platinum Bermuda"
refers to Platinum Underwriters Bermuda, Ltd., a Bermuda reinsurance company and
wholly owned subsidiary of Platinum Holdings. "Platinum Ireland" refers to
Platinum Regency Holdings, an intermediate holding company domiciled in Ireland
and a wholly owned subsidiary of Platinum Holdings. "Platinum UK" refers to
Platinum Re (UK) Limited, a reinsurance company domiciled in the U.K. and a
wholly owned subsidiary of Platinum Ireland. "Platinum Finance" refers to
Platinum Underwriters Finance, Inc., a finance company in the U.S. and a wholly
owned subsidiary of Platinum Ireland. "Platinum US" refers to Platinum
Underwriters Reinsurance, Inc., a reinsurance company based in the U.S. and a
wholly owned subsidiary of Platinum Finance. "Platinum Services" refers to
Platinum Administrative Services, Inc., a U.S. company that provides
administrative services to the Company and a wholly owned subsidiary of Platinum
Finance. "Common Shares" refers to the common shares of the Company, par value
$0.01 per share. The "Public Offering" refers to our initial public offering of
the Common Shares of Platinum Holdings, which was completed on November 1, 2002.
The "ESU Offering" refers to our Offering of equity security units, consisting
of a contract to purchase Common Shares in 2005, and an ownership interest in a
senior note of Platinum Finance due 2007, which was completed concurrently with
the Public Offering. "St. Paul" refers to The St. Paul Companies, Inc., and "St.
Paul Re" refers to the reinsurance underwriting segment of St. Paul prior to the
Public Offering. "St. Paul Investment" refers to our issuance to St. Paul of
Common Shares and an option to purchase additional Common Shares.
"RenaissanceRe" refers to RenaissanceRe Holdings Ltd., and "RenaissanceRe
Investment" refers to our issuance to RenaissanceRe of Common Shares and an
option to purchase additional Common Shares. The St. Paul Investment and the
RenaissanceRe Investment each occurred concurrently with the Public Offering.

NOTE ON FORWARD-LOOKING STATEMENTS

This Form 10-K contains forward-looking statements within the meaning of
Section 27A of the Securities Act of 1933 and Section 21E of the Securities
Exchange Act of 1934 (the "Exchange Act"). Forward-looking statements are
necessarily based on estimates and assumptions that are inherently subject to
significant business, economic and competitive uncertainties and contingencies,
many of which, with respect to future business decisions, are subject to change.
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These uncertainties and contingencies can affect actual results and could cause
actual results to differ materially from those expressed in any forward-looking
statements made by, or on behalf of, us.

In particular, statements using words such as "may," "should," "estimate,"
"expect," "anticipate," "intend," "believe," "predict," "potential," or words of
similar import generally involve forward-looking statements. For example, we
have included certain forward-looking statements in "Management's Discussion and
Analysis of Financial Condition and Results of Operations” with regard to trends
in results, prices, volumes, operations, investment results, margins, risk
management and exchange rates. This Form 10-K also contains forward-looking
statements with respect to our business and industry, such as those relating to
our strategy and management objectives and trends in market conditions, market
standing, product volumes, investment results and pricing conditions.

In light of the risks and uncertainties inherent in all future projections,
the inclusion of forward-looking statements in this Form 10-K should not be
considered as a representation by us or any other person that our objectives or
plans will be achieved. Numerous factors could cause our actual results to
differ materially from those in the forward-looking statements, including the
following:

(1) our ability to successfully execute our business strategy;

(2) conducting operations in a competitive environment;

(3) our ability to maintain our A.M. Best Company rating;

(4) significant weather-related or other natural or man-made disasters
over which the Company has no control;

(5) the effectiveness of our loss limitation methods;

(6) the adequacy of the Company's liability for unpaid losses and loss
adjustment expenses ("LAE");

(7) the availability of retrocessional reinsurance on acceptable
terms;

(8) our ability to maintain our business relationships with
reinsurance brokers;

(9) general political and economic conditions, including the effects
of civil unrest, war or a prolonged U.S. or global economic downturn or
recession;

(10) the cyclicality of the property and casualty reinsurance
business;

(11) market volatility and interest rate and currency exchange rate
fluctuation;

(12) tax, regulatory or legal restrictions or limitations applicable
to the Company or the property and casualty reinsurance business generally;
and

(13) changes in the Company's plans, strategies, objectives,
expectations or intentions, which may happen at any time at the Company's

discretion.

As a consequence, current plans, anticipated actions and future financial
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condition and results may differ from those expressed in any forward-looking
statements made by or on behalf of the Company. The foregoing factors, which are
discussed in more detail in "Management's Discussion and Analysis of Financial
Condition and Results of Operations —-—- Risk Factors," should not be construed as
exhaustive. Additionally, forward-looking statements speak only as of the date
they are made, and we undertake no obligation to release publicly the results of
any future revisions or updates we may make to forward-looking statements to
reflect new information or circumstances after the date hereof or to reflect the
occurrence of future events.

ITEM 1. BUSINESS
INDUSTRY OVERVIEW
GENERAL

Reinsurance is an arrangement in which an insurance company, referred to as
the reinsurer, agrees to assume from another insurance company, referred to as
the ceding company, all or a portion of the insurance risks that the ceding
company has underwritten under one or more insurance policies. In return, the
reinsurer receives a premium for the risks that it assumes from the ceding
company. Reinsurance, however, does not discharge the ceding company from its
liabilities to policyholders. Reinsurance can provide ceding companies with
three principal benefits: a reduction in net liability on individual risks,
catastrophe protection from large or multiple losses and assistance in
maintaining acceptable financial ratios. Reinsurance also provides a ceding
company with additional underwriting capacity by permitting it to accept larger
risks or write more business than would be possible without an accompanying
increase in capital.

TYPES OF REINSURANCE

Reinsurance is typically classified into two categories based on the
underlying insurance coverage: property and casualty reinsurance, and life and
annuity reinsurance.

PROPERTY AND CASUALTY REINSURANCE

We write property and casualty reinsurance. Property reinsurance protects a
ceding company against financial loss arising out of damage to property or loss
of its use caused by an insured peril. Examples of property reinsurance are
property catastrophe and property per-risk coverages. Property catastrophe
reinsurance protects a ceding company against losses arising out of multiple
claims for a single event while property per-risk reinsurance protects a ceding
company against loss arising out of a single claim for a single event.

Casualty reinsurance protects a ceding company against financial loss
arising out of the obligation to others for loss or damage to persons or
property. Examples of casualty reinsurance are general and automobile liability,
professional liability, workers' compensation, and accident and health
coverages.

Although property reinsurance involves a high degree of volatility,
property reinsurance claims are generally reported soon after the event giving
rise to the claim and tend to be assessed and paid relatively expeditiously. In
comparison, there tends to be a greater time lag between the occurrence,
reporting and payment of casualty reinsurance claims.

LIFE AND ANNUITY REINSURANCE
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We do not currently write any life or annuity reinsurance although we may
do so in the future. Life reinsurance provides coverage with respect to
individual and group life and health risks to primary life insurers. Annuity
reinsurance provides coverage to insurers who issue annuity contracts to
consumers who seek to accumulate personal wealth or as protection against
outliving their financial resources. We may write this business through treaty
arrangements.

EXCESS-OF-LOSS AND PROPORTIONAL REINSURANCE

Reinsurance can be written on either an excess-of-loss basis or a pro rata,
or proportional, basis. Approximately 76% of the reinsurance that we wrote in
2003 was excess-of-loss reinsurance.

In the case of excess-of-loss reinsurance, the reinsurer assumes all or a
specified portion of the ceding company's risks in excess of a specified claim
amount, referred to as the ceding company's retention or the reinsurer's
attachment point, subject to a negotiated reinsurance contract limit. For
example, property catastrophe excess-of-loss reinsurance provides coverage to a
ceding company when its aggregate claims, arising from a single occurrence
during a covered period, such as a hurricane or an earthquake, exceed the
attachment point specified in the reinsurance contract. Other forms of
excess-of-loss reinsurance respond when each single claim exceeds the ceding
company's retention. Premiums for excess-of-loss reinsurance may be either a
specified dollar amount or a percentage of the premium charged by the ceding
company .

Excess-of-loss contracts can help reinsurers control their underwriting
results by increasing their ability to determine reinsurance premiums at
specific retention levels, independent of the premiums charged by primary
insurers, and based upon their own underwriting assumptions. Also, because
primary insurers typically retain a larger loss exposure under excess-of-loss
contracts, we believe that they have a greater incentive to underwrite risks and
adjust losses in a prudent manner.

In the case of proportional reinsurance, the reinsurer assumes a
predetermined portion of the ceding company's risks under the covered primary
insurance contract or contracts. The frequency of claims under a proportional
reinsurance contract is usually greater than under an excess-of-loss contract,
since the reinsurer shares proportionally in all losses. Premiums for
proportional reinsurance are typically a predetermined portion of the premiums
that the ceding company receives from its insureds.

TREATY AND FACULTATIVE REINSURANCE

Reinsurance can be written either through treaty or facultative reinsurance
arrangements. In treaty reinsurance, the ceding company cedes, and the reinsurer
assumes, a specified portion of a type or category of risks insured by the
ceding company. In facultative reinsurance, the ceding company cedes, and the

reinsurer assumes, all or part of a specific risk or risks. Substantially all of
the reinsurance that we underwrite is on a treaty basis. We may consider
underwriting facultative reinsurance in limited and opportunistic circumstances.

Generally, treaty reinsurers do not separately evaluate each of the
individual risks assumed under their treaties and are largely dependent on the
original risk underwriting decisions made by the ceding company's underwriters.
Accordingly, reinsurers will carefully evaluate the ceding company's risk
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management and underwriting practices, as well as claims settlement practices
and procedures, in deciding whether to provide treaty reinsurance and in
appropriately pricing the treaty.

Generally, reinsurers who provide facultative reinsurance do so separately
from their treaty operations. Facultative reinsurance is normally purchased by
ceding companies for risks not covered by their reinsurance treaties, for
amounts in excess of the claims limits of their reinsurance treaties and for
unusual and complex risks. In addition, facultative reinsurance often provides
coverages for relatively large exposures, which results in greater potential
claims volatility. Facultative reinsurance has relatively high underwriting
expenses and, 1in particular, personnel costs, because each risk is individually
underwritten and administered.

FINITE REINSURANCE

Finite reinsurance, often referred to as non-traditional reinsurance,
involves structured reinsurance solutions tailored to meet an individual ceding
company's strategic and financial objectives. Property and casualty risks can be
reinsured on a finite basis. Finite reinsurance has been utilized in various
ways to assist ceding companies in managing property catastrophe exposures and
other loss exposures from single or multiple events that, in the aggregate,
could be significant. Typically, the amount of claims a reinsurer might pay is
finite or capped. In return for this limit on claims, the reinsurer often
accepts a fixed profit margin specified in the treaty and returns profits above
this margin to the ceding company.

The constantly changing industry and regulatory framework, as well as the
changing market demands facing insurance companies, has resulted in a
continually evolving finite marketplace. We are active participants in the
finite reinsurance market.

BROKER AND DIRECT REINSURANCE

Reinsurance can be written through reinsurance brokers or directly with
ceding companies. We believe that a ceding company's decision to select either
the broker market or the direct market is influenced by various factors
including, among others, market capacity, market competition, the value of the
broker's advocacy on the ceding company's behalf, the spread of risk,
flexibility in the terms and conditions, an ability to efficiently compare the
analysis and quotes of several reinsurers, the speed of a reinsurance placement,
the historical relationship with the reinsurer and the efficiency of claims
settlement with respect to a coverage.

We underwrite substantially all of our reinsurance through brokers, as we
believe that the use of reinsurance brokers enables us to operate on a more
cost-effective basis and to maintain the flexibility to enter and exit
reinsurance lines in a quick and efficient manner. We believe that brokers are
particularly useful in assisting with placements of excess-of-loss reinsurance
programs.

RETROCESSION

Reinsurers typically purchase reinsurance to reduce their own risk
exposure. Reinsurance of a reinsurer's risks is called retrocession. Reinsurance
companies cede risks under retrocessional agreements to other reinsurers, known
as retrocessionaires, for reasons that include reducing liability on individual
risks, protecting against catastrophic losses, stabilizing financial ratios and
obtaining additional underwriting capacity. We purchase and issue retrocessional
contracts.
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OUR BUSINESS
GENERAL

Platinum Holdings is a Bermuda holding company organized in 2002. We
provide property and marine, casualty and finite risk reinsurance coverages,
through reinsurance intermediaries, to a diverse clientele of insurers and
select reinsurers on a worldwide basis. We operate through three licensed
reinsurance subsidiaries: Platinum US, Platinum Bermuda and Platinum UK.

Platinum UK and Platinum Bermuda were formed in 2002 and have no prior
operating history or loss reserves subject to development prior to January 1,
2002. Platinum US had been an inactive licensed insurance company with no
underwriting activity and no exposure to losses prior to January 1, 2002.
Platinum Ireland has no business operations other than activity necessary to
maintain its corporate existence and its ownership of Platinum Finance and
Platinum UK. Platinum Finance's activities have generally been limited to
raising funds for Platinum US through the issuance of the senior note component
of the ESU Offering. Platinum Services' activities are limited to providing
administrative services to the Company, including legal, finance, and human
resources services. The following chart summarizes our corporate structure:

[CORPORATE STRUCTURE CHART]
PLATINUM'S STRATEGY

Our goal is to achieve attractive long-term returns for our shareholders,
while establishing Platinum as a conservative risk manager and market leader in
certain classes of property and casualty reinsurance.

5

— Operate as a Multi-Class Reinsurer. We seek to offer a broad range of
reinsurance coverage to our ceding companies. We believe that this
approach enables us to more effectively serve our clients, diversify our
risk and leverage our capital.

- Focus on profitability, not market share. Our management team pursues a
strategy that emphasizes profitability rather than market share. Key
elements of this strategy are prudent risk selection, appropriate pricing
and adjustment of our business mix to respond to changing market
conditions.

— Exercise disciplined underwriting and risk management. We exercise risk
management discipline by (i) maintaining a diverse spread of risk in our
book of business across product lines and geographic zones, (ii)
emphasizing excess-of-loss contracts over proportional contracts, (iii)
managing our aggregate catastrophe exposure through the application of
sophisticated property catastrophe modeling tools and (iv) monitoring our
accumulating exposures on our non-property catastrophe exposed coverages.

- Leverage our global platform. We currently operate in all three of the
world's leading reinsurance markets with offices in New York, London and
Bermuda.

— Operate from a position of financial strength. Our capital position is
unencumbered by any development of unpaid losses for business written
prior to January 1, 2002. As of December 31, 2003, we had a total
capitalization of $1,204,703,000. Our investment strategy focuses on
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security and stability in our investment portfolio by maintaining a
diversified portfolio that consists primarily of investment grade
fixed-income securities. We believe these factors, combined with our
strict underwriting discipline, allow us to maintain our strong financial
position and to be opportunistic when market conditions are most
attractive.

OPERATING SEGMENTS

We have organized our worldwide reinsurance business around the following
three operating segments: Property and Marine, Casualty and Finite Risk. In each
of our operating segments, we offer our reinsurance solutions to providers of
commercial and personal lines of insurance. The following table sets forth the
net premiums written by the Company for the year ended December 31, 2003 and the
two—

month period ended December 31, 2002 by operating segment and by type of
reinsurance ($ in thousands):

YEAR ENDED PERIOD ENDED
DECEMBER 31, 2003 DECEMBER 31, 2002
Property and Marine
EXCESS=0F =108 S e ittt ittt et ettt ettt ee et eeaeeens $ 224,715 19% $ 56,549 19%
Proportional. ...t iii ittt et e e 128,193 11% 32,792 11%
Total Property and Marine..........oeeeeeeenn. 352,908 30% 89,341 30%
Casualty
EXCESS—0f=10SS i ittt ittt ettt s teeeeeneeanns 410,815 35% 155,377 52%
Proportional. ...t iii ittt et e e 63,185 5% 9,552 %
Total CasUaliy . e e ettt eeeeeeeeeeeeeeennnns 474,000 40% 164,929 55%
Finite Risk
EXCESS—0f=10SS i ittt ittt ettt s teeeeeeneeanns 250,234 22% 43,844 15%
Proportional. ...ttt ittt et e e 95,000 8% - -
Total Finite Risk......iiiiiiiiiiiinennnnn. 345,234 30% 43,844 15%
Total
EXCESS—0f=10SS . ittt tt i ittt ettt eeeeneeanns 885, 765 T76% 255,770 86%
Proportional. ...t iii ittt et e e e 286,378 24% 42,344 14%
0 i O $1,172,142 100% $298,114 100%

The following table sets forth the net premiums written by the Company for
the year ended December 31, 2003 and the two-month period ended December 31,
2002 by operating segment and by geographic location of the ceding company ($ in
thousands) :

YEAR ENDED PERIOD ENDED



Edgar Filing: PLATINUM UNDERWRITERS HOLDINGS LTD - Form 10-K

DECEMBER 31, 2003 DECEMBER 31,
Property and Marine
United States. ... ..ottt $ 211,324 18% $ 37,523
International. ... ..ttt eeeeneennenn 141,584 12% 51,818
Total Property and Marine.........oeeeeeeeenn. 352,908 30% 89,341
Casualty
United StatesS. ..ottt ittt eee et eeaaennn 436,789 37% 87,412
International. . ...ttt ine et eeenneneenns 37,211 3% 77,517
Total CasuUalty .. oottt ittt eeeeeeeeenns 474,000 40% 164,929
Finite Risk
United StateS. ..ottt ittt ee et eeaeenns 278,860 24% 28,937
International. ... ..ttt eeeeneennenn 66,374 6% 14,907
Total Finite Risk......iiiiiiiiiiiennnnnn. 345,234 30% 43,844
Total
United StateS. ...ttt it ee ettt 926,973 79% 153,872
International. . ...ttt ine ettt eeenneneenns 245,169 21% 144,242
e = $1,172,142 100% $298,114

PROPERTY AND MARINE

The Property and Marine operating segment includes principally property and
marine reinsurance coverages that are written both in the United States and
international markets. This operating segment includes property per-risk
excess-of-loss treaties, property proportional treaties and catastrophe
excess-of-loss reinsurance treaties. We write a limited amount of other types of
reinsurance on an opportunistic basis. We employ underwriters and actuaries with
expertise in each of the following areas:

- Property. We provide reinsurance coverage of damage to property and
crops. Our property reinsurance activities emphasize catastrophe
excess-of-loss reinsurance. These contracts provide a defined limit of
liability, permitting us to quantify our aggregate maximum loss exposure
for various catastrophe events. Quantification of loss exposure is
fundamental to our ability to manage our loss exposure through
geographical zone limits and program limits. In addition, when our
pricing standards are met, we may write other property coverages,
including per-risk excess-of-loss or proportional treaties.

— Marine. We provide reinsurance coverage of marine and offshore energy
insurance programs. Coverages reinsured include hull damage, protection
and indemnity, cargo damage and general marine liability. Within Marine,
we also write commercial and general aviation reinsurance. Marine
reinsurance treaties include excess-of-loss as well as proportional
treaties. We emphasize excess-of-loss treaties that provide for an
evaluation using experience and exposure pricing models.

CASUALTY

10
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The Casualty operating segment includes principally reinsurance treaties
that cover umbrella liability, general and product liability, professional
liability, workers' compensation, casualty clash and automobile liability. This
segment also includes accident and health reinsurance treaties, which are
predominantly reinsurance of health insurance products. We generally write
casualty reinsurance on an excess-of-loss basis. Most frequently, we respond to
claims on an individual risk basis, when a claim for a single, original insured
reaches our attachment point. We write some excess-of-loss treaties on an
occurrence basis that respond when all of a ceding company's claims from
multiple original insureds for a single claims event exceed our attachment
point. On an opportunistic basis, we may write proportional treaties.

We seek reinsurance treaties covering established books of insurance
products where we believe that past experience permits a reasonable estimation
of the reinsurance premium adequacy. We underwrite new exposures selectively and
only after a comprehensive evaluation of the risk being reinsured and the
capabilities of the ceding company. We employ underwriters and pricing actuaries
with expertise in each of the following areas:

— Umbrella Liability. Umbrella policies are excess insurance policies that
provide coverage when claims, individually or in the aggregate, exceed
the original general liability and automobile liability policies. A claim
must exceed the limit of some underlying policy for the claim to be
considered under an umbrella policy.

— General and Product Liability. We provide reinsurance of third party
liability coverages for commercial and personal insureds. We provide,
predominantly on an excess-of-loss basis, various coverages of both small
and large companies, including commercial, farmowners and homeowners
policies as well as third party liability coverages such as product
liability.

— Professional Liability. We write reinsurance treaties for professional
liability programs, including directors and officers liability insurance
and errors and omissions liability insurance, for professionals such as
lawyers, architects and other professionals and employment practices
liability. In most circumstances, the underlying insurance products for
these lines of business are written on a claims made basis, which
requires claims related to the liabilities insured under the policy to be
submitted to the insurer during a specified coverage period.

— Accident and Health. We provide accident and health reinsurance, often
in the form of quota share reinsurance of a ceding company writing
aggregate and per-person stop loss coverage of self-insured employer
medical plans. We also write reinsurance of first dollar health
insurance, student health insurance, critical illness insurance, Medicare
and Medicare supplement, and other forms of health insurance.

— Workers' Compensation. We reinsure workers' compensation on a
catastrophic basis as well as on a per-claimant basis. We may provide
coverage on a full statutory coverage basis or subject to specific
carve-out coverages. Our predominant exposure to workers' compensation
would generally be due to a single claims occurrence, such as a factory
explosion, involving more than one claimant.

- Casualty Clash. Our casualty clash product responds to claims arising
from a single set of circumstances (an event or occurrence) covered by
more than one insurance policy or multiple claimants on one policy. This
product is analogous to the property catastrophe product, but written for

11
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casualty lines of business. All of our casualty clash treaties are
excess-of-loss contracts with both an occurrence limit and an aggregate
limit.

- Automobile Liability. Automobile liability reinsurance policies provide
first party damage coverage that covers damage to the insured's vehicle
and third party damage coverage that covers the insured's liability to
other people and their property due to the use of the insured vehicle.
There are also other coverages, such as uninsured motorists and medical
payments. We generally reinsure automobile liability on an excess-of-loss
basis, generally for claims greater than $100,000. Our predominant
exposure arises from third party liability claims and the related legal
defense costs.

FINITE RISK

The Finite Risk operating segment includes principally finite reinsurance
solutions to ceding companies whose needs may not be met efficiently through
traditional reinsurance products. We focus on providing such clients with
customized solutions for their risk management and other financial management
needs. We seek to develop client-specific solutions after evaluating a client's
business needs. The classes of risks underwritten through finite products are
generally consistent with the classes covered by traditional products. The three
main categories of finite products that we underwrite are described below:

— Multi-year excess-of-loss. These reinsurance contracts often complement
ceding companies' traditional excess-of-loss reinsurance programs. In
general, these contracts are designed so that the ceding company funds
the expected level of loss activity over a multi-year period. The
reinsurer incorporates a profit margin to cover its costs and the risk
that losses are worse than expected. This type of product often carries
an up-front premium plus additional premiums, which are dependent on the
magnitude of losses claimed by the ceding company under the contract. The
ceding company generally participates in a profit sharing arrangement
under this type of reinsurance contract if the business covered does not
generate excessive losses.

- Whole account aggregate stop loss. Aggregate stop loss reinsurance
contracts provide broad protection against a wide range of contingencies
that are difficult to address with traditional reinsurance. They can be
offered on a single or multi-year basis, and provide either catastrophic
or attritional loss protection.

— Finite quota share. Finite quota share reinsurance contracts limit the
reinsurer's underwriting exposure while allowing the ceding company to
improve various surplus and leverage ratios.

MARKETING

We market our reinsurance products worldwide through our underwriting
offices and non-exclusive relationships with the leading reinsurance brokers
active in the U.S. and non-U.S. markets.

Based on in-force premiums written by the Company at December 31, 2003, the
five brokers from which we derived the largest portions of our business (with
the approximate percentage of business derived from such brokers and their
affiliates) are Aon Corporation (26%), Marsh & McLennan Companies (21%),
Benfield Blanch Inc. (15%), Willis Group Holdings (13%) and Towers Perrin (6%).
The loss of business relationships with any of these top five brokers could have
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a material adverse effect on our business.

In addition to their role as intermediaries in placing risk, brokers
perform data collection, contract preparation and other administrative tasks. We
believe that by relying largely on reinsurance brokers we are able to avoid the
expense and regulatory complications of a worldwide network of offices, thereby
minimizing fixed costs associated with marketing activities. We believe that by
maintaining close relationships with brokers we are able to obtain access to a
broad range of potential ceding companies.

UNDERWRITING AND RISK MANAGEMENT

We have a disciplined approach to underwriting and risk management that
emphasizes profitability rather than premium volume or market share.

We seek to limit our overall exposure to risk by limiting the amount of
reinsurance we write by geographic area, by peril and by type of program or
contract. Our risk management uses a variety of means, including the use of
contract terms, diversification criteria, probability analysis and analysis of
comparable historical loss experience. We estimate the impact of certain
catastrophic events using catastrophe modeling software and contract information
to evaluate our exposure to losses from individual contracts and in the
aggregate.

For property catastrophe exposed coverages, we measure our exposure to
aggregate catastrophe claims using a catastrophe computer model that analyzes
the effect of wind speed and earthquakes on the property values within our
portfolio. We seek to limit the amount of capital that we can potentially lose
from a severe catastrophe event, however there can be no assurance that we will
successfully limit actual losses from such a catastrophe event. We also monitor
our exposures from non-property catastrophe exposed accumulating risks,
including surety, umbrella liability, directors and officers liability, credit
and terrorism reinsurance.

Many of our reinsurance contracts do not contain an aggregate loss limit or
a loss ratio limit, which means that there is no contractual limit to the number
of claims that we may be required to pay pursuant to such reinsurance contracts.
However, substantially all of our property reinsurance contracts with natural
catastrophe exposure have occurrence limits. In addition, substantially all of
our high layer property, casualty and marine excess-of-loss contracts contain
aggregate limits. Our actuaries and underwriters work together to establish
appropriate pricing models for these purposes.

In connection with the review of any program proposal, we consider the
quality of the ceding company, including the experience and reputation of its
management, its capital and its risk management strategy. In addition, we seek
to obtain information on the nature of the perils to be included and, in the
case of property catastrophe exposures, aggregate information as to the location
or locations of the risks covered under the reinsurance contract. We request
information on the ceding company's loss history for the perils proposed to be
reinsured, together with relevant underwriting considerations, which would
impact exposures to reinsurers. If the program meets all these initial
underwriting criteria, we then evaluate the proposal in terms of its risk/reward
profile to assess the adequacy of the proposed pricing and its potential impact
on our overall return on capital.

We use sophisticated modeling techniques to measure and estimate loss
exposure under both simulated and actual loss scenarios and in comparing
exposure portfolios to both single and multiple events. We take an active role
in the evaluation of commercial catastrophe pricing models, providing feedback
to the modeling companies to improve the effectiveness of these models. These
computer-based loss modeling systems utilize data compiled by A.M. Best Company
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("Best's") and direct exposure information obtained from our clients to assess
each client's catastrophe management approach and the
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adequacy of their program's protection. We believe that modeling is a very
important part of the underwriting process for catastrophe exposure pricing. Our
client base may also use one or more of the various modeling consulting firms in
their exposure management analysis. We believe that the combination of
reinsurance system information, together with the various commercial models we
employ, enables us to monitor and control our exposure on a global basis. We
also have access to the historical loss experience of St. Paul Re to assist us
in pricing individual treaties and overall lines of business.

In 2002, we entered into a five-year Services and Capacity Reservation
Agreement with RenaissanceRe, pursuant to which RenaissanceRe provides
consulting services to us in connection with our property catastrophe book of
business. At our request, RenaissanceRe will analyze our property catastrophe
treaties and contracts and will assist us in measuring risk and managing our
aggregate catastrophe exposures twice per year.

RISK DIVERSIFICATION

In addition to the strategies described above to manage our risks, we seek
to diversify our property catastrophe exposure across geographic zones around
the world in order to obtain a favorable spread of risk. We attempt to limit our
coverage for risks located in a particular zone to a predetermined level.
Currently, our greatest property exposures are in states on the West and Gulf
Coasts and in the southeastern part of the United States, as well as in the
Caribbean, Japan and northern Europe.

We maintain a database of our exposures in each geographic zone and
estimate our probable maximum loss for each zone and for each peril (e.g.,
earthquakes, hurricanes and floods) to which that zone is subject based on
catastrophe models and underwriting assessments. We also use catastrophe
modeling to review exposures on events that cross country borders such as wind
events that may affect the Caribbean and Florida or the United Kingdom and
continental Europe. The largest exposures are in the United States for
earthquake and hurricane, in the United Kingdom for flood and wind, and in Japan
for earthquake and typhoons.

We seek to diversify our casualty exposure by writing casualty business
throughout the United States and internationally. In addition, we seek to
diversify our casualty exposure by writing casualty reinsurance across a broad
range of product lines.

RETROCESSIONAL REINSURANCE

We may obtain retrocessional reinsurance to reduce liability on individual
risks, protect against catastrophic losses, stabilize financial ratios and
obtain additional underwriting capacity. The major types of retrocessional
coverage that we purchase or may purchase include the following:

- specific coverage for certain property, marine and casualty exposures,

- catastrophe coverage for property business, and

— corporate level coverage for the potential accumulation or aggregation of
exposures across some or all of our operations.

We may purchase other retrocessional coverage on an opportunistic basis.
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Our decisions with respect to purchasing retrocessional coverage take into
account both the potential coverage and market conditions with respect to the
pricing, terms, conditions and availability of such coverage, with the aim of
securing cost-effective protection. We expect that the type and level of
retrocessional coverage will vary over time, reflecting our view of the changing
dynamics of both the underlying exposure and the reinsurance markets. There can
be no assurance that retrocessional coverage will be available on terms
acceptable to us.

We only purchase retrocessional coverage from retrocessionaires that
satisfy strict business and financial standards. Retrocessional coverage 1is
generally derived from companies rated "A" or better by Best's. For exposures
where losses become known and are paid in a relatively short period of time, we
may obtain retrocessional coverage from companies rated "A-" or better by
Best's. The financial performance and rating status of all material
retrocessionaires is routinely monitored. Retrocessional agreements do not
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relieve us from our obligations to the insurers and reinsurers from whom we
assume business. Consequently, the failure of retrocessionaires to honor their
obligations would result in losses to us.

Platinum Bermuda reinsured 55% of Platinum UK's underwriting year 2003
reinsurance business. In addition, Platinum Bermuda reinsured approximately 70%
of Platinum US' underwriting year 2003 reinsurance business. Trusts were
established and funded to secure Platinum Bermuda's reinsurance obligations to
Platinum UK and Platinum US. In addition, Platinum US externally ceded a 33%
quota share and Platinum UK externally ceded a 25% quota share of certain
property catastrophe business. Platinum US and Platinum UK also obtained $20
million in excess-of-loss per occurrence coverage with respect to marine
business and $25 million with respect to international property business from
various retrocessionaires. Finally, Platinum US provided to Platinum UK $40
million in coverage excess of $50 million with respect to property losses in
Europe and Japan.

Effective January 1, 2004, Platinum US and Platinum UK entered into an
excess—-of-loss retrocessional contract with a highly rated reinsurer providing
$100 million of coverage. Premiums ceded under this contract will vary depending
on the amount of loss. In addition, Platinum US and Platinum UK have expanded
their external marine excess-of-loss coverage. Platinum US and Platinum UK have
renewed their quota share agreements with Platinum Bermuda but have chosen not
to renew their external property catastrophe quota share retrocessional
contracts.

Pursuant to the Services and Capacity Reservation Agreement with
RenaissanceRe described above, RenaissanceRe provides us with quotations for
non-marine property catastrophe retrocessional coverage with aggregate limits up
to $100 million annually, either on an excess-of-loss or proportional basis.
These quotations, which are in RenaissanceRe's sole discretion, reflect, among
other things, an analysis of exposure, limit, retention, exclusions and other
treaty terms. The annual fee that we pay to RenaissanceRe for this coverage
commitment and the consulting services is the greater of (i) $4 million or (ii)
3.5% of our aggregate gross written non-marine non-finite property catastrophe
premium (including reinstatements), adjusted annually 30 days after each
anniversary. This annual fee is in addition to any retrocessional premium
otherwise payable to RenaissanceRe for retrocessional coverage purchased by us
from RenaissanceRe.

CLAIMS ADMINISTRATION

With respect to the reinsurance contracts that we assumed from St. Paul Re,
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claims are managed by St. Paul Re's claims department, subject to our
supervision and management, pursuant to the quota share retrocession agreements
that we entered into with St. Paul. Under those agreements, St. Paul's
subsidiaries transferred the liabilities, related assets and rights and risks
under substantially all of the reinsurance contracts entered into by St. Paul's
subsidiaries on or after January 1, 2002 (except for certain liabilities
relating to the flooding in Europe in August 2002 and reinsurance underwritten
in London covering exposures arising from financial institutions). We reimburse
St. Paul for its costs of managing these claims. We may, at our discretion and
expense, take over administration of any specific claims. Our own claims
personnel administer claims arising under all of our other reinsurance
contracts.

The responsibilities of our claims personnel include reviewing loss
reports, monitoring claims handling activities of clients, requesting additional
information where appropriate, posting case reserves and approving payment of
individual claims. Authority for payment and establishing reserves is based upon
the level and experience of claims personnel.

In addition to managing reported claims and conferring with ceding
companies on claims matters, our claims personnel conduct periodic audits of
specific claims and the overall claims procedures of our ceding companies at
their offices. We rely on our ability to effectively monitor the claims handling
and claims reserving practices of ceding companies in order to establish the
proper reinsurance premium for reinsurance agreements and to establish proper
loss reserves. Moreover, prior to accepting certain risks, our underwriters will
often request that our claims personnel conduct pre-underwriting claims audits
of prospective ceding companies. Through these audits, we attempt to evaluate
the ceding company's claims-handling practices, including the organization of
their claims department, their fact-finding and
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investigation techniques, their loss notifications, the adequacy of their
reserves, their negotiation and settlement practices and their adherence to
claims—-handling guidelines. Following these audits, our claims personnel provide
feedback to the ceding company, including an assessment of the claims operation
and, if appropriate, recommendations regarding procedures, processing and
personnel.

UNPAID LOSSES AND LOSS ADJUSTMENT EXPENSES

Under applicable insurance laws and regulations and accounting principles
generally accepted in the United States of America ("U.S. GAAP"), we establish
liabilities for payment of losses and loss adjustment expenses ("LAE") that will
arise from our reinsurance products. These liabilities are balance sheet
estimates of future amounts required to pay losses and LAE for reinsured claims
that have occurred at or before the balance sheet date. Unpaid losses and LAE
fall into two categories: estimates of liabilities for losses and LAE incurred
but not reported ("IBNR") and case basis estimates for reported losses and LAE.
Estimates of IBNR are balance sheet liabilities established to provide for
occurrences or events that have given rise to a loss before any claims are
reported. Significant periods of time can elapse between the occurrence of a
reinsured claim, its reporting by the insured to the primary insurer and from
the primary insurer to the reinsurer. Under U.S. GAAP, we are not permitted to
establish liabilities until the occurrence of an event that may give rise to a
loss.

Upon receipt of a notice of claim from a ceding company, we establish an
estimate of the case basis liability for our portion of the ultimate settlement.
Case basis liabilities are usually based upon the liability estimate and other
information reported by the ceding company and may be increased or reduced as
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deemed necessary by our claims personnel. We establish liabilities for losses
and LAE based on past experience (including the historical loss experience of
St. Paul Re, current developments and likely trends). Because estimation of
unpaid losses and LAE is an inherently uncertain process, we believe that
quantitative techniques are enhanced by professional and managerial judgment.
The establishment of liabilities for losses and LAE, and adjustments to
liabilities resulting from changes in our estimates, are reflected in current
income.

Unpaid losses and LAE represent our best estimates, at a given point in
time, of the ultimate settlement and administration costs of claims incurred,
and it is possible that the ultimate liability may materially differ from such
estimates. Such estimates are not precise because, among other things, they are
based on predictions of future developments and estimates of future trends in
claim severity and frequency and other factors. During the claim settlement
period, it often becomes necessary to refine and adjust the case basis estimates
of liability, and thus the estimates may be adjusted either upward or downward,
based on periodic reviews for developments. Even after such adjustments,
ultimate liability may materially differ from the revised estimates.

The uncertainty inherent in loss estimation is particularly pronounced for
casualty coverages, such as umbrella, general and product liability,
professional liability and automobile liability, where information, such as
required medical treatment and costs for bodily injury claims, only emerges over
time. In the overall reserve setting process, provisions for economic inflation
and changes in the social and legal environment are considered. The uncertainty
inherent in the reserving process for primary insurers is even greater for the
reinsurer. This is because of, but not limited to, the time lag inherent in
reporting information from the primary insurer to the reinsurer and differing
reserving practices among ceding companies.

13
Activity in the liability for unpaid losses and LAE for the year ended

December 31, 2003 and the two-month period ended December 31, 2002 is summarized
as follows ($ in thousands) :

2003 2002
Net unpaid losses and LAE as of beginning of period......... $281,659 $ -
Net incurred related to:
(O 6 oy o A 4 648,137 60,356
@ Bl A Y = (63,966) —=
Total net incurred losses and LAE. .. ...ttt enenenenn 584,171 60,356
Unpaid losses and LAE assumed from St. Paul................. - 221,303
Net paid losses and LAE:
(O 6y o A 4 102,669 -
@ Bl A Y = 41,709 -
Total net paid losses and LAE. ... ..ttt ttneenneeeenns 144,378 -
Effects of foreign currency exchange rate changes........... 10,466 -
Net unpaid losses and LAE as of end on period............... 731,918 281,659
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Reinsurance recoverable . @ittt ittt ittt ittt eaeeaneens 5,016 -

Gross unpaid losses and LAE as of the end of period......... $736,934 $281,659

The following table shows the development of liability for net unpaid
losses and LAE. The table begins by showing the year-end liability for unpaid
losses and LAE. The next portion of the table shows the re-estimated amount of
the previously recorded losses and LAE for each year based on experience through
each succeeding year. The re-estimated liabilities reflect additional
information regarding claims incurred prior to the end of the preceding
financial year. A redundancy or deficiency will result from changes in estimates
of liabilities recorded at the end of the prior year. The cumulative redundancy
reflects the cumulative differences between the original estimate and the
currently re-estimated liability. Annual changes in the estimates are reflected
in the statement of income for each year as the liabilities are revalued. Unpaid
losses and LAE denominated in foreign currencies are restated at the foreign
exchange rates in effect at the current year-end and the resulting cumulative
foreign exchange effect is shown as an adjustment to the cumulative redundancy.
Each amount in the tables includes the effects of all changes in amounts for the
prior year. The table does not present accident year or underwriting year
development data. Conditions and trends that have affected the development of
liabilities in the past may not necessarily occur in the future. Therefore, it
would not be appropriate to extrapolate future deficiencies or redundancies
based on the table ($ in thousands) :

2003 2002

Unpaid losses and LAE:

o 1= $736,934 $281,659

Retroceded. « v v ittt ittt e it e et et e e e e e et e e e 5,016 ——

Net unpaid 1losses and LAE. .. ..ttt ittt eeeeeeeanneeeenns 731,918 281,659
Net unpaid losses and LAE re-—-estimated as of one year

I 224,693
Cumulative redUNdanCy .« v v v vttt i e ettt et e eee e eeaeeeeeeens 56,966
Less deficiency due to foreign currency exchange............ 7,000
Cumulative redundancy excluding foreign currency exchange... 63,966
Cumulative amount of net liability paid as of one year

= ol S 41,709
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INVESTMENTS

Reinsurance company investments must comply with applicable laws and
regulations, which prescribe the kind, quality and concentration of investments.
In general, these laws and regulations permit investments, within specified
limits and subject to some qualifications, in federal, state and municipal
obligations, corporate bonds, preferred and common equity securities, mortgage
loans, real estate and some other investments.

INVESTMENT MANAGEMENT AGREEMENT
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We have entered into an investment management agreement with Alliance
Capital Management L.P. ("Alliance"), which provides investment advisory
services to us. The agreement may be terminated by either party by giving 30
days' notice of termination. We pay Alliance a fee based on the amount of assets
managed.

GENERAL GUIDELINES

We have developed investment guidelines for the management of our
investment portfolio by Alliance. Although these guidelines stress
diversification of risk, preservation of capital and market liquidity,
investments are subject to market risks and fluctuations, as well as risks
inherent in particular securities. Interest rates and levels of inflation also
affect investment returns. The primary objective of the portfolio, set forth in
the guidelines, is to maximize investment returns consistent with appropriate
safety, diversification, tax and regulatory considerations and to provide
sufficient liquidity to enable us to meet our obligations on a timely basis.

Our investment strategy takes into consideration the risks inherent in our
business. For this reason, our investment policy 1is conservative with a strong
emphasis on high quality, fixed maturity investments. Consistent with this
policy, the duration of our portfolio is established according to the estimated
duration of our reinsurance liabilities and the current interest rate
environment.

Within our fixed maturity portfolio we invest only in investment grade
securities. We currently do not intend to invest in real estate, common equity
securities or other classes of alternative investments, although from time to
time we will make equity investments of a strategic nature. Our investment
guidelines contain restrictions on the portion of the portfolio that may be
invested in the securities of any single issue or issuer, with the exception of
governments or government agencies with prescribed minimum ratings. Our
investment managers may be instructed to invest some of the investment portfolio
in currencies other than U.S. dollars based upon the business we anticipate
writing, the exposures and unpaid losses and LAE on our books, or regulatory
requirements. Our investment guidelines provide that financial futures and
options and foreign exchange contracts may not be used in a speculative manner
but may be used only as part of a defensive strategy to protect the market value
of investments.

From time to time, we expect to reevaluate our investment guidelines to
reflect any changes in our assumptions about liability duration, market
conditions, prevailing interest rates and other factors discussed above. Any
change in our guidelines will be subject to the ongoing oversight and approval
of the Board of Directors.

CLASSIFICATION

We classify our investments as available-for-sale, trading or other
invested assets. Our available-for-sale and trading portfolios are comprised
entirely of investment grade fixed maturity investments. Other invested assets
currently represent a strategic equity investment in a privately held
reinsurance company.

VALUATION

All of our fixed maturity securities are carried at their estimated fair
value. For our available-for-sale securities, the difference between amortized
cost and the fair value, net of any deferred taxes, (commonly referred to as
unrealized gain or loss) 1is charged or credited directly to our shareholders'
equity. For our
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trading securities, the difference is charged as credited to our statement of
income. We calculate the fair value based on quoted market prices, as reported
by reputable market data providers. If quoted market prices are not available,
fair values are estimated either based on values obtained from independent
pricing services or based on a cash flow estimate. Realized gains and losses on
disposal of our fixed maturity investments are determined based upon specific
identification of the cost of investments sold and are recorded in our statement
of income. For our fixed maturity investments we regularly monitor the
unrealized difference between the cost and the estimated fair value of the
securities in our portfolio and if the value of any of our investments declines
in a manner that we believe is other than temporary, we write down that
investment and record a realized loss on our statement of income.

Other invested assets, which do not have a quoted market price, are
accounted for using the equity method, which approximates fair value. Under the
equity method, the change in fair value is charged or credited to our statement
of income.

Cash equivalents and short-term investments are carried at cost, which
approximates fair value.

The following table shows, in the aggregate, the fair value of our
portfolio of invested assets (except for other invested assets) at December 31,
2003 and December 31, 2002 ($ in thousands) :

2003 2002
U.S. government and U.S. government agencies................ S 5,032 $ 3,793
Tax exempt municipal bonds.........c ittt iiiineeeennnnns 92,044 -
Corporate DONAS . . vttt ittt et e et e et e et e e e e 1,103,100 691,479
Mortgage and asset-backed securities......... ... 268,375 283,878
Foreign governments and foreign corporate bonds............. 205,905 39,107
Total bDONAS. ..ttt et e e e e e et 1,674,456 1,018,257
Redeemable preferred sStoCKS. ...ttt ieeennennns 3,682 46,959
Total fixed MAtUrItiesS . ittt ittt ittt et e ettt eeeee e e e $1,678,138 $1,065,216

QUALITY

Our current investment guidelines call for our invested asset portfolio to
have at least an average A2 rating as measured by Moody's Investors Service
("Moody's") . At December 31, 2003, our fixed maturity portfolio had a dollar
weighted average rating of Aa3. The average yield of our portfolio for the year
ended December 31, 2003 was 3.6%.

The following table summarizes the composition of the fair value of the

fixed maturity portfolio at December 31, 2003 and December 31, 2002 by rating as
assigned by Moody's:

2003 2002

20



Edgar Filing: PLATINUM UNDERWRITERS HOLDINGS LTD - Form 10-K

728 25.9% 31.0%
2N R N 18.9 16.0
N 50.9 53.0
= 7 4.3 -

DURATION

At December 31, 2003, our fixed maturity portfolio had an average weighted
duration of 3.7 years. The following table summarizes the fair value of our
fixed maturity portfolio by contractual maturities at

16
December 31, 2003; actual maturities may differ from contractual maturities

because borrowers may have the right to call or prepay obligations with or
without call or prepayment penalties ($ in thousands):

DUE 1N 0ONE VAT OF 1SS . i i ittt tineeeeeeeeeeeeeeeeeaeeeeeenns $ -
Due from one to fiVe YearS. ...ttt iteeeeeeeeanneeeenns 927,686
Due from five tO LN YeaAr S . . vttt ittt ittt et eaneeeeenns 301,178
DU€ 1N £EeN OF MOTE YEAT S . it vttt tte ettt eeeeeeeeeeaneeaeesns 186,738
Mortgage and asset-backed securities......... ... ... 258,854

Total DONAS .ttt ittt it e et ettt ettt ettt e e e 1,674,456
Redeemable preferred sStoCKkS. ...ttt teeennennnn 3,682

Total fixed MaAatUritiesS .. vttt ittt ittt et et e et e et $1,678,138
COMPETITION

The property and casualty reinsurance industry is highly competitive. We
compete with reinsurers worldwide, many of which have greater financial,
marketing and management resources than ours. Some of our competitors are large
financial institutions that have reinsurance segments, while others are
specialty reinsurance companies. Financial institutions have also created
alternative capital market products that compete with reinsurance products, such
as reinsurance securitization. Our principal competitors vary by type of
business. Bermuda-based reinsurers are significant competitors on property
catastrophe business. Lloyd's of London syndicates are significant competitors
on marine business. On international business, the large European reinsurers are
significant competitors. Large U.S. direct reinsurers, as well as lead
U.S.-based broker market reinsurers, are significant competitors on U.S.
casualty business. On an overall basis, we expect that our most significant
competitors include ACE Limited, Arch Capital Group Ltd., Axis Capital Holdings,
Chubb Corporation, Converium Holding AG, White Mountains Insurance Group, Ltd.,
Endurance Specialty Holdings, Everest Re Group, General Re Corporation, IPC
Holdings Ltd., Lloyd's of London, Montpelier Re Holdings Ltd., Munich Re Group,
Odyssey Re Holdings Corp., Partner Re Limited, RenaissanceRe, Swiss Reinsurance
Company, Transatlantic Holdings and XL Capital Limited.

Following the September 11, 2001 terrorist attack, a number of individuals
and companies in the reinsurance industry established new, well-capitalized,
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Bermuda-based reinsurers to benefit from improved market conditions, and a
number of existing competitors raised additional capital or have announced plans
to do so. Many of the reinsurers that entered the reinsurance markets have or
could have more capital than we have. In addition, there may be established
companies or new companies of which we are not aware that may be planning to
commit capital to this market. The full effect of this additional capital on the
reinsurance market and on the terms and conditions of the reinsurance contracts
of the types we expect to underwrite may not be known for some time. Competition
in the types of reinsurance business that we underwrite is based on many
factors, including premium charges and other terms and conditions offered,
services provided, ratings assigned by independent rating agencies, speed of
claims payment, claims experience, perceived financial strength and experience
and reputation of the reinsurer in the line of reinsurance to be underwritten.

Traditional as well as new capital market participants from time to time
produce alternative products (such as reinsurance securitizations, catastrophe
bonds and various derivatives such as swaps) that may compete with certain types
of reinsurance, such as property catastrophe. Over time, these numerous
initiatives could significantly affect supply, pricing and competition in our
industry.

RATINGS AND SECURITY

Best's 1s generally considered to be a significant rating agency with
respect to the evaluation of insurance and reinsurance companies. Best's ratings
are based on a quantitative evaluation of performance with respect to
profitability, leverage and liquidity and a qualitative evaluation of spread of
risk,
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reinsurance programs, investments, unpaid losses and management. Ratings are
used by insurers and reinsurance intermediaries as an important means of
assessing the financial strength and quality of reinsurers. In addition, a
ceding company's own rating may be adversely affected by a downgrade in the
rating of its reinsurer. Therefore, a downgrade of our rating may dissuade a
ceding company from reinsuring with us and may influence a ceding company to
reinsure with a competitor of ours that has a higher rating.

Furthermore, it is increasingly common for our reinsurance contracts to
contain terms that would allow the ceding companies to cancel the contract if we
are downgraded below our current rating level. Whether a client would exercise
this cancellation right would depend, among other things, on the reason for such
downgrade, the extent of the downgrade, the prevailing market conditions and the
pricing and availability of replacement reinsurance coverage. It is impossible
to predict whether and how many of our clients would actually exercise this
right or what effect such cancellations would have on our financial condition or
future operations, but such effect could potentially be material.

Best's has assigned a financial strength rating of "A" (Excellent) to our
operating subsidiaries. This is the third highest of sixteen rating levels.
According to Best's, a rating of "A" indicates Best's opinion that a company has
an excellent ability to meet its ongoing obligations to policyholders.

We may from time to time secure our obligations under our various
reinsurance treaties using trusts and/or letters of credit.

EMPLOYEES

At December 31, 2003, we employed 155 people. None of our employees is
subject to collective bargaining agreements. We are not aware of any current
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efforts to implement such agreements at any of our subsidiaries.

Certain of the Bermuda-based employees of Platinum Holdings, including our
Chief Executive Officer, Chief Financial Officer and General Counsel, are
employed pursuant to work permits granted by Bermuda authorities. These permits
expire at various times during the next few years. We have no reason to believe
that these permits would not be extended at expiration upon request, although no
assurance can be given in this regard.

REGULATION
GENERAL

The business of reinsurance is regulated in most countries, although the
degree and type of regulation varies significantly from one jurisdiction to
another. Reinsurers are generally subject to less direct regulation than primary
insurers. In Bermuda, we operate under relatively less intensive regulatory
requirements. However, in the United States and in the United Kingdom, licensed
reinsurers must comply with financial supervision standards comparable to those
governing primary insurers. Accordingly, Platinum US and Platinum UK are subject
to extensive regulation under applicable statutes. In the United States, those
statutes delegate regulatory, supervisory and administrative powers to state
insurance commissioners.

BERMUDA REGULATION

Platinum Holdings and Platinum Bermuda are organized and domiciled in
Bermuda. As a holding company, Platinum Holdings is not subject to Bermuda
insurance regulations.

The Insurance Act 1978 (the "Insurance Act"), which regulates the insurance
business of Platinum Bermuda, provides that no person may carry on any insurance
business in or from within Bermuda unless registered as an insurer under the
Insurance Act by the Bermuda Monetary Authority (the "Authority"), which is
responsible for the day-to-day supervision of insurers. Under the Insurance Act,
insurance business includes reinsurance business.
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An insurer's registration may be canceled by the Authority on certain
grounds specified in the Insurance Act, including failure of the insurer to
comply with its obligations under the Insurance Act or if, in the opinion of the
Authority, the insurer has not been carrying on business in accordance with
sound insurance principles. The Insurance Act also imposes solvency and
liquidity standards and auditing and reporting requirements on Bermuda insurance
companies and grants to the Authority powers to supervise, investigate and
intervene in the affairs of insurance companies. Certain significant aspects of
the Bermuda insurance regulatory framework are set forth below.

The Insurance Act distinguishes between insurers carrying on long-term
business and insurers carrying on general business. There are four
classifications of insurers carrying on general business, with Class 4 insurers
being the largest and, consequently, subject to the strictest regulation.
Platinum Bermuda 1is registered as a Class 4 insurer and 1is regulated as such
under the Insurance Act.

Principal Representative. An insurer is required to maintain a principal
office in Bermuda and to appoint and maintain a principal representative in
Bermuda. For the purpose of the Insurance Act, the principal office of Platinum
Bermuda is at our principal executive offices in Bermuda, and Platinum Bermuda's
principal representative is Barton W. Hedges, the Chief Operating Officer of
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Platinum Bermuda. Without a reason acceptable to the Authority, an insurer may
not terminate the appointment of its principal representative, and the principal
representative may not cease to act as such, unless 30 days' notice in writing
to the Authority is given of the intention to do so. It is the duty of the
principal representative, within 30 days of reaching the view that there is a
likelihood of the insurer for which the principal representative acts becoming
insolvent or that a reportable "event" has, to the principal representative's
knowledge, occurred or is believed to have occurred, to make a report in writing
to the Authority setting out all the particulars of the case that are available
to the principal representative. Examples of such a reportable "event" include
failure by the insurer to comply substantially with a condition imposed upon the
insurer by the Authority relating to a solvency margin or liquidity or other
ratio.

Independent Approved Auditor. Every registered insurer must appoint an
independent auditor who will annually audit and report on the statutory
financial statements and the statutory financial return of the insurer, both of
which, in the case of Platinum Bermuda, are required to be filed annually with
the Authority. The independent auditor of Platinum Bermuda must be approved by
the Authority and may be the same person or firm that audits Platinum Bermuda's
financial statements and reports for presentation to its shareholders. Platinum
Bermuda's independent auditor is KPMG Bermuda.

Loss Reserve Specialist. As a registered Class 4 insurer, Platinum Bermuda
is required to submit an opinion of its approved loss reserve specialist with
its statutory financial return in respect of its loss and LAE provisions. The
loss reserve specialist, who will normally be a qualified casualty actuary, must
be approved by the Authority.

Statutory Financial Statements. Platinum Bermuda, as a general business
insurer, will be required to submit its annual statutory financial statements as
part of its annual statutory financial return. The Insurance Act prescribes
rules for the preparation and substance of such statutory financial statements
(which include, in statutory form, a balance sheet, an income statement, a
statement of capital and surplus and notes thereto). The statutory financial
statements are not prepared in accordance with U.S. GAAP and are distinct from
th